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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------
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:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

COVER SHEET FOR MOTION TO USE CASH

COLLATERAL OR TO OBTAIN CREDIT

The debtor has filed a motion to obtain postpetition financing, which is

attached to this Cover Sheet. In accordance with LBR 4001-2(b) (E.D.M.), the

debtor has identified below, by page and paragraph number, the location in the

proposed order accompanying the motion of each of the following provisions:

Provision Contained
in

Proposed
Order

Location in
Proposed Order

(1) Provisions that grant liens on the estate’s

claims and causes of action arising under Chapter

5 of the Code.

_____ Yes

___X_ No
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(2) Provisions that grant cross-collateralization

protection to the prepetition secured creditor (i.e.,

clauses that secure prepetition debt with

categories of collateral that were not covered by

the secured party’s lien prepetition) other than

liens granted solely as adequate protection

against diminution in value of a prepetition

creditor’s collateral.

_____ Yes

___X_ No

(3) Provisions that establish a procedure or

conditions for relief from the automatic stay.
____ Yes

__X__No

(4) Provisions regarding the validity or

perfection of a secured creditor’s prepetition

liens or that release claims against a secured

creditor.

_____ Yes

___X__No

(5) Provisions that prime any lien without that

lienholder’s consent.
___X_ Yes

_____ No

Page 19-20, ¶¶7-8

(6) Provisions that relate to a sale of substantially

all of the debtor’s assets.
_____ Yes

__X__ No
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(7) Provisions for the payment of professional

fees of the debtor or any committees, including

any carve-outs for such payments.

_____ Yes

__X__ No

(8) Provisions for the payment of prepetition

debt.
__X__ Yes

____ No

Page 11, ¶F(ii)

(9) Provisions that waive the debtor’s exclusive

right to file or solicit acceptances of a plan

during the time periods specified in

11 U.S.C. § 1121.

_____ Yes

__X__ No

(10) Provisions that require the debtor’s plan to

be on terms acceptable to the secured creditor.
_____ Yes

__X__ No

(11) Provisions that require or prohibit specific

terms in the debtor’s plan.
__X__ Yes

_____ No
Page 30, ¶25

(12) Provisions establishing that proposing a plan

inconsistent with the order constitutes a default.
_____ Yes

__X__ No
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(13) Provisions that waive surcharge under

11 U.S.C. § 506(c).
_____ Yes

__X__ No

(14) Provisions that address the rights and

obligations of guarantors or co-obligors.
_____ Yes

___X__No

(15) Provisions that prohibit the debtor from

seeking approval to use cash collateral without

the secured creditor’s consent.

_____ Yes

__X__ No

(16) Provisions that purport to bind a subsequent

trustee.
_____ Yes

___X_ No

(17) Provisions that obligate the debtor to pay

any of a secured creditor’s professional fees.
__X__ Yes

_____ No

Page 31, ¶27
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Dated: August 11, 2014 Respectfully submitted,

/s/ Jonathan S. Green
Jonathan S. Green (MI P33140)
Stephen S. LaPlante (MI P48063)
MILLER, CANFIELD, PADDOCK AND
STONE, P.L.C.
150 West Jefferson
Suite 2500
Detroit, Michigan 48226
Telephone: (313) 963-6420
Facsimile: (313) 496-7500
green@millercanfield.com
laplante@millercanfield.com

David G. Heiman (OH 0038271)
Heather Lennox (OH 0059649)
JONES DAY
North Point
901 Lakeside Avenue
Cleveland, Ohio 44114
Telephone: (216) 586-3939
Facsimile: (216) 579-0212
dgheiman@jonesday.com
hlennox@jonesday.com

Brad B. Erens
David A. Hall
JONES DAY
77 West Wacker
Chicago, Illinois 60601
Telephone: (312) 782-3939
Facsimile: (312) 782-8585
bberens@jonesday.com

ATTORNEYS FOR THE CITY
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------

x
:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

MOTION OF THE DEBTOR FOR A FINAL
ORDER PURSUANT TO (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e),

902, 904, 921, 922 AND 928 (A) APPROVING POSTPETITION FINANCING
AND (B) GRANTING LIENS AND (II) BANKRUPTCY RULE 9019
APPROVING SETTLEMENT OF CONFIRMATION OBJECTIONS
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Introduction

1. The City of Detroit, Michigan ("Detroit" or the "City"), as

debtor in the above-captioned case, hereby moves the Court, pursuant to 11 U.S.C.

§§ 105, 364(c), 364(d)(1), 364(e), 902, 904, 921, 922 and 928, Rules 2002, 4001,

9014 and 9019 of the Federal Rules of Bankruptcy Procedure (the “Bankruptcy

Rules”) and Rule 4001-2 of the Local Rules for the United States Bankruptcy

Court for the Eastern District of Michigan (the “Local Rules”), for a final order:

(a) authorizing the City and Detroit Water and Sewerage
Department (“DWSD”), a department of the City, to (i) issue,
via a public offering, direct purchase or a private placement,
one or more series of Sewage Disposal System Revenue and
Revenue Refunding Bonds and Water Supply System Revenue
Refunding Bonds (collectively, the “2014 DWSD Revenue and
Revenue Refunding Bonds”) as described in the term sheets
attached hereto collectively as Exhibit 6 (the “Financing Term
Sheets”) and pursuant to an order substantially in the form
attached hereto as Exhibit 1 (the “Proposed Order”) that, if
approved, would provide DWSD with secured financing in an
aggregate amount not to exceed $5,500,000,000 (the “DWSD
Revenue and Revenue Refunding Financing”); and (ii) perform
such other and further acts as may be contemplated by, or
required in connection with the financing documentation to be
executed in connection with the DWSD Revenue and Revenue
Refunding Financing (the “Financing Documents”);

(b) authorizing the granting of automatically attached and perfected
security interests in and liens upon the Pledged Assets (as
defined below) in the manner, and on the terms, described
below and in the Financing Term Sheets, and as otherwise
provided in the Proposed Order; and

(c) approving a settlement, to be effective if and when the Tender
Offer Financing (as defined below) closes (the “Settlement”),
by and among the DWSD Settlement Parties (as defined below)
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(i) establishing the treatment of water and sewer bond claims
under the City’s plan of adjustment and (ii) resolving certain
objections to the City’s plan of adjustment on the terms and
conditions set forth in the term sheet attached hereto as Exhibit
7 (the “Assured Insurance Commitment Term Sheet”) as further
described herein.

2. The DWSD Revenue and Revenue Refunding Financing will

consist of (a) an amount not to exceed $190,000,000 in capital improvement

financing (the “DWSD Revenue Financing”), which will be used to make essential

capital improvements to the City’s sewage disposal system as required under state

and federal law as more fully described below; and (b) a tender offer financing (the

“Tender Offer Financing”), in an amount up to $5,310,000,000, which will be used

to (i) finance the City's purchase for cancellation of certain water and sewer bonds

that have been tendered and accepted in connection with a pending invitation to

tender (the "Tender") to the holders of the City's outstanding water and sewer

bonds and, potentially, (ii) refund through optional redemption certain outstanding

water and sewer bonds of the City, all as described in greater detail below.

3. In support of this Motion, the City has filed herewith the

(a) Declaration of Lee Donner in Support of the Motion of the Debtor for a Final

Order Pursuant to (I) 11 U.S.C. §§105, 364(c), 364(d)(1), 364(e), 902, 904, 921,

922 and 928 (A) Approving Postpetition Financing and (B) Granting Liens and

(II) Bankruptcy Rule 9019 Approving Settlement of Confirmation Objections (the

“Donner Declaration”) attached hereto as Exhibit 5A; (b) Declaration of Nicolette
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Bateson in Support of the Motion of the Debtor for a Final Order Pursuant to (I) 11

U.S.C. §§105, 364(c), 364(d)(1), 364(e), 902, 904, 921, 922 and 928 (A)

Approving Postpetition Financing and (B) Granting Liens and (II) Bankruptcy

Rule 9019 Approving Settlement of Confirmation Objections (the “Bateson

Declaration”) attached hereto as Exhibit 5B; and (c) Declaration of David

Brownstein in Support of the Motion of the Debtor for a Final Order Pursuant to (I)

11 U.S.C. §§105, 364(c), 364(d)(1), 364(e), 902, 904, 921, 922 and 928

(A) Approving Postpetition Financing and (B) Granting Liens and (II) Bankruptcy

Rule 9019 Approving Settlement of Confirmation Objections (the “Brownstein

Declaration”) attached hereto as Exhibit 5C. In further support of this Motion, the

City respectfully represents as follows:

Jurisdiction

4. The Court has jurisdiction over this matter pursuant to

28 U.S.C. §§ 157 and 1334. This is a core proceeding pursuant to 28 U.S.C.

§ 157(b)(2). Venue for this matter is proper in this district pursuant to 28 U.S.C.

§§ 1408 and 1409.

Background

I. Treatment of Existing DWSD Bonds Under City’s Plan of Adjustment

5. Currently, DWSD has approximately $1.8 billion of

outstanding senior lien sewer bonds and $945 million of outstanding second lien
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sewer bonds. DWSD has approximately $1.8 billion of outstanding senior lien

water bonds and $629 million of outstanding second lien water bonds.

6. The City’s existing water and sewer bonds (collectively, and

excluding State Revolving Fund bonds, the “Existing DWSD Bonds”) are secured,

along with the State Revolving Funds bonds, by a statutory lien on DWSD’s

“Pledged Assets.” “Pledged Assets” consist of: (i) Net Revenues;1 (ii) the funds

and accounts established by or pursuant to the Ordinances (as defined below)

except for the Operation and Maintenance Fund and the Construction Fund (each

as defined in the Ordinances) and any account thereof; (iii) investments of amounts

credited to any fund, account or subaccount that is a Pledged Asset; and (iv) any

income or gain realized from investments that are Pledged Assets to the extent that

such income or gain is not a Net Revenue. See Amended and Restated Ordinance

No. 18-01 Sewer Ordinance at §II.1 (attached hereto as Exhibit 11); Amended and

Restated Ordinance No. 01-05 Water Ordinance at §1 (attached hereto as Exhibit

12).

1 “Net Revenues” are “Revenues” except for those transferred to the
Operation and Maintenance Fund (as defined in the Ordinances). See
Amended and Restated Ordinance No. 18-01 at §II.1; Amended and
Restated Ordinance No. 01-05 Water Ordinance at §1. “Revenues” are
defined as revenues of the City derived from the systems, which include
hedge receivables and income earned on investments. See id.
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7. The City’s corrected fifth amended plan of adjustment (as it

may be further amended, modified or supplemented, the “Plan”) filed with this

Court on July 29, 2014 [Docket No. 6379] currently classifies claims (each, an

“Existing DWSD Bond Claim”) arising with respect to the Existing DWSD Bonds

into Classes 1A through 1C.

8. Class 1A consists of 337 individual classes of Existing DWSD

Bonds divided by CUSIP. Claims classified in certain classes set forth on Exhibit

I.A.121 to the Plan comprising Class 1A are impaired. Claims classified in Classes

1B and 1C are unimpaired. The direct economic savings to the City and DWSD if

the City and DWSD are successful at impairing Class 1A claims under the Plan

could be as high as approximately $225 million under certain circumstances on a

present value basis over the remaining life of the impaired bonds (23 years).2

9. The deadline for the holders of impaired claims to vote to

accept or reject the Plan was July 11, 2014. Holders of unimpaired claims in

2 These figures reflect only the savings DWSD would realize as a result of
resetting interest rates in respect of certain impaired Existing DWSD Bonds
under the Plan, the holders of which rejected the Plan. These figures do not,
however, reflect any savings that DWSD could realize as a result of the
elimination of call protection under certain of the documents governing
impaired Existing DWSD Bonds, and in particular, savings that could be
generated from refinancing such bonds prior to their stated maturity at lower
interest rates and without penalty. These figures also do not reflect the
incremental cost of future financings that would be incurred by DWSD pending
a recovery of DWSD's credit rating.
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Classes 1B and 1C were not entitled to vote on the Plan and were deemed to have

accepted the Plan. The impaired classes in Class 1A, however, were solicited to

vote, and most voted to reject the Plan.

10. Various parties (the “DWSD Objecting Parties”) with an

interest in Existing DWSD Bonds also raised objections to the Plan (the “DWSD

Plan Objections”). The DWSD Plan Objections are as follows:

Objecting Party Docket Reference
U.S. Bank National Association as DWSD Bond
Trustee

Docket No. 4647,
supplemented by
Docket No. 5705

Berkshire Hathaway Assurance Corporation Docket No. 4657
National Public Finance Guarantee Corporation Docket No. 4665,

supplemented by
Docket No. 5703

Ad Hoc Committee of DWSD Bondholders Docket No. 4671,
supplemented by
Docket No. 5705

Assured Guaranty Municipal Corp. Docket No. 4674,
supplemented by
Docket No. 5704

Financial Guaranty Insurance Company Docket No. 4660

11. Many of the DWSD Plan Objections asserted that the treatment

of Existing DWSD Bond Claims under the Plan is not "fair and equitable" under 11

U.S.C. §1129(b)(2), in that the Plan does not give the bondholders the present

value of their claims, impermissibly modifies the call protections of existing bonds,

and does not provide the "indubitable equivalent" value mandated for such secured

claims. Similarly, certain DWSD Plan Objections asserted that the Plan treatment
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does not satisfy the "best interests of creditors" test under 11 U.S.C. §943(b)(7)

because bondholders do not receive under the Plan what they could reasonably

expect under the circumstances and that such bondholders could have enhanced

recovery outside of Chapter 9. Other DWSD Plan Objections argued that the Plan

impermissibly impairs or strips liens on special revenues in violation of

11 U.S.C. § 928. Additionally, certain DWSD Plan Objections claimed that the

Plan does not satisfy the requirements of 11 U.S.C. § 943(b) because the Plan

(a) requires the issuance of securities that do not comply with Michigan law, (b) is

not conditioned on requisite regulatory approvals, (c) violates Michigan law

regarding the use of DWSD’s “Revenues” or (d) otherwise does not comply with

Michigan or federal bankruptcy law.3

II. Tender & Proposed Settlement

12. On August 7, 2014, the City, acting through the DWSD,

launched the Tender for all Existing DWSD Bonds. The material terms of the

Tender are described in the invitations to tender, each dated August 7, 2014

(collectively, the “Tender Invitations”), sent to holders of Existing DWSD Bonds.

The Tender Invitations and their accompanying disclosure statements are

collectively attached hereto as Exhibits 8A and 8B, respectively.

3 This paragraph is a summary of certain arguments set forth in the DWSD Plan
Objections and is not inclusive of all arguments raised therein.
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13. Each series of Existing DWSD Bonds and related CUSIPs and

the associated proposed tender purchase price are set forth on Schedule A to the

applicable Tender Invitation. The period to tender Existing DWSD Bonds closes

at 5:00 p.m. (Eastern Time) on August 21, 2014 (the “Tender Expiration Date”).

14. The Tender is the result of negotiations among the City

(including DWSD), providers of bond insurance for certain of the Existing DWSD

Bonds (the “DWSD Bond Insurers”),4 the Ad Hoc Committee of DWSD

Bondholders (the “Ad Hoc Committee”)5 and U.S. Bank National Association

(“DWSD Trustee”), as trustee for the Existing DWSD Bonds. All of the foregoing

parties except for National are collectively referred to herein as the “DWSD

Settlement Parties”.

15. The Tender is an effort to achieve long-term savings for DWSD

in connection with the Existing DWSD Bonds in a consensual manner in advance

of any ruling on confirmation of the Plan. The confirmation hearing is scheduled

to commence on August 21, 2014. The Tender and the DWSD Revenue and

4 The DWSD Bond Insurers include: Assured Guaranty Municipal Corp.,
formerly known as Financial Security Assurance Inc. (“Assured”), Berkshire
Hathaway Assurance Corp. (“BHAC”), Financial Guaranty Insurance Company
(“FGIC”) and National Public Finance Guaranty Corp. (“National”)

5 The Ad Hoc Committee consists of Blackrock Financial Management, Inc.,
Eaton Vance Management, Fidelity Management & Research Company,
Franklin Advisors, Inc. and Nuveen Asset Management.
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Revenue Refunding Financing encompass a series of interrelated agreements and

transactions among the parties that, when taken together and if accepted by the

City, will result in a restructuring of DWSD’s capital structure producing

significant economic savings for DWSD and, upon closing of the Tender on the

Settlement Date (defined below), the resolution of all of the DWSD Plan

Objections (including the objection of National). The parties thus believe that the

Tender and the Settlement will result in streamlining the upcoming confirmation

hearing.6

16. In addition to the Tender itself, the Settlement consists of the

following terms:

Potential Acceptance of Tender

— If, in the City’s sole discretion, a sufficient amount of the Existing
DWSD Bonds are tendered on or prior to the Tender Offer Expiration
Date, such that DWSD will achieve economic savings from the tender
acceptable to DWSD and the City, the City will accept the tender of
such Existing DWSD Bonds (upon acceptance by the City, the
“Tendered Bonds”), subject to receiving acceptable pricing in the
market for the 2014 DWSD Revenue and Revenue Refunding Bonds;

— Each member of the Ad Hoc Committee will tender a significant
portion of their respective impaired Existing DWSD Bonds;

6 Oakland County [Docket No. 4627], Wayne County [Docket No. 4663] and
Macomb County [Docket No. 4636] (the “County Objectors”) have also filed
DWSD-related objections to the Plan. The City submits that the County
Objectors do not have standing to object to the Plan and that such objections
otherwise have no merit.
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— The other provisions of the Assured Insurance Commitment Term
Sheet set forth on Exhibit 7 will be implemented7;

Financing the Tender

— To the extent that the City accepts the Tendered Bonds, and following
entry of the Proposed Order as requested herein, the City will issue
2014 Revenue and Revenue Refunding Bonds either through a private
placement or direct purchase (a “Direct Purchase”) or a public
offering (a “Public Offering”) through the Michigan Finance
Authority (the “MFA”), certain proceeds of which will be used by the
City to finance the purchase or optional redemption of the Tendered
Bonds (the date of such closing, the “Settlement Date”);

— The City will request that the Court find that the pledge of DWSD
“Net Revenues” as security for the 2014 DWSD Revenue and
Revenue Refunding Bonds constitutes a “lien” on “special revenues”
as contemplated by sections 101(37), 902(2), 922(d) and 928 of the
Bankruptcy Code;

— On the Settlement Date (i) the City will file an amended Plan (the
“Amended Plan”) that renders unimpaired the Existing DWSD Bond
Claims within the meaning of section 1124 of the Bankruptcy Code,
and (ii) the DWSD Plan Objections will be deemed to be withdrawn;

Plan of Adjustment Matters

— The City and the DWSD Objecting Parties have agreed that, with
respect to DWSD’s contributions to the GRS pension plan: (i) DWSD
shall pay as operation and maintenance expenses, to be allocated
between the Sewage Disposal System and the Water Supply System,
no more than the sum of (a) $24 million per annum; and (b) DWSD’s
allocable share of its annual “defined contribution” payments related
to the DWSD employees; and (ii) DWSD shall pay the difference
between the annual allocation of the Plan GRS pension contributions
provided in the Plan and $24 million from a “pension liability

7 To the extent there is any conflict between the relief requested herein or the
Proposed Order and the Assured Insurance Commitment Term Sheet, the
provisions of the Assured Insurance Commitment Term Sheet shall govern.
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payment fund” that is funded after payments required to be made into
the SRF Junior Lien Bond and Interest Redemption Fund established
and defined in the Bond Documents and on a subordinated basis to the
2014 DWSD Revenue and Revenue Refunding Bonds and all other
existing bond debt. All parties have agreed that this accounting
treatment shall not constitute “impairment” of the Existing DWSD
Bonds or the Existing DWSD Bond Claims in respect thereof;

— Following the filing of the Amended Plan, the City will not thereafter
amend, supplement or otherwise modify the Amended Plan, or
participate in, support or acquiesce to any such amendment,
supplement or modification (including any motion for an order
seeking such amendment, supplement or modification) of the
Amended Plan that would result in the impairment of any Existing
DWSD Bond Claim;

New DWSD Bond Insurance

— Assured will commit to insure the 2014 DWSD Revenue and Revenue
Refunding Bonds (the insurance policies to be issued, the “2014
DWSD Refunding Bonds Insurance Policies”) in an amount not less
than the principal amount of the outstanding Assured-insured
Tendered Bonds. Specifically Assured has committed to insure:

(i) The portion of the 2014 DWSD Revenue and Revenue Refunding
Bonds which are senior lien DWSD Sewage Disposal System
Revenue Refunding Bonds in a principal amount not less than the
principal amount of the outstanding Assured-insured senior lien
DWSD Sewage Disposal System Revenue and Revenue Refunding
Bonds tendered and refunded in conjunction with the tender offer
contemplated by the Disclosure Statement Relating to Invitation to
Tender Bonds $2,750,800,000, City of Detroit Michigan, Detroit
Water and Sewerage Department Sewage Disposal System Bonds
Consisting of $1,805,620,000 Revenue and Revenue Refunding
Senior Lien Bonds and $945,180,000 Revenue Refunding Second
Lien Bonds,

(ii) The portion of the 2014 DWSD Revenue and Revenue Refunding
Bonds which are senior lien DWSD Water Supply System Revenue
Refunding Bonds in a principal amount not less than the principal
amount of the outstanding Assured-insured senior lien DWSD Water

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 22 of 422



CHI-1939085v1 -12-

Supply System Revenue and Revenue Refunding Bonds tendered and
refunded in conjunction with the tender offer contemplated by the
Disclosure Statement Relating to Invitation to Tender Bonds
$2,433,140,000 City of Detroit Michigan, Detroit Water and
Sewerage Department Water Supply System Bonds Consisting of
$1,803,940,000 Revenue Refunding Senior Lien Bonds and
$629,200,000 Revenue Refunding Second Lien Bonds, and

(iii) The portion of the 2014 DWSD Revenue and Revenue Refunding
Bonds which are senior lien 2014 Sewer Refinancing Bonds in an
amount not less than the principal amount of the outstanding Assured-
insured junior lien Sewage Disposal System Revenue and Revenue
Refunding Bonds and Water Supply System Revenue and Revenue
Refunding Bonds tendered and refunded in conjunction with the
tender offer;

New DWSD Surety Policies

— Assured will agree to deliver debt service reserve fund (“DSRF”)
surety insurance policies (the “2014 DWSD Refunding Bonds Surety
Policies” and together with the 2014 DWSD Refunding Bonds
Insurance Policies, collectively, the “Assured Policies”) as to reserve
accounts that secure exclusively the Assured-insured 2014 DWSD
Revenue and Revenue Refunding Bonds in a principal amount equal
to the DSRF requirement (subject to a limit of $70 million of
additional surety coverage). The coverage available as to each surety
shall amortize ratably with the amortization of the series of 2014
DWSD Revenue and Revenue Refunding Bonds that it secures and
shall also be reduced proportionately to the extent the series of 2014
DWSD Revenue and Revenue Refunding Bonds so secured by the
DSRF policy is defeased or redeemed prior to scheduled amortization.
Subject to the next sentence, Assured will charge as a premium for
each 2014 DWSD Refunding Bonds Surety Policy 15% of the initial
face amount of any DSRF surety, payable upon delivery. With respect
to any 2014 DWSD Refunding Bonds Surety Policy for a DSRF with
respect to any Assured-insured 2014 DWSD Revenue and Revenue
Refunding Bonds the proceeds of which are applied to the payment of
the tender price or refunding of DWSD bonds insured by BHAC (any
such bonds tendered, the “Berkshire Bonds”), Assured's premium will
be reduced from 15% by .75% for each $50 million of Berkshire
Bonds that are tendered/refunded subject to a floor of 10%. Therefore,
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if at least $50 million but less than $100 million of Berkshire Bonds
are tendered the Assured surety premium will be 14.25%; if at least
$100 million but less than $150 million of Berkshire Bonds are
tendered, the Assured surety premium will be 13.50%; if at least $150
million but less than $200 million of Berkshire Bonds are tendered,
the Assured surety premium will be 12.75%; if at least $200 million
but less than $250 million of Berkshire Bonds are tendered, the
Assured DSRF surety premium will be 12%; if at least $250 million
but less than $300 million of Berkshire Bonds are tendered, the
Assured surety premium will be 11.25%; if at least $300 million but
less than $350 million of Berkshire Bonds are tendered, the Assured
surety premium will be 10.50%; and if at least $350 million of
Berkshire Bonds are tendered, the Assured surety premium will be
10.00%. In no event shall the premium for any 2014 DWSD
Refinancing Bonds Surety Policy be less than 10% of the original face
amount of the surety;

Professional Fee Reimbursements

— DWSD will reimburse the professional fees and expenses (the
“Resolved DWSD Fee Claims”) of certain of the DWSD Settlement
Parties8 incurred in connection with the DWSD claims in the City’s
chapter 9 case, as follows:

(i) To Assured, $3,000,000

(ii) To the Ad Hoc Committee, $1,200,000

(iii) To FGIC, $550,0009

8 The City has been unable to resolve the professional fee claims of National.
The City will be filing a separate motion to establish procedures for resolving
these claims. BHAC is not asserting a professional fee claim.

9 The amounts set forth in (i)-(iii) do not contain any “success fees” for any
DWSD creditor financial advisor and DWSD has not agreed to pay any such
success fees. If any financial advisor for a non-settling bond insurer is paid a
success fee, FGIC reserves its right to request the same treatment for its
financial advisor. The total fee claims asserted by all of the DWSD Objecting
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(iv) With respect to the fee and expense claim (the “DWSD Trustee
Fee Claim”) of the DWSD Trustee, which includes its
extraordinary fees and expenses as trustee and the fees and
expenses of professionals engaged in connection with the
extraordinary services it has performed, the parties have agreed
to a range with respect to amount and a binding arbitration
process that establishes the parameters for resolving the DWSD
Trustee Fee Claim within that range. In that regard, the City
and DWSD Trustee have agreed as follows:

(a) The DWSD Trustee Fee Claim will be established in an
amount not less than $2.25 million and not more than
$5.75 million (the “DWSD Trustee Fee Claim Range”),
inclusive of amounts received or held by the DWSD
Trustee. Fees and expenses incurred by the DWSD
Trustee relating to the Tender as well as fees and
expenses unrelated to the chapter 9 case are not included
in the DWSD Trustee Fee Claim Range and will be paid
in the ordinary course by DWSD to the DWSD Trustee.
Bankruptcy-related fees, that are not related to the Tender
and that are incurred by the DWSD Trustee through the
conclusion of the confirmation hearing set to commence
on August 21, 2014, are subject to the DWSD Trustee
Fee Claim Range.

(b) The DWSD Trustee Fee Claim will be resolved in
binding arbitration (the “DWSD Trustee Fee Claim
Arbitration”). The arbitrator will be selected by the
parties no later than August 26, 2014 and is to be a
person with experience in both municipal finance and
bankruptcy. If the parties cannot agree on an arbitrator,
DWSD and the DWSD Trustee will each submit two
individuals with the requisite experience to Judge
Elizabeth Perris and Judge Gerald Rosen (the federal
mediators in this case) who, in turn, will select the
arbitrator.

Parties approximates $30 million to the best of the City’s information and
belief.
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(c) DWSD and the DWSD Trustee will evenly split the cost
of the DWSD Trustee Fee Claim Arbitration.

(d) Subject to the arbitrator’s time and availability, the
parties agree to conclude the DWSD Trustee Fee Claim
Arbitration before November 30, 2014. Upon entry of
the fee award by the arbitrator, DWSD will promptly pay
the amount of the award to the DWSD Trustee.

(e) As part of the DWSD Trustee Fee Claim Arbitration, the
City and DWSD will release the DWSD Trustee from
any claims related to the fees and expenses incurred by
the DWSD Trustee through the date of the DWSD
Trustee Fee Claim Arbitration.

(f) The DWSD Trustee Fee Claim Arbitration will be the
exclusive means for DWSD to resolve disputes regarding
the DWSD Trustee Fee Claim. The DWSD Trustee, its
professionals, and the DWSD Trustee Fee Claim will no
longer be subject to the Fee Review Order, dated
September 11, 2013 [Docket No. 810], as amended by
the Order Amending and Clarifying Fee Review Order of
September 11, 2013 [Docket No. 5150], or the Order
Appointing Fee Examiner, dated August 19, 2013
[Docket No. 383], as these orders may be further
amended. The parties and the Bankruptcy Court will
accept, conclusively, the arbitrator’s final award as
reasonable and otherwise satisfactory to the requirements
of Section 943(b)(3) of the Bankruptcy Code. Neither
DWSD nor the City will file a disgorgement motion or
seek to litigate fees and costs in a manner that is
inconsistent with the DWSD Trustee Fee Claim
Arbitration.

17. The City (through the Board of Water Commissioners and the

Emergency Manager) will decide whether to accept for purchase and cancellation

Tendered Bonds no later than August 22, 2014. The City proposes to have this

Motion heard by the Court on August 25, 2014 or as soon thereafter as the Court’s
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calendar permits. Assuming approval of this Motion on this time frame, the 2014

DWSD Revenue and Revenue Refunding Bonds will be priced in the public

market on or about August 26, 2014. The projected Settlement Date to close the

DWSD Revenue and Revenue Refunding Financing and the purchase of the

Tendered Bonds is September 4, 2014. The City would file the Amended Plan on

that date immediately prior to closing.

18. Based on preliminary feedback from certain large institutional

holders of Existing DWSD Bonds, the City is informed and, therefore, believes

that there is sufficient interest in the Tender among bondholders to achieve a

successful result. To the extent consummated, the Tender would facilitate a

consensual restructuring of DWSD’s capital structure, while rendering unimpaired

all Existing DWSD Bond Claims and resolving the DWSD Bond Objections to

confirmation of the Plan.

19. Additionally, and perhaps just as importantly from the

perspective of DWSD’s long-term liquidity position and capital structure, the

DWSD Revenue and Revenue Refunding Financing will allow DWSD to refinance

the Tendered Bonds with insured and uninsured public debt or, to the extent that

there is any shortfall, with direct purchase financing from Citibank, N.A., together

with one or more additional purchasers, as described below. DWSD will work to

achieve ratings of the 2014 DWSD Revenue and Revenue Refunding Bonds, and
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DWSD believes that the 2014 DWSD Revenue and Revenue Refunding Bonds

should be investment grade. Moreover, the ratings of the 2014 Revenue and

Revenue Refunding Bonds will be further enhanced by the 2014 DWSD Refunding

Bonds Insurance Policies and the 2014 DWSD Refunding Bonds Surety Policies.

The long-term cost of capital for the publicly-financed bonds should be lower than

that of the Existing DWSD Bonds, thus saving DWSD tens of millions of dollars in

annual debt service payments in both systems combined.

20. Finally, bond documents for certain of the Existing DWSD

Bonds currently require DWSD to maintain sureties and in some cases, significant

sums of cash in debt service reserves to protect bondholders against a payment

default by the City. In connection with the DWSD Revenue and Revenue

Refunding Financing, certain of the existing sureties will be cancelled and certain

cash reserves will be released, in an amount that DWSD currently estimates at

approximately $50 million. Bateson Dec. ¶ 4. These funds will be applied in

accordance with the applicable bond documents and applicable law as a part of the

DWSD Revenue and Revenue Refunding Financing, effectively reducing the

necessary size of the financing by the amount of released funds, net of the cost of

reserve fund compliance under the Ordinances. See Bateson Dec. ¶ 4. These cost

savings will also be facilitated by the issuance of the 2014 DWSD Refunding

Bonds Insurance Policies and the 2014 DWSD Refunding Bonds Surety Policies
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21. Based on the foregoing, the City believes that approving the

Settlement and DWSD Revenue and Revenue Refunding Financing is in the best

interests of the City (including DWSD), its residents, other users of the water

supply system and sewerage disposal system and all parties in interest in this case.

III. Intended Use of Proceeds of the DWSD Revenue Financing

22. The DWSD Revenue Financing will be used by DWSD to

complete critically needed investments in its sewage disposal system to assist in

keeping the City in compliance with applicable environmental laws and

regulations. DWSD’s long history of failing to comply with requirements of the

Environmental Protection Agency (the “EPA”) under the Clean Water Act, 33

U.S.C. § 1251 et seq. (the “Clean Water Act”) is well documented, most

comprehensively in the myriad of compliance orders (the “Compliance Orders”)

issued by the Judge Cox in Case No. 77-71100, United States of America v. City

of Detroit (D. Ct. E.D. Michigan) (the “Oversight Litigation”). The Oversight

Litigation was initiated in 1977 by the federal government to remedy alleged

violations of federal environmental laws and regulations at the DWSD wastewater

treatment plants.

23. Citing the Department’s operational and compliance progress,

on March 27, 2013, the District Court issued an Order closing the Oversight
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Litigation but retained limited jurisdiction to enforce the Compliance Orders as

necessary.

24. DWSD now operates under NPDES Permit No. MI0022802

issued March 1, 2013 (the “Permit”) and Administrative Consent Order No. ACO-

000131 between DWSD and the Michigan Department of Environmental Quality,

Water Resources Division, dated July 8, 2011 entered in the Oversight Litigation

(the “ACO”). Both the Permit and the ACO contain operating, compliance,

monitoring and implementation provisions and deadlines, all of which are designed

to bring DWSD into compliance with state and federal law.

25. The failure to comply with the Permit and ACO, including key

deadlines set forth therein, constitutes a violation of Michigan and, in some cases,

federal law. Such violations can constitute grounds for enforcement actions, which

can include termination of the Permit, denial of operating permit renewal, the

imposition of fines under the ACO (running from $1,000 to $2,000, most of which

accrue on a per diem, per violation basis) and the imposition of statutory or

equitable remedies by the state and federal governments. Any of these remedies

could have a significant and material impact on DWSD’s ability to operate the

City’s sewage disposal system. The ACO is attached hereto for reference as

Exhibit 9.
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26. The causes of the City’s difficulties with respect to complying

with its obligations under applicable law are varied and complicated.

Nevertheless, an acute shortage of resources has been a primary contributing

factor. Toward that end, in December 2013, the Board of Water Commissioners

for the City approved a five-year “Capital Improvement Plan” for the City’s

sewage disposal system (as amended on July 9, 2014, and as may be further

amended from time to time, the “CIP”), which is intended to ensure that DWSD

makes the necessary infrastructure and personnel investments over the life of the

CIP in order to remain in compliance with the Permit and ACO. The CIP is

attached hereto as Exhibit 10.

27. To date, the City has financed its ongoing CIP with proceeds of

the Sewage Disposal System Revenue Bonds, federal and State grants and loans

and revenues of the Sewage Disposal System. Over the past ten years, the

Department spent approximately $1.7 billion on capital improvements to the

Sewage Disposal System.

28. DWSD needs to continue carrying out the CIP, and the DWSD

Revenue Financing is critical to that effort. DWSD has entered into a number of

contracts with vendors to provide certain system improvements, as set forth in the

CIP, and construction is underway on many system improvement components.

Pursuant to its contracts, DWSD is obligated to make payment for these
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improvements pursuant to established contract milestones. Absent incremental

financing, DWSD’s capital budget will be perilously depleted beginning in

October 2014, thus risking DWSD’s continued efforts under the CIP to remain in

compliance with the Permit and ACO. Failure to comply with the rigid

compliance standards set forth in the ACO may result in significant penalties

risking DWSD’s ability to operate the sewage system for the benefit of the City’s

residents and other users of the sewerage disposal system.

IV. Summary of the Material Terms of the Financing

A. Public Offering

29. The DWSD Revenue and Revenue Refunding Financing will be

structured as a Public Offering. Consequently, the pricing of the DWSD Revenue

and Revenue Refunding Financing will be established at the time the financing is

taken to market, and is not known at this time. Citigroup Global Markets Inc. has

been hired by DWSD to act as senior managing underwriter for the transaction.10

Citi and DWSD have agreed to a fee structure whereby Citi will be paid a fee of

0.1% of the principal amount of the Tendered Bonds to act as the dealer manager

10 As noted, Citigroup Global Markets, Inc. has been hired by DWSD to act as
senior managing underwriter for the transaction. Separately, as set forth below,
Citibank, N.A. is agreeing to act as purchaser and arranger in the event the
DWSD Revenue and Revenue Refunding Financing is to be structured as a
Direct Purchase. For purposes of the Motion, the term “Citi” refers to Citigroup
Global Markets Inc. or to Citibank, N.A., as the context requires.
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in connection with the Tender and an additional fee of 0.3 to 0.4% of the issue

amount as an underwriting fee. See Brownstein Dec. ¶ 5. Citi’s proposed

underwriter’s discount is well below market averages for public offerings of

municipal bonds on both an insured and uninsured basis based upon data compiled

by Securities Data Corporation. See Brownstein Dec. ¶ 6. Citi’s tender fee is well

below fees Citi has charged on similarly situated public tender offers and lower

than the fees charged by Citi in connection with the Jefferson County bankruptcy

case. See Brownstein Dec. ¶ 6.

30. First Southwest Company (“First Southwest”), as financial

advisor to the DWSD and MFA with respect to the transaction, has incurred fees in

the amount of $395,000, charged as a flat rate, in connection with the Tender, and

$590,000, charged as a flat rate, in connection with the DWSD Revenue and

Revenue Refunding Financing. First Southwest will also be reimbursed for actual

expenses up to $45,000 incurred in respect of the Tender and $48,000 in

connection with the DWSD Revenue and Revenue Refunding Financing. Donner

Dec. ¶ 4.

31. The total fixed costs of fees and expenses expected to be

incurred by DWSD in connection with the Tender is approximately $2,443,000.

Donner Dec. ¶ 5. The total fixed costs of fees and expenses expected to be

incurred by DWSD in connection with the 2014 DWSD Revenue and Revenue
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Refunding Financing is approximately $3,735,000. Donner Dec. ¶ 5. The variable

costs of fees and expenses expected to be incurred by DWSD for each of the

Tender and the 2014 DWSD Revenue and Revenue Refunding Financing are

approximately $2.25 per $1,000 of Tendered Bonds and $3.72 per $1,000 of 2014

Revenue and Revenue Refunding Bonds issued, respectively. See Donner Dec.

¶ 5.

32. Under the Public Offering, the 2014 DWSD Revenue and

Revenue Refunding Bonds would be sold by DWSD to the MFA, and the MFA in

turn would sell its bonds to the public market and use the proceeds thereof to

purchase the 2014 DWSD Revenue and Revenue Refunding Bonds.

33. Citi has advised DWSD that the effective interest rates on the

2014 DWSD Revenue and Revenue Refunding Bonds, including uninsured bonds,

will not exceed 5.75% (the “Indicative Refunding Interest Rate”), but will likely be

lower in light of the public nature of the offering and the bond insurance credit

enhancement commitment. Brownstein Dec. ¶ 7. Such a pricing trend is

consistent with historical market norms, as publicly offered debt is almost

uniformly cheaper than privately placed debt of this type. Brownstein Dec. ¶ 7.

The DWSD Revenue and Revenue Refunding Financing is expected to appreciably

reduce the DWSD’s cumulative debt service in the coming years. See Donner

Dec. ¶ 6.
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34. The other indicative material terms of the 2014 DWSD

Revenue and Revenue Refunding Bonds are as follows:

Public Bond
Issuer

Michigan Finance Authority

Obligor Detroit Water and Sewerage Department

Purchaser of
Obligor Bonds

MFA

Offering Method Public Offering

Maximum Par $5.5 Billion

Uses of Proceeds

The proceeds of the 2014 publicly offered bonds will be used to
(i) purchase DWSD bonds tendered and accepted for purchase in
the Tender Offer, (ii) refund certain other DWSD bonds, (iii)
fund new money capital improvements of the sewage disposal
system, (iv) fund required reserves, and (v) pay costs of issuance
and other expenses.

Maturities

The bonds will mature at varying dates not later than 30 years
from the date of issuance. The weighted average maturity of the
2014 bonds issued to fund the purchase of tendered bonds and to
refund bonds is not expected to be materially longer or shorter
than the weighted average maturity of such tendered and
repurchased and refunded bonds.

Bond Insurance

A portion of the bonds will be insured by bond insurance policies
provided by Assured on terms and conditions set forth in the
Assured Insurance Commitment Term Sheet and potentially
additional bond insurers.

Interest Rates
The bonds will bear interest at fixed rates of interest determined
at the time of pricing.
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Maximum
Interest Rate

The bonds will bear interest rate coupons at rates less than or
equal to 5.75%, including on uninsured bonds.

Reserve Funds

In connection with the issuance of the bonds, DWSD will fund
debt service reserve funds at levels that meet the levels required
by DWSD’s bond indenture. A portion of this requirement is
expected to be met by the provision of debt service reserve
Surety policies provided by Assured on terms and conditions set
forth in the Assured Insurance Commitment Term Sheet and
potentially additional bond insurers.

Anticipated
Pricing Date

August 26, 2014

Anticipated Sale
Date

August 27, 2014

Anticipated
Settlement Date

September 4, 2014

35. Pursuant to Local Rule 4001-1(b), the Net Revenues of the

City’s water and sewer systems, collectively, were approximately $441 million in

Fiscal Year 2013. Based on preliminary, unaudited data, DWSD anticipates that

Net Revenues in Fiscal Year 2014 will exceed $441 million. The City believes this

sum is a good faith estimate of the value of the Pledged Assets that serve as

security for the 2014 DWSD Revenue and Revenue Refunding Bonds.11

11 Additionally, in compliance with Local Rule 4001-2(b), this Motion has been
filed with a “Cover Sheet for Motion to use Cash Collateral or Obtain
Financing,” based on the form cover sheet located on this Court’s website.
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B. Direct Purchase

36. Alternatively, to the extent that the City determines the Public

Offering is not in the best interests of the City, the City is not satisfied with the

participation in the Public Offering through the MFA, or if the Public Offering

does not generate sufficient proceeds to purchase all of the bonds tendered,

Citibank, N.A. has agreed to act as lead arranger for a direct purchase of the 2014

DWSD Revenue and Revenue Refunding Bonds. The material terms of the Citi

proposal are summarized as follows:

Issuer Michigan Finance Authority (“MFA”) or City of Detroit (the
“City”), through its Detroit Water and Sewerage Department
(“DWSD” or “the Obligor”)

Obligor Detroit Water and Sewerage Department

Purchasers Citibank, N.A. and other financial institutions to be
determined

Purpose Proceeds of the Floating Rate Note Facility (“Notes”) to be
used to (i) to provide financing for the tender and current
refunding of certain outstanding DWSD bonds and an
amount not to exceed $190 million new money sewer bonds
and (ii) fund certain expenses, required reserves and costs of
issuance associated with the Notes. (collectively, the “2014
DWSD Refinancing Bonds”)

Security The Notes will be structured on parity with outstanding
indebtedness to be refunded under the DWSD Ordinances
relating to the sewage disposal system bonds and the water
supply system bonds (collectively referred to herein as the
“Ordinance”) to the maximum extent of capacity under the
applicable ABT test and the remainder on a TBD subordinate
basis
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Proposal
Expiration Date

September 30, 2014 unless accepted and closing occurs
within 90 days hereof.

Maturity Date Up to 30 years following the Delivery Date of the Notes.

Amortization Proportionate to amortization on the proposed refunding
bonds

Maximum Par
Amount

Up to $5.5 billion to be purchased on the Delivery Date. Citi
will serve as lead arranger and in such capacity, will agree to
purchase up to $1.0 billion of the Notes, with the remainder
to be syndicated.

Payment
Frequency

Interest payments monthly on the first business day of the
month; principal payments to be made annually

Interest Rate
Calculation

Monthly; the interest rate on the Notes (“Note Interest Rate”)
will equal the 1 Month LIBOR Index plus a Margin no
greater than the rates set forth below.

Margin Ratings (M/S/F) Margin
A3/A-/A- or higher 3.50%
Baa1/BBB+/BBB+ 3.75%

Baa2/BBB-/BBB- or lower
(or no rating)

4.00%

Margin will be determined, on a series by series basis, by the
highest two of three ratings then in place for parity
indebtedness of the Obligor.

The Margin will be adjusted by the following increments
depending on the amount of time the Notes have been
outstanding from the Delivery Date:

Months Margin
0-3 0.00%
3-6 2.00%
6-12 4.00%

12-Maturity
10.00%,

irrespective of ratings

Upon the occurrence of an Event of Default, 10.00% (“Event
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of Default Margin”)

Maximum Rate The Maximum Note Interest Rate shall be the lesser of i)
25% or ii) the maximum rate permitted by law. Excess
interest shall be subject to recapture pursuant to a standard
clawback provision.

Optional
Redemption
Provisions

The Notes shall be subject to optional redemption on any
business day, in whole or in part, with no penalty upon at
least 10 days’ prior notice.

Extraordinary
Margin
Adjustment
Events

i. The long term rating, if any, of the Notes, the 2014
DWSD Refinancing Bonds or any other indebtedness issued
pursuant to the Ordinance on or after the Delivery Date of the
Notes, is reduced to or below BB or BB by either S&P or
Fitch, respectively, or any of the ratings of any indebtedness
(excluding the Notes) issued pursuant to the Ordinance is
withdrawn or suspended for any reason; provided that this
provision will not take effect until the earlier of (A) the date
that DWSD has obtained ratings from S&P and Fitch and (B)
the date which is seven months after the Delivery Date of the
Notes.

ii. Covenant default or failure to comply with other
covenants under any Related Documents. For purposes
herein, the term “Related Documents” shall mean
documentation associated with any outstanding indebtedness,
derivative transaction or any guaranty on any indebtedness or
derivative transaction.

Upon the occurrence of an Extraordinary Margin Adjustment
Event, the Margin will be adjusted to 10.00%.

Events of Default a) The occurrence or existence of an event, default, event of
default (other than a payment default) or other similar
condition by the Obligor under any loan, credit facility,
swap, hedge, or derivative which has resulted in such
obligation becoming, or becoming capable at such time of
being declared, due and payable under such agreement or
instrument (or in the case of a swap, hedge or derivative,
results in such agreement being terminated early or being
capable of being terminated early);
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b) The occurrence or existence of a default by the Obligor in
making one or more payments on the due date thereof under
the Notes or any other obligation of the Obligor other than
the Notes (including any loan, credit facility, swap, hedge or
derivative), provided that any applicable grace period shall
not apply;

c) Failure to perform or observe any term, covenant or
agreement contained within the Agreement not covered in a)
or b) above; subject to any applicable grace period;

d) At any time after the City’s plan of adjustment shall have
become effective or in the event the City’s current pending
bankruptcy case is dismissed, a bankruptcy or insolvency of
the City or moratorium of payment of debt of the City or
DWSD;

e) Any judgment for the payment of money in an amount
equal to or greater than $20,000,000 shall be rendered
against the Obligor;

f) Representations or warranties are inaccurate or incomplete
in any material respect;

g) Invalidity or unenforceability of the Notes or any related
documents or the Obligor’s obligations thereunder or the
Obligor contests or denies any such obligations;

h) Occurrence of any event or change which separately or in
the aggregate with other events results in or could
reasonably be expected to result in a material adverse
change, as determined by the Purchasers;

i) Withdrawal or suspension of the rating on any obligations
of the Obligor by either Moody’s or S&P or Fitch (if
applicable).

Upon the occurrence of an Event of Default, the Notes shall
be immediately due and payable, and the applicable Margin
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shall be the Event of Default Margin.
Ratings Initially, no ratings are required for the Notes; however, if the

Notes are outstanding for a period of six months after the
Delivery Date, DWSD (and MFA, if applicable) will each
use its best efforts to obtain one or more long-term ratings on
the Notes from two or more rating agencies, as specified by
the Purchasers and acceptable to DWSD and MFA (if
applicable.)

Certain
Covenants

Those customary for transactions of this nature, including,
but not limited to:

Incorporation of covenants from related financing
documents;

Continued existence;

Maintenance of trustee, paying agent, registrar (Purchaser
approval of any subsequent substitution);

Maintenance of ratings at all times;

Standard yield protection, withholding and tax
indemnification;

Information reporting, access to records and further
assurance;

Limitation on documentation amendments (Purchaser
approval of relevant documents)

No additional indebtedness shall be incurred without consent
of the Purchasers

No debt may be redeemed other than by regularly scheduled
payment prior to the repayment of the Notes

At the time of closing, delivery to the Purchasers of an
opinion or opinions from counsel to the Obligor to the effect
that (i) one or more Preliminary Official Statements posted
with respect to the Sewage Disposal System Revenue
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Refunding Bonds and Water Supply System Revenue
Refunding Bonds to be issued to provide financing for the
tender and current refunding of certain outstanding DWSD
bonds (the “Preliminary Official Statements”) comply in all
material respects with all applicable requirements of the
federal securities laws and (ii) either (A) each Preliminary
Official Statement does not, as of its date, contain any untrue
statement of a material fact or omit to state any material fact
required to be stated therein or necessary in order to make the
statements made therein, in light of the circumstances under
which they were made, not misleading or (B), in the event
that no Preliminary Official Statement has been posted, the
Invitations to Tender Bonds, as well as the Questions and
Answers, the Disclosure Statements, the Letter from the City
and the Bondholder’s Instructions attached thereto, each
dated August 7, 2014, with respect to certain outstanding
DWSD bonds, did not, as of the date thereof, contain any
untrue statement of a material fact or omit to state any
material fact required to be stated therein or necessary in
order to make the statements made therein, in light of the
circumstances under which they were made, not misleading;
such opinion(s) to be subject to customary exceptions and
shall be satisfactory in form and in substance to the
Purchasers and their counsel.

The Bankruptcy Court shall have entered an order approving
the financing in form and substance reasonably acceptable to
the Purchasers and their counsel, which order shall not have
been stayed or enjoined in any way (including being stayed
pending appeal).

Legal
Fees/Expenses

Reasonable legal fees and expenses shall be due and payable
to the Citi or directly to its counsel, regardless of whether the
transaction is successfully closed.12

12 The current estimate of Citi’s fees and expenses in connection with the Tender
and the DWSD Revenue and Revenue Refunding Financing is approximately
$500,000.
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V. Necessary Approvals for Proposed DWSD Financing Transactions

37. The launch of the Tender was approved by resolution of the

Board of Water Commissioners by resolution dated August 6, 2014. The

Emergency Manager ratified the resolution of the Board of Water Commissioners

by order dated August 6, 2014.

38. The terms of the DWSD Revenue and Revenue Refunding

Financing were approved by the Emergency Manager pursuant to EM Order Nos. 7

and 8, each dated August 11, 2014.

39. Pursuant to Section 12(u) of P.A. 436, the Emergency Manager

may, subject to Section 19 of P.A. 436, “authorize the borrowing of money by” the

City. See MCL § 141.1552(u). Section 19(1) of P.A. 436 provides that an

emergency manager shall, prior to executing any action to borrow, submit his or

her proposed action to the governing body of the local government for approval.

See MCL § 141.1559(1). Section 19(1) of P.A. 436 further provides the local

governing body with 10 days from the date of submission to approve or disapprove

the action proposed by the emergency manager. See MCL § 141.1559(1).

40. If the governing body of the local government disapproves the

proposed action within 10 days, Section 19(2) of P.A. 436 requires the governing

body of the local government, within 7 days of its disapproval, to submit to the

local emergency financial assistance loan board (the “Emergency Loan Board”) an
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alternative proposal that “would yield substantially the same financial result as the

action proposed by the emergency manager.” See MCL § 141.1559(2). The

Emergency Loan Board then has 30 days to review both the alternative proposal

submitted by the governing body of the local government, as well as the proposal

submitted by the emergency manager and approve the proposal that “best serves

the interest of the public.” See MCL § 141.1559(2).

41. The City anticipates submitting the material terms of the

DWSD Revenue and Revenue Refunding Financing to the Detroit City Council

(“City Council”) on or around August 11, 2014 for approval. The statutory review

period for City Council under Section 19 of P.A. 436 will be completed on or

around August 21, 2014. If City Council approves the financing, the City will

have the necessary authorizations under P.A. 436 to proceed with the DWSD

Revenue and Revenue Refunding Financing at that time. If City Council does not

approve the financing, then it has until August 28, 2014 to propose an alternative

to the Emergency Loan Board. The City is coordinating with counsel for the State

to ensure that an Emergency Loan Board meeting to consider this eventuality can

be scheduled prior to the Settlement Date.

42. In addition to the provisions of P.A. 436, pursuant to the

Oversight Litigation, DWSD is authorized to approve the issuance of debt and to

refinance debt upon the approval of the Board of Water Commissioners. The
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Board of Water Commissioners will meet on August 13, 2014 to consider adoption

of resolutions authorizing the DWSD Revenue and Revenue Refunding Financing.

Following approval by the Board of Water Commissioners, the Emergency

Manager will ratify the board’s actions with respect to the DWSD Revenue and

Revenue Refunding Financing.

43. Additional approvals, including approvals of the MFA and the

Michigan Department of Treasury, are needed before the City would be able to

close on the DWSD Revenue and Revenue Refunding Financing. A Notice of

Intent to borrow with respect to the 2014 Revenue Financing was published as

required under Act 94 (and this is not required for the Tender Offer Financing). It

is expected that the MFA will adopt its resolutions authorizing the issuance of

bonds, certain proceeds of which will be used to acquire the 2014 DWSD Revenue

and Revenue Refunding Bonds on August 12, 2014. The City submits that each of

the required approvals will be obtained prior to the hearing on this Motion.

44. Finally, a notice of hearing will be published and a hearing will

be held by DWSD pursuant to Section 147(f) of the Internal Revenue Code of

1986, as amended, with subsequent approval by an elected official prior to the

Settlement Date, in order to afford tax exempt treatment for the 2014 Revenue

Financing. No hearing is required for the Tender Offer Financing.
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Basis for Relief

I. DWSD Revenue and Revenue Refunding Financing

45. Pursuant to Bankruptcy Code section 901(a), sections 364(c),

364(d) and 364(e), among others, are applicable in cases proceeding under chapter

9 of the Bankruptcy Code.

46. Bankruptcy Code section 364(c) provides that:

If [a debtor] is unable to obtain unsecured credit allowable
under section 503(b)(1) of [the Bankruptcy Code] as an
administrative expense, the court, after notice and a
hearing, may authorize the obtaining of credit or the
incurring of debt —

(1) with priority over any or all administrative expenses
of the kind specified in section 503(b) or 507(b) of [the
Bankruptcy Code];

(2) secured by a lien on property of the estate that is not
otherwise subject to a lien; or

(3) secured by a junior lien on property of the estate that
is subject to a lien.

11 U.S.C. §364(c).

47. The statutory requirement for obtaining postpetition financing

under section 364(c) of the Bankruptcy Code is a finding, made after notice and a

hearing, that the debtor is “unable to obtain unsecured credit allowable under

§503(b)(1) [of the Bankruptcy Code] as an administrative expense.” See In re

Ames Dep’t Stores, Inc., 115 B.R. 34, 37-39 (Bankr. S.D.N.Y. 1990) (holding that

a debtor seeking secured credit under section 364(c) of the Bankruptcy Code must

establish that it was unable to obtain unsecured credit under sections 364(a) or (b)
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of the Bankruptcy Code); In re Crouse Group, Inc., 71 B.R. 544, 549 (Bankr. E.D.

Pa. 1987) (finding that debtor seeking secured credit under section 364(c) of the

Bankruptcy Code must prove that it was unable to obtain unsecured credit under

section 364(b) of the Bankruptcy Code).

48. To show that postpetition financing is not obtainable on an

unsecured basis, a debtor need only demonstrate “by a good faith effort that credit

was not available without” the protections of section 364(c) of the Bankruptcy

Code. Bray v. Shenandoah Fed. Sav. And Loan Ass’n (In re Snowshoe Co.), 789

F.2d 1085, 1088 (4th Cir. 1986). Thus, “[t]he statute imposes no duty to seek

credit from every possible lender before concluding that such credit is

unavailable.” Id. at 1088. Moreover, where few lenders are likely to be able and

willing to extend necessary credit to the debtor, “it would be unrealistic and

unnecessary to require [the debtor] to conduct an exhaustive search for financing.”

In re Sky Valley, Inc., 100 B.R. 107, 113 (Bankr. N.D. Ga. 1988).

49. Bankruptcy Code section 364(d)(1) provides that:

The court, after notice and a hearing, may authorize the
obtaining of credit or the incurring of debt secured by a
senior or equal lien on property of the estate that is subject
to a lien only if —

(A) the trustee is unable to obtain such credit otherwise;
and

(B) there is adequate protection of the interest of the holder
of the lien on the property of the estate on which such
senior or equal lien is proposed to be granted.
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11 U.S.C. §364(d)(1).

50. Under section 364(d), the debtor has the burden of proof on the

issue of adequate protection. See 11 U.S.C. §364(d)(2).

51. The statutory requirement for obtaining postpetition credit

under section 364(d)(1) of the Bankruptcy Code is a finding, made after notice and

hearing, that the debtors in possession are "unable to obtain such credit otherwise."

See Shaw Indus., Inc. v, First Nat'l Bank of PA (In re Shaw Indus., Inc.), 300 B.R.

861, 863, 865 (Bankr. W.D. Pa. 2003) (where debtor made efforts by "contacting

numerous lenders" and was unable to obtain credit without a priming lien, it had

met its burden under section 364(d)); In re Dunes Casino Hotel, 69 B.R. 784, 796

(Bankr. D. N.J. 1986) (holding that the debtor had made required efforts under

section 364(d)(1) of the Bankruptcy Code based on evidence that the debtor had

attempted unsuccessfully to borrow funds on an unsecured basis or secured by

junior liens, but that at least three such lenders were willing to advance funds

secured by a superpriority lien).

52. To show that postpetition financing is not obtainable on an

unsecured basis, a debtor need only demonstrate “by a good faith effort that credit

was not available without” the protections of section 364(d) of the Bankruptcy

Code. Bray v. Shenandoah Fed. Sav. And Loan Ass’n (In re Snowshoe Co.), 789

F.2d 1085, 1088 (4th Cir. 1986). Thus, “[t]he statute imposes no duty to seek
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credit from every possible lender before concluding that such credit is

unavailable.” Id. at 1088. Moreover, where few lenders are likely to be able and

willing to extend necessary credit to the debtor, “it would be unrealistic and

unnecessary to require [the debtor] to conduct an exhaustive search for financing.”

In re Sky Valley, Inc., 100 B.R. 107, 113 (Bankr. N.D. Ga. 1988).

53. In addition, the secured creditors whose liens are being

"primed" by a new postpetition lender must be provided with adequate protection

of their interests in collateral. See In re Swedeland Dev. Group, Inc., 16 F.3d 552,

564 (3d Cir. 1994) (en banc) (noting that adequate protection is required under

section 364(d)(1)(B) of the Bankruptcy Code to ensure that the creditor receives

the value for which it bargained pre-bankruptcy); Dunes Casino, 69 B.R. at 793

(holding that "[a]dequate protection is designed to preserve the secured creditor's

position at the time of the bankruptcy").

54. Arguably, with respect to the Tender Offer Financing, 364(d) is

not applicable, as new bondholders will be effectively stepping into the shoes of

existing bondholders, and in such case, new bondholders will not be priming

existing bondholders with new debt. Thus, the Tender Offer Financing could be

approved under the less exacting standards of section 364(c) of the Bankruptcy

Code. Nevertheless, as set forth below, the Tender Offer Financing satisfies the

standard for priming.
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55. As further described below, Citi, Assured, the MFA and the

holders of the 2014 DWSD Revenue and Revenue Refunding Bonds are providers

of credit under sections 364(c) and 364(d) of the Bankruptcy Code, as applicable.

A. Financing Consistent with State Law

56. Of the financing proposed herein, only the DWSD Revenue

Financing consists of “new money” — in an amount not exceed $190,000,000.

The priority of the liens securing the DWSD Revenue Financing is dependent on

the results of the Tender, and in particular, an analysis of the junior lien and senior

lien bonds that are tendered. Nevertheless, it is DWSD’s intent to issue the DWSD

Revenue Financing as senior secured sewer bonds, which will be senior to existing

junior lien sewer bonds, and equal to existing senior sewer lien bonds. As set forth

below, this financing is permitted under the existing Ordinance authorizing the

issuance of sewer debt, and in particular, this additional senior debt is available

under the “additional bonds test” set forth therein. See Amended and Restated

Ordinance No. 18-01 at §21C(a).

57. The Tender Offer Financing will be structured as refunding

bonds, which will take the place of the Tendered Bonds in DWSD’s existing

capital structure, with the same rank and priority as the Tendered Bonds.

58. With respect to the DWSD Revenue Financing, First Southwest

has advised that if such financing were to be taken to market as a stand-alone
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transaction in the context of the City’s chapter 9 case and the current terms of the

Plan, the DWSD Revenue Financing (a) could not be obtained on an unsecured

basis, and (b) in all likelihood, could not be obtained on a junior lien basis. Donner

Dec. ¶ 7. In fact, it is not customary for DWSD to issue unsecured debt, as most, if

not all, of DWSD debt is secured. Donner Dec. ¶ 8; Brownstein Dec. ¶ 8. In any

event, obtaining unsecured debt would be punitively expensive. Donner Dec. ¶ 8;

Brownstein Dec. ¶ 8. Based on the forgoing, the City submits that financing on

terms similar to the DWSD Revenue Financing could not be obtained on an

unsecured basis. Donner Dec. ¶ 8; Brownstein Dec. ¶ 8.

59. Additionally, based on feedback from the market, obtaining

DWSD Revenue Financing on a junior lien basis, as a stand-alone transaction in

the context of the City’s chapter 9 case and the current terms of the Plan, would be

challenging. Donner Dec. ¶ 9; Brownstein Dec ¶ 9. While there is, at any given

time, demand in the market place for high yield debt, the market for such debt is

neither as broad nor as predictable as for highly rated debt, and demand can decline

dramatically with little advance notice in accordance with macroeconomic factors.

Donner Dec. ¶ 9; Brownstein Dec. ¶ 9. Thus, structuring the DWSD Revenue

Financing as a junior secured financing creates risk that the offering, following the

time required for necessary City and state approvals as well as approval by this
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Court, and the closing of the Tender, may not have the same demand in the market

place. Donner Dec. ¶ 10; Brownstein Dec. ¶ 9.

60. In any event, junior lien water and sewer debt has always been,

and certainly would be now, significantly more expensive than senior lien debt.

Donner Dec. ¶ 11. Thus, it is advantageous for DWSD to issue bonds that

constitute new financing (as opposed to refunding bonds) on a senior lien basis to

keep its cost of capital as low as possible, which will reduce the City’s debt service

costs and enhance the City’s ability to issue additional water and sewer debt in the

future. Donner Dec. ¶ 11. For the foregoing reasons, the City submits that the

DWSD Revenue Financing, on the economic terms proposed herein, is not

available on a junior lien basis.

61. With respect to the Tender Offer Financing, new bonds will be

issued, the proceeds of which will be issued to purchase or refund Existing DWSD

Bonds that are tendered for purchase by the City. Thus, the new holders of 2014

DWSD Revenue and Revenue Refunding Bonds will be “stepping into the shoes”

of the holders of Tendered Bonds, in the same priority. DWSD believes that no

bondholders would commit to purchase 2014 DWSD Revenue and Revenue

Refunding Bonds without the same lien priority and on effectively the same terms

as the Existing DWSD Bonds that are tendered. Donner Dec. ¶ 12. Thus, the

junior lien bonds under the Tender Offer Financing could not be issued on an
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unsecured basis, and the senior lien bonds under the Tender Offer Financing could

not be issued on a junior lien or unsecured basis. Donner Dec. ¶ 12.

62. Moreover, as part of the Settlement, Assured has agreed to

provide the Assured Policies to insure the senior lien 2014 Revenue and Revenue

Refunding Bonds and the Assured Policies will provide tangible economic benefit

to DWSD. Donner Dec. ¶ 13. Assured’s agreement to provide the Assured

Policies is conditioned upon the structure of the 2014 Revenue and Revenue

Refunding Bonds, including the priorities of debt, proposed herein. Donner Dec. ¶

13. Thus, financing on substantially different terms was not available to DWSD.

63. Based on the forgoing, the City has established that it is unable

to obtain financing other than on the terms proposed herein. In re Snowshoe Co.,

Inc., 789 F.2d 1085, 1088 (4th Cir. 1986) (“[section 364(d)] imposes no duty to

seek credit from every possible lender before concluding such credit is

unavailable.”); In re Ames Dep’t Stores, Inc., 115 B.R. 34, 40 (Bankr. S.D.N.Y.

1990) (holding that a debtor must make “a reasonable effort to seek other sources

of credit.”).

B. Existing DWSD Bonds Are Adequately Protected

64. Additionally, existing bondholders with liens in DWSD

revenues are adequately protected. Currently, DWSD has approximately $1.8

billion of outstanding senior lien sewer bonds (the “Senior Lien Sewer Bonds”).
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Bateson Dec. ¶ 5. There is an additional $945 million of outstanding second lien

sewer bonds (the “Second Lien Sewer Bonds”). Bateson Dec. ¶ 5.

65. DWSD also has approximately $1.8 billion of outstanding

senior lien water bonds (the “Senior Lien Water Bonds” and together with the

Senior Lien Sewer Bonds, the “Senior Lien Bonds”). Bateson Dec. ¶ 6. There is

an additional $629 million of outstanding second lien water bonds (the “Second

Lien Water Bonds” and together with the Second Lien Sewer Bonds, the “Second

Lien Bonds”). Bateson Dec. ¶ 6.

66. The Senior Lien Bonds and Second Lien Bonds are governed

by a myriad of authorizing and governing documents (the “Existing Bond

Documents”) as well as (i) Amended and Restated Ordinance No. 18-01 (the

“Sewer Ordinance”), which governs the issuance of sewer bonds, a copy of which

is attached hereto as Exhibit 11 and (ii) Amended and Restated Ordinance No. 01-

05, attached hereto as Exhibit 12 (the “Water Ordinance” and together with the

Sewer Ordinance, the “Ordinances”). 13

67. The Ordinances expressly contemplate and authorize the

issuance of additional water or sewer bonds, as applicable, which bonds could be

either additional Senior Lien Bonds or Second Lien Bonds, subject to the condition

13 The Settlement and this Motion do not modify the currently existing Bond
Insurance Policies (as defined in the Plan).
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that existing bondholders are protected in their collateral through the satisfaction of

an additional bonds test (“Additional Bonds Test”). The Additional Bonds Test

articulated under each Ordinance is substantially identical and is effectively a debt

coverage ratio covenant that measures the ratio of DWSD net revenue to debt

service. Specifically, the Sewer Ordinance provides —

The City may issue Securities of any Priority
(“Additional Securities”) for repairs, extensions,
enlargements, and improvements to the System …
refunding all or a part of any Outstanding Securities and
paying the costs of issuing such Additional Securities …
if, but only if, there is Required Combined Coverage
under either the Projected Net Revenues Test … or the
Historical Net Revenues Test ….

See Sewer Ordinance at §21C(a).

68. The Water Ordinance provides —

The City may issue Additional Securities of any Priority
of Lien for repairs, extensions, enlargements, and
improvements to the System …, refunding all or a part of
any Outstanding Securities and paying the costs of
issuing such Additional Securities … if, but only if, there
is Required Combined Coverage under either the
Project Net Revenues Test … or the Historical Net
Revenues Test ….

See Water Ordinance at §20C(1).

69. The coverage requirements for the Existing DWSD Bonds are

as follows, and either the “Projected Net Revenues Test” or the “Historical Net

Revenues Test” needs to be met for the issuance of “new money” bonds:
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Priority of Indebtedness Percentage

Senior Lien Bonds 120%

Second Lien Bonds 110%

State Revolving Fund Bonds 100%

70. The Additional Bonds Test analysis is summarized as follows:

Projected Net Revenues
Test

Historical Net Revenues Test

Senior Lien
Bonds

Net Revenues of the System
for the then current or next
succeeding Fiscal Year,
divided by the maximum
composite Annual Debt
Service in any Fiscal Year on
Outstanding Senior Lien
Indebtedness (including the
additional securities to be
issued) must exceed 120% of
Outstanding Senior Lien
Indebtedness.

Actual Net Revenues of the
System for the immediately
preceding audited Fiscal Year,
divided by the maximum
composite Annual Debt Service
in any future Fiscal Year on
Outstanding Senior Lien
Indebtedness (including
additional securities to be
issued) must exceed 120% of
Outstanding Senior Lien
Indebtedness.

Second Lien
Bonds

Net Revenues of the System
for the then current or next
succeeding Fiscal Year,
divided by the sum of the
maximum composite Annual
Debt Service in any Fiscal
Year on (1) Outstanding
Senior Lien Indebtedness
plus (2) Outstanding Second
Lien Indebtedness (including
the additional securities to be
issued) must exceed 110%
of Outstanding Second Lien
Indebtedness.

Actual Net Revenues of the
System for the immediately
preceding audited Fiscal Year,
divided by the sum of the
maximum composite Annual
Debt Service in any future
Fiscal Year on (1) Outstanding
Senior Lien Indebtedness plus
(2) Outstanding Second Lien
Indebtedness (including the
additional securities to be
issued) must exceed 110% of
Outstanding Second Lien
Indebtedness.
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State
Revolving
Fund Bonds

Net Revenues of the System
for the then current or next
succeeding Fiscal Year,
divided by the sum of the
maximum composite Annual
Debt Service in any Fiscal
Year on (1) Outstanding
Senior Lien Indebtedness
plus (2) Outstanding Second
Lien Indebtedness plus (3)
Outstanding SRF
Indebtedness (including the
additional securities to be
issued) must exceed 100%
of Outstanding SRF
Indebtedness.

Actual Net Revenues of the
System for the immediately
preceding audited Fiscal Year,
divided by the sum of the
maximum composite Annual
Debt Service in any future
Fiscal Year on (1) Outstanding
Senior Lien Indebtedness plus
(2) Outstanding Second Lien
Indebtedness plus (3)
Outstanding SRF Indebtedness
(including the additional
securities to be issued) must
exceed 100% of Outstanding
SRF Indebtedness.

71. The Ordinances also provide, as an alternative to the Additional

Bonds Test, that the City may issue additional water or sewer bonds without regard

to the Additional Bonds Test when issuing bonds for purposes of refunding all or

part of certain Existing DWSD Bonds if, but only if: (1) the combined annual debt

service coming due in the current Fiscal Year and each Fiscal Year thereafter until

maturity on (A) the additional water or sewer bonds and (B) giving effect to the

refunding, all Existing DWSD Bonds of equal and higher priority is less than (2)

the combined annual debt service coming due in the current Fiscal Year and each

Fiscal Year thereafter until maturity on all equal and higher priority bonds, without

giving effect to the refunding (the “Alternative Refunding/Debt Service Savings

Test”). See Sewer Ordinance at §21C; Water Ordinance at §20C. In short, the
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Alternative Refunding/Debt Service Savings Test is designed to allow for

refunding bonds to be issued when the net effect is a reduction in DWSD’s annual

debt service obligations.

72. The Proposed Order, as well as the Tender Invitations,

specifically provides that the City will not close the DWSD Revenue and Revenue

Refunding Financing if, and to the extent that, the Additional Bonds Test or the

Alternative Refunding/Debt Service Savings Test, in each instance, individually

calculated under each of the Ordinances, has not been satisfied at that time based

on the actual pricing of the bonds. See Exhibit 8A, Sewer Tender Invitation p. 8;

Exhibit 8B, Water Tender Invitation p. 8. DWSD believes that the DWSD

Revenue Financing will likely satisfy the Additional Bonds Test and the Tender

Offer Financing will likely satisfy the Alternative Refunding/Debt Service Savings

Test (given that DWSD’s annual debt service will be reduced as a result of the

Tender and the Tender Offer Financing).

73. Thus, under either of the Ordinances, and absent the City’s

pending bankruptcy case, the City would be entitled to issue the 2014 DWSD

Revenue and Revenue Refunding Bonds, even in the face of opposition from the

holders of the Existing DWSD Bonds. This in and of itself is a form of adequate

protection, where, under the present circumstances, existing bondholders lent into a

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 58 of 422



CHI-1939085v1 -48-

regulatory structure that allows for additional securities to be issued under

circumstances that will have been satisfied.

74. Bondholders in the capital structure are also protected in their

interests by a rate covenant that will ensure that DWSD always has sufficient funds

to service its debt. The City is required to maintain the water supply system and

sewage disposal system in good repair and working order and to make all needed

and proper repairs, replacements, additions and betterments. See MCL § 141.121;

Water Ordinance at §9(B); Sewer Ordinance at §9(B). Accordingly, the

Ordinances contain a covenant to fix and revise rates for service from time to time

as may be expected to be necessary to produce the greater of:

a. The amounts required to provide for: (i) the payment of the expenses
for maintenance of the water supply system and sewerage disposal
system as are necessary to preserve the same in good repair and
working order; (ii) the payment of indebtedness coming due for the
fiscal year of calculation; (iii) the creation and maintenance of
reserves therefor as required by the Ordinances or any ordinance or
resolution adopted in accordance with the terms thereof; and (iv) such
other expenditures and funds for the water supply system and
sewerage disposal system as the Ordinances may require; and

b. The required combined coverage, as described above (i.e., projected
net revenues for the fiscal year of calculation are divided by the
indebtedness coming due for such Fiscal Year).

See Water Ordinance at §9(B); Sewer Ordinance at §9(B).

75. Rates are established by the Board of Water Commissioners.

See Water Ordinance at §8; Sewer Ordinance at §8.
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76. Moreover, with respect to the Tender Offer Financing,

bondholders in the DWSD capital structure are no worse off than they were prior

to the transaction because new bondholders will be taking the same position in the

capital structure as the previous bonds, only with cheaper economic terms to the

department. Thus, there is no impairment to the interests of holders of Existing

DWSD Bonds from the Tender Offer Financing.

77. Under well settled bankruptcy jurisprudence, “adequate

protection” can be established by showing sufficient equity in the underlying

collateral such that the primed secured lender’s interests are protected from any

diminution in value. See Baybank–Middlesex v. Ralar Distributors, Inc., 69 F.3d

1200, 1203 (1st Cir. 1995) (“A sufficient equity cushion is itself a recognized form

of adequate protection.”); In re Mellor, 734 F.2d 1396 (9th Cir.1984); In re Ritz

Theatres, Inc., 68 B.R. 256 (Bankr. M.D. Fla. 1987).

78. In the present case, as set out above, the Additional Bonds Test

more than establishes that the holders of Existing DWSD Bonds have an equity

cushion in the Collateral to protect their interests.14

79. The DWSD Revenue and Revenue Refunding Financing is in

compliance with applicable laws and is being consummated consistent with the

14 See In re Helionetics, 70 B.R. 433 (Bankr. C.D. Ca. 1987) (20.4% equity
cushion is adequate); In re Mellor, 734 F.2d 1396 (9th Cir.1984), (20% equity
cushion is adequate).
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terms of the Existing Bond Documents and the Ordinances. Additionally, the

DWSD Revenue and Revenue Refunding Financing will have the necessary

approvals, including under P.A. 436. The City submits that no further or additional

requirements need to be satisfied to approve the DWSD Revenue and Revenue

Refunding Financing.

C. The Providers of Credit In Respect of the 2014 DWSD Revenue
and Revenue Refunding Bonds are Entitled to the Protections of
Section 364(e) and 921(e).

80. Citi, Assured, the MFA and the holders of the 2014 DWSD

Revenue and Revenue Refunding Bonds are entitled to the full protections and

rights afforded by section 364(e) and 921(e) with respect to the 2014 DWSD

Revenue and Revenue Refunding Bonds.

81. Section 364(e) provides that “[t]he reversal or modification on

appeal of an authorization under this section to obtain credit or incur debt . . . does

not affect the validity of any debt so incurred . . . to an entity that extended such

credit in good faith . . . unless such authorization and the incurring of such debt . . .

were stayed pending appeal.” 11 U.S.C. § 364(e). Section 921(e) provides that

“[t]he reversal on appeal of a finding of jurisdiction does not affect the validity of

any debt incurred that is authorized by the court under section 364(c) or 364(d) of

[the Bankruptcy Code].” 11 U.S.C. § 921(e).
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82. It is axiomatic that the purchase of the 2014 DWSD Revenue

and Revenue Refunding Bonds, directly or indirectly, by the MFA and Citi

(together with one or more purchasers in addition to Citi in the case of a Direct

Purchase) is an extension of credit to the City made pursuant to arms’ length, good

faith negotiations as evidenced in the existing bond documents, the Ordinances, the

other agreements discussed herein and applicable state law. Accordingly, the

MFA, Citi and the other purchasers in the case of a Direct Purchase are entitled to

the protections of section 364(e) and 921(e) of the Bankruptcy Code.

83. Assured is also entitled to the protections of section 364(e) and

921(e) because Assured is extending credit to the City in good faith by

participating in the offering of the 2014 DWSD Revenue and Revenue Refunding

Bonds. Specifically, Assured has committed to issue the Assured Policies.

Assured’s commitment to issue the Assured Policies was negotiated by Assured

and the City after lengthy and extensive good faith arm’s-length negotiations as

evidenced by the Settlement in respect of Assured described in detail below.

Accordingly, the City submits that Assured is entitled to a finding of good faith

and the protections of section 364(e) and 921(e) of the Bankruptcy Code.
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II. The Settlement

84. Settlements and compromises are "a normal part of the process

of reorganization." Protective Comm. for Indep. Stockholders of TMT Trailer

Ferry, Inc. v. Anderson, 390 U.S. 414, 424 (1968) (quoting Case v. Los Angeles

Lumber Prods. Co., 308 U.S. 106, 130 (1939)). As part of the restructuring

process, the Court "may approve a compromise or settlement" under Bankruptcy

Rule 9019(a). Fed. R. Bankr. P. 9019(a).

85. A decision to approve or reject a proposed compromise or

settlement falls within the court's sound discretion. Engman v. Boyd, No. 09-CV-

151, 2009 WL 1974460, at *2 (W.D. Mich. July 6, 2009) ("The bankruptcy court

has wide discretion to approve or disapprove settlement agreements….").

Bankruptcy Rule 9019 empowers a bankruptcy court, in its discretion, to approve

settlements that are "fair and equitable." See Reynolds v. Comm'r, 861 F.2d 469,

473 (6th Cir. 1988) (employing the "fair and equitable" standard).15

86. In evaluating whether a proposed agreement is fair and

equitable, courts in the Sixth Circuit generally consider four factors: (a) the

15 See also Lyndon Prop. Ins. Co. v. Katz, 196 F. App'x 383, 387 (6th Cir. 2006)
(same); Bard v. Sicherman (In re Bard), 49 F. App'x 528, 530 (6th Cir. 2002)
(same); Stark v. Moran (In re Moran), 385 B.R. 799, 2008 WL 1766874, at *4
(B.A.P. 6th Cir. 2008) (same), appeal dismissed for lack of standing, 408 B.R.
698 (B.A.P. 6th Cir. 2009); Rankin v. Dault (In re Rankin), 396 B.R. 203, 209
(E.D. Mich. 2008) (same), aff'd on other grounds sub nom. Rankin v. Brian
Lavan & Assocs., P.C. (In re Rankin), 438 F. App'x 420 (6th Cir. 2011).

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 63 of 422



CHI-1939085v1 -53-

probability of success in the litigation; (b) the difficulties, if any, to be encountered

in the matter of collection; (c) the complexity of the litigation involved, and the

expense, inconvenience and delay necessarily attending it; and (d) the interest of

the creditors and a proper deference to their reasonable views. See Bard, 49 F.

App'x at 530.16

87. In applying these factors, "[a] bankruptcy judge need not hold a

mini-trial or write an extensive opinion every time he approves or disapproves a

settlement." Fishell v. Soltow (In re Fishell), 47 F.3d 1168, 1995 WL 66622, at *3

(6th Cir. 1995) (quoting LaSalle Nat'l Bank v. Holland (In re Am. Reserve Corp.),

841 F.2d 159, 163 (7th Cir. 1987)). Rather, to approve a compromise, the Court

need only reach the conclusion that the City's proposed settlement generates a

result that is above the lowest point in the range of reasonableness. See, e.g., In re

Fodale, No. 10-69502, 2013 WL 663729, at *9 (Bankr. E.D. Mich. Feb. 21, 2013);

In re Dow Corning Corp., 192 B.R. 415, 421 (Bankr. E.D. Mich. 1996) (quoting In

re Drexel Burnham Lambert Grp., Inc., 134 B.R. 493, 497 (Bankr. S.D.N.Y.

1991)). The Court may "approve a settlement even if it believes that the trustee or

debtor-in-possession ultimately would be successful at trial." Vaughn v. Drexel

16 See also Papas v. Buchwald Capital Advisors, LLC (In re Greektown Holdings,
LLC), 728 F.3d 567, 575 n.6 (6th Cir. 2013) (reciting Bard factors); Hindelang
v. Mid-State Aftermarket Body Parts Inc. (In re MQVP, Inc.), 477 F. App'x
310, 313 (6th Cir. 2012) (applying Bard factors).
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Burnham Lambert Grp., Inc. (In re Drexel Burnham Lambert Grp., Inc.), 134 B.R.

499, 505 (Bankr. S.D.N.Y. 1991).

88. Moreover, when considering a proposed settlement, a court

should exercise its discretion "in light of the general public policy favoring

settlements." In re Hibbard Brown & Co., 217 B.R. 41, 46 (Bankr. S.D.N.Y.

1998); In re Lee Way Holding Co., 120 B.R. 881, 891 (Bankr. S.D. Ohio 1990)

("It is well established that compromises are favored in bankruptcy."). In fact,

courts generally accord great deference to the recommendations of an estate

representative when considering negotiated agreements. See, e.g., Official Comm.

of Unsecured Creditors v. James Talcott, Inc. (In re Int'l Distrib. Ctrs., Inc.), 103

B.R. 420, 423 (S.D.N.Y. 1989).

89. The Settlement generates a result that is well above the lowest

point in the range of reasonableness. Indeed, the Settlement and DWSD Revenue

and Revenue Refunding Financing comprise a plan of finance and settlement that

will ultimately restructure the DWSD capital structure, save the department

millions of dollars in annual debt service, unlock nearly $50 million in cash

reserves, resolve all of the DWSD Plan Objections and provide essential capital

improvement financing to fund the City’s continued efforts to keep the City’s

sewage disposal system in compliance with applicable state and federal law. In

that regard, the City has more than shown that the Settlement and DWSD Revenue
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and Revenue Refunding Financing are in the best interests of all parties in interest

in this chapter 9 case.

90. While the City vigorously opposes the DWSD Plan Objections,

and believes that ultimately it would prevail in any litigation regarding the merits

of such objections, the legal and factual issues raised therein are indeed numerous,

complex and uncertain. The confirmation schedule established by this Court is

driven in part by the complicated questions raised in the DWSD Plan Objections.

91. Resolving the DWSD Plan Objections in connection with the

Settlement will produce economic benefits to DWSD and ameliorate any negative

indications from the rating agencies for future DWSD debt issuances as a result of

the consensual nature of the tender process, while at the same time eliminating the

uncertainty and extensive cost and time of litigating the issues raised therein. In

effect, the Settlement buys a “complete peace” among the parties with a cognizable

interest in the treatment of Existing DWSD Bonds.

92. Additionally, the City’s agreement to reimburse the reduced

fees and expenses of Assured, FGIC, the Ad Hoc Committee and the DWSD

Trustee is justified in this case.

93. Under the Ordinances, Assured and FGIC each assert that they

have secured claims for their fees and expenses in connection with their insurance

policies for the Existing DWSD Bonds. Each Ordinance defines “Ancillary
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Obligation Fees and Expenses” as “any fees and expenses in connection with any

… Financial Facility in the ordinary course of the transaction.” See Ordinances at

Part II. A Financial Facility, in turn, is defined as, among other things, a “Credit

Enhancement,” including any bond insurance. See Ordinances at Part II .

Ancillary Obligation Fees and Expenses is in turn included in the definition of

“Secured Obligations.” See Ordinances at Part II. Under Section 6 of the

Ordinances, “Secured Obligations shall not be general obligations of the City and

shall be payable solely from Pledged Assets ….” See Amended and Restated

Ordinance No. 18-01 at §6(a); Amended and Restated Ordinance No. 01-05 at

§6(a).

94. Assured and FGIC have both argued that their claim for fees

and expenses is a Secured Obligation of DWSD under the foregoing Ordinance

provisions. Assured has indicated that it has accrued approximately $9 million of

professional fees and expenses in this case to date, all of which it argues is

potentially secured pursuant to the Ordinances. Assured’s reduced fee claim is

particularly justified because of the substantial contribution Assured has made in

structuring and executing the Settlement, including by providing its commitment to

issue the Assured Policies. Likewise, FGIC has asserted a total fee claim of

approximately $1.1 million, which it also has argued is potentially secured

pursuant to the Ordinances. In the Settlement, however, Assured has agreed to
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settle its fee claim for $3 million and FGIC has agreed to settle its fee claim for

$550,000. Thus, each of these respective fee claims has been substantially

discounted in the Settlement.

95. Payment of the Ad Hoc Committee’s reduced fee claim is also

justified. The Ad Hoc Committee has provided significant assistance, support and

advice to the City, DWSD and Citi in connection with the Tender, and in

particular, its members will be serving as market movers for purposes of

galvanizing interest among holders of Existing DWSD Bonds to participate in the

Tender, thus greatly contributing to the success of any Tender. The resolution and

payment of the DWSD Trustee Fee Claim in accordance with the arbitration

procedures outlined above is justified. The Ordinances and Indentures set forth the

rights, powers and duties of the DWSD Trustee, and provide in particular that

“prior to any Default and after the curing of all Defaults which may have occurred,

[the Trustee shall] perform such duties and only such duties of the Trustee as are

specifically set forth in this Indenture.” See Indentures at § 6.01(h).

96. In connection with the exercise of those rights, powers and

duties, the DWSD Trustee is entitled to reimbursement of its fees and expenses.

The DWSD Trustee’s fees and expenses are payable from Net Revenues of the

water and sewer systems in accordance with the Ordinances and Indentures.
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97. The Ordinances and the Indentures contain materially identical

provisions relating to the DWSD Trustee’s fees and expenses, including those

provisions which are set forth in Section 6.02 of the Indentures as follows:

The Trustee shall be entitled to payment and/or reimbursement for
reasonable fees for its ordinary services rendered hereunder and any
advances, counsel fees and other ordinary expenses reasonably made
or incurred by the Trustee in connection with such ordinary services.
If it becomes necessary that the Trustee perform extraordinary
services, it shall be entitled to reasonable extra compensation therefor,
and to reimbursement for reasonable extraordinary expenses in
connection therewith . . . .

All fees, costs and expenses of any legal proceedings that may be
brought by the Trustee to enforce the duties and obligations of the
City or the Department hereunder . . . shall be paid . . . in the first
instance from the Net Revenues remaining, in the month of payment,
after making the transfers and deposits required hereunder to all
Interest and Redemption Funds (including the Reserve Account, if
any, therein), and, to the extent that sufficient amounts are not
available from the Revenues therefor, from general funds of the City.

To the extent permitted by law, the City hereby agrees to indemnify
and hold harmless the Trustee from and against any and all costs,
claims, liabilities, losses or damages whatsoever (including reasonable
costs and fees of counsel, auditors or other experts), asserted or
arising out of or in connection with the acceptance or administration
of the trusts established pursuant to the Indenture, including the
reasonable costs and expenses (including the reasonable fees and
expenses of its counsel) of defending itself against any such claim or
liability in connection with its exercise or performance of any of its
duties hereunder and of enforcing this indemnification provision,
except costs, claims, liabilities, losses or damages resulting from the
gross negligence or willful misconduct of the Trustee. The
indemnifications set forth herein shall survive the termination of the
Indenture and/or the resignation or removal of the Trustee.

See Indentures at § 6.02.

98. Additionally, section 19 of the Water Ordinance provides:
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(a) The City shall at all times maintain a Trustee in order to further
assure prompt compliance with all of the requirements, duties and
obligations of the City with respect to the System . . . . "

(b) All fees, costs, and expenses of any legal proceedings that may be
brought by the Trustee to enforce the duties and obligations of the
City hereunder . . . shall be paid by the City to the Trustee . . . in the
first instance from the Net Revenues remaining, in the month of
payment, after making the transfers and deposits required . . . to all
Interest and Redemption Funds (including the Reserve Account, if
any, therein), and, to the extent that sufficient amounts are not
available from the Revenues therefor, from general funds of the City.

See Water Ordinances at § 19.17

99. Thus, while DWSD disputes certain of the reimbursement

claims asserted by the DWSD Trustee in connection with the DWSD Trustee Fee

Claim, DWSD does not dispute some amounts are owed to the DWSD Trustee in

respect of fees and expenses incurred during the course of this case. The City

submits that the proper figure within the DWSD Trustee Fee Claim Range will be

established pursuant to arbitration and if so, the City will pay such claim without

further delay or approval of this Court.

100. Consequently, the City respectfully submits that the Settlement

and DWSD Revenue and Revenue Refunding Financing should be approved as

proposed herein, and on the terms set forth in the Proposed Order.

17 Sections 20(a) and (b) of the Sewer Ordinance are identical.
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Request Conditioned on Acceptance of Tender

101. The relief requested in this Motion is expressly conditioned

upon the City’s acceptance of the Tendered Bonds for purchase. The City, acting

through DWSD’s Board of Water Commissioners and the Emergency Manager,

has reserved the right to accept or not accept the Tendered Bonds for purchase in

its sole discretion. To the extent that the Tendered Bonds are not accepted by the

City for purchase on August 22, 2014 (unless the Tender is extended by the City),

the City will withdraw this Motion.

Requested Hearing Date

102. In order to accommodate the compressed timeframe for the

closing of the transactions described herein, as well as to avoid, to the greatest

extent possible, unnecessary disruption to the confirmation hearing, the City

respectfully requests that the Court schedule a hearing on this Motion on August

25, 2014, or as soon thereafter as the Court’s calendar will permit.

103. Concurrently herewith, the City has filed an ex parte motion

seeking relief from Local Rule 9014-1 and scheduling an objection deadline with

respect to the Motion on August 20, 2014 and establishing the City’s response

deadline on August 22, 2014.

Notice

104. Notice of this Motion has been given to the following (or their

counsel, if known): (a) the trustees, transfer agents or paying agents, as applicable,
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for the City's secured and unsecured bonds; (b) the City's largest unsecured

creditors as identified on the list filed under Bankruptcy Rule 1007(d); (c) the

Official Committee of Retirees appointed in this case; (d) the unions representing

certain of the City's employees and retirees; (e) the four associations of which the

City is aware representing certain retirees of the City; (f) the City's pension trusts;

(g) the insurers of the City's bonds; (h) the insurers of the certificates of

participation issued with respect to the City's pension funds (the "COPs"); (i)

certain significant holders of the COPs; (j) the counterparties under the swap

contracts entered into in connection with the COPs (collectively, the "Swaps"); (k)

the insurers of the Swaps; (l) all entities that have requested notice pursuant to

Bankruptcy Rule 2002, (m) counsel to Citi, (n) counsel to the DWSD Objection

Parties, (o) counsel to the State Revolving Fund and (p) Trustee for the State

Revolving Fund Bonds. The City will also post this Motion and all exhibits to the

EMMA website. The City submits that no other or further notice need be

provided.

No Section 904 Waiver

105. Except to the extent provided in the Proposed Order (i) the

filing of this Motion shall not constitute a waiver of any right of the City to take

any action without authorization or approval of the Court, (ii) nor shall the filing of

this Motion be deemed to constitute the City’s consent, pursuant to Section 904 of
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the Bankruptcy Code, to this Court’s involvement in (a) any of the political powers

of the City, (b) any of the property or revenues of the City or (c) the City’s use or

enjoyment of any income-producing property, other than as provided in the

Proposed Order.

Statement of Concurrence

106. Local Rule 9014-1(g) provides that "in a bankruptcy case unless

it is unduly burdensome, the motion shall affirmatively state that concurrence of

opposing counsel in the relief sought has been requested on a specified date and

that the concurrence was denied." Local Rule 9014-1(g). Given the number of

parties and potential parties involved in this particular matter and the lack of

known opposing parties who would be adversely impacted by the relief requested

herein, it would be impracticable (and, with regard to unknown parties, impossible)

for the City to affirmatively seek the concurrence of each opposing counsel

interested in the relief sought herein. Accordingly, the City submits that imposing

the requirements of Local Rule 9014-1(g) in this matter would be "unduly

burdensome" and requests that its requirements be waived.

No Prior Request

107. No prior request for the relief sought in this Motion has been

made to this or any other Court.
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WHEREFORE, the City respectfully requests that this Court (a) enter

an order, substantially in the form attached hereto as Exhibit 1, granting the relief

sought herein; and (b) grant such other and further relief to the City as the Court

may deem proper.
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Dated: August 11, 2014 Respectfully submitted,

/s/ Jonathan S. Green
Jonathan S. Green (MI P33140)
Stephen S. LaPlante (MI P48063)
MILLER, CANFIELD, PADDOCK AND

STONE, P.L.C.
150 West Jefferson
Suite 2500
Detroit, Michigan 48226
Telephone: (313) 963-6420
Facsimile: (313) 496-7500
green@millercanfield.com
laplante@millercanfield.com

David G. Heiman (OH 0038271)
Heather Lennox (OH 0059649)
JONES DAY
North Point
901 Lakeside Avenue
Cleveland, Ohio 44114
Telephone: (216) 586-3939
Facsimile: (216) 579-0212
dgheiman@jonesday.com
hlennox@jonesday.com

Brad B. Erens
David A. Hall
JONES DAY
77 West Wacker
Chicago, Illinois 60601
Telephone: (312) 782-3939
Facsimile: (312) 782-8585
bberens@jonesday.com
dahall@jonesday.com

ATTORNEYS FOR THE CITY
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SUMMARY OF ATTACHMENTS

The following documents are attached to this Motion, labeled in accordance with
Local Rule 9014-1(b).

Exhibit 1 Proposed Form of Order

Exhibit 2 Notice

Exhibit 3 None [Brief Not Required]

Exhibit 4 Certificate of Service

Exhibit 5A

Exhibit 5B

Exhibit 5C

Declaration of Lee Donner

Declaration of Nicolette Bateson

Declaration of David Brownstein

Exhibit 6

Exhibit 7

Exhibit 8A

Exhibit 8B

Exhibit 9

Exhibit 10

Exhibit 11

Exhibit 12

Financing Term Sheets

Assured Insurance Commitment Term Sheet

Sewer Tender Offer Invitation and Disclosure Statement

Water Tender Offer Invitation and Disclosure Statement

Administrative Consent Order

Capital Improvement Plan

Amended and Restated Ordinance No. 18-01

Amended and Restated Ordinance No. 01-05
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION
----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------

x
:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

ORDER PURSUANT TO (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902,
904, 921, 922 AND 928 (A) APPROVING POSTPETITION FINANCING

AND (B) GRANTING LIENS AND (II) BANKRUPTCY RULE 9019
APPROVING SETTLEMENT OF CONFIRMATION OBJECTIONS

THIS MATTER having come before the Court upon the motion (the

“Motion”) by the City of Detroit, Michigan (the “City”), as debtor in the above-

captioned chapter 9 case (the “Case”), pursuant to Sections 105, 364(c), 364(d)(1),

364(e), 902, 904, 921, 922 and 928 of title 11 of the United States Code, 11 U.S.C.

§§ 101 et seq., as amended (the “Bankruptcy Code”) and Rules 2002, 4001, 9014

and 9019 of the Federal Rules of Bankruptcy Procedure (the “Bankruptcy Rules”)

and Rule 4001-2 of the Local Rules for the United States Bankruptcy Court for the

Eastern District of Michigan seeking entry of an order, inter alia:1

(i) authorizing the City and the Detroit Water and Sewer Department

1 Capitalized terms used but not defined herein shall have the meanings given to
them in the Motion.
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(“DWSD”), a department of the City, to:

(a) enter into and perform under:

(1) a Bond Purchase Agreement (the “Bond Purchase
Agreement”) by and among the Michigan Finance
Authority (the “MFA”) and Citigroup Global Markets,
Inc., acting on behalf of itself and as representative of the
other underwriters named therein (collectively, the
“Underwriter”), attached hereto as Exhibit 1, to which is
attached a Letter of Representation of the City and the
DWSD and pursuant to which the MFA will issue certain
bonds (the “MFA Bonds”) to be underwritten and publicly
offered by the Underwriter, the proceeds of which will be
used by the MFA solely to purchase the 2014 DWSD
Revenue and Revenue Refunding Bonds (as defined
below);

(2) a bond purchase agreement between the MFA and the City
(the “MFA Purchase Agreement”), attached hereto as
Exhibit 2;

(3) a bond purchase agreement between the City and Citibank,
N.A., together with one or more purchasers (collectively,
the “Direct Purchasers”) or, alternatively, between the
MFA and the Direct Purchasers (the “Bond Purchase
Agreement (Direct Placement)”), substantially in the form
attached hereto as Exhibit 3;

(4) the Assured Insurance Commitment provided by Assured
Guaranty Municipal Corp., formerly known as Financial
Security Assurance Inc. (“Assured”), attached hereto as
Exhibit 4.

(5) the 2014 DWSD Refunding Bonds Insurance Policies in an
amount not less than the principal amount of the
outstanding Assured-insured Tendered Bonds, on the terms
set forth in the Motion and the Assured Insurance
Commitment; and

(6) the 2014 DWSD Refunding Bonds Surety Policies (and
together with the 2014 DWSD Refunding Bonds Insurance
Policies, collectively, the “Assured Policies”) as to reserve
accounts that secure exclusively the Assured-insured 2014
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DWSD Revenue and Revenue Refunding Bonds (defined
below) in a principal amount equal to the DSRF
requirement (subject to a limit of $70 million of additional
surety coverage) on the terms set forth in the Assured
Insurance Commitment;

(b) issue, via a public offering or a private placement, one or more
series of Sewage Disposal System Revenue Bonds, Sewage
Disposal System Revenue Refunding Bonds and Water Supply
System Revenue Refunding Bonds (collectively, the “2014
DWSD Revenue and Revenue Refunding Bonds”);

(c) as it relates to the transactions contemplated by this Order,

perform under:

(1) Act 94, Public Acts of Michigan, 1933, as amended (“Act
94”) the relevant excerpts of which are attached hereto as
Exhibit 5;

(2) Act 34, Public Acts of Michigan, 2001, (“Act 34”) the
relevant excerpts of which are attached hereto as Exhibit 6;

(3) Ordinance No. 18-01 adopted by the City Council of the
Debtor on October 18, 2001 (the “Sewer Ordinance”)
attached to the Motion as Exhibit 11;

(4) Amended and Restated Bond Ordinance No. 01-05
adopted by the City Council of the Debtor on January 26,
2005 (the “Water Ordinance”) attached to the Motion as
Exhibit 12, (the Water Ordinance together with the Sewer
Ordinance, the “Bond Ordinances”);

(5) a Resolution Authorizing the Issuance and Sale of Sewage
Disposal System Revenue and Revenue Refunding Bonds
of the City of Detroit, adopted by the Board of Water
Commissioners on [ ], 2014 (the “DWSD Bond
Resolution (Sewer)”) attached hereto as Exhibit 6 and
approved by the Emergency Manager of the City on [
], 2014 (the “EM Approval”), which such approval is
attached hereto as Exhibit 7;

(6) a Resolution Authorizing the Issuance and Sale of Water
Supply System Revenue Refunding Bonds of the City of
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Detroit, adopted by the Board of Water Commissioners on
[ ], 2014 (the “DWSD Bond Resolution (Water)”)
attached hereto as Exhibit 8 and approved by the EM
Approval;

(7) a Trust Indenture by and among the City, DWSD and U.S.
Bank National Association, as trustee (the “DWSD
Trustee”) dated as of June 1, 2012 (the “DWSD Sewer
Indenture”) and a Trust Indenture by and among the City,
DWSD and the DWSD Trustee dated as of February 1,
2013 (the “DWSD Water Indenture” and together with the
DWSD Sewer Indenture, collectively, the “DWSD
Indentures”) attached hereto as Exhibits 9A and 9B,
respectively;

(8) a form of Sale Order to be executed by the Director of the
DWSD and approved by the Emergency Manager of the
City (the “Bond Sale Order (Sewer)”) attached hereto as
Exhibit 10; and

(9) a form of Sale Order to be executed by the Director of the
DWSD and approved by the Emergency Manager of the
City (the “Bond Sale Order (Water)”) attached hereto as
Exhibit 11 (the Bond Sale Order (Water) together with the
Bond Sale Order (Sewer), the “Bond Sale Orders”);2

(ii) authorizing the City, acting through DWSD, to pledge and secure, by

statutory lien created by the Bond Ordinances and Act 94 and the lien authorized

by Sections 364(c) and 364(d) of the Bankruptcy Code on the Net Revenues (as

defined in the Bond Ordinances) of the DWSD’s Sewage Disposal System and

2 The Bond Purchase Agreement, the MFA Purchase Agreement, the 2014 DWSD
Revenue and Revenue Refunding Bonds, Act 94, Act 34, the Sewer Ordinance, the
Water Ordinance, the EM Approval, the DWSD Bond Resolution (Sewer), the
DWSD Bond Resolution (Water), the DWSD Indentures, the Bond Purchase
Agreement (Direct Purchase), the Bond Sale Orders, the Assured Insurance
Commitment, and the Assured Policies shall be collectively referred to herein as
the “Transaction Documents”.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 81 of 422



CHI-1939085v1 -5-

Water Supply System and, to the maximum extent permitted by law, the other

Pledged Assets (as defined in the Bond Ordinances), the payment of the 2014

DWSD Revenue and Revenue Refunding Bonds in favor of the holders of the 2014

DWSD Revenue and Revenue Refunding Bonds (the “2014 DWSD Revenue and

Revenue Refunding Bondholders”) pursuant to the Bond Ordinances, Act 94 and

Sections 364(c) and 364(d) of the Bankruptcy Code, in each case, as, to the extent,

and subject to, the priorities described in the Transaction Documents and this

Order;

(iii) finding that the pledge of DWSD revenues as security for such 2014

DWSD Revenue and Revenue Refunding Bonds constitutes a “lien” on “pledged

special revenues” as contemplated by sections 101(37), 902(2), 922(d) and 928 of

the Bankruptcy Code;

(iv) authorizing the City to pay the principal, interest, fees, expenses and

other amounts payable under the Transaction Documents, including (and to the

extent applicable under the Transaction Documents), Assured’s fees, the DWSD

Trustee’s and the Underwriter’s fees, the actual fees and disbursements of the

DWSD Trustee’s and the Underwriter’s attorneys, advisers, accountants, and other

consultants, and the costs of issuance of the 2014 DWSD Revenue and Revenue

Refunding Bonds and the MFA Bonds, all to the extent provided in and in

accordance with the terms of the Transaction Documents (as applicable) and
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notwithstanding Sections 943 and 1129(a)(9)(A) of the Bankruptcy Code or the

confirmation of any plan of adjustment in the Case; and

(v) approving a settlement (the “Settlement”), to be effective if and when

the Tender (as defined below) closes, by and among the DWSD Settlement Parties,

(a) establishing the treatment of water and sewer bond claims under the City’s plan

of adjustment and (b) resolving the DWSD Plan Objections on the terms and

conditions set forth in the Motion and in the Assured Insurance Commitment; and

The Court having considered the Motion, including the Transaction

Documents, the Donner Declaration, Bateson Declaration and Brownstein

Declaration, and the evidence and arguments submitted at the hearing on the

Motion commencing on August __, 2014 (the “Hearing”), after due deliberation

and consideration, and for good and sufficient cause appearing therefor;

AND BASED UPON THE RECORD ESTABLISHED AT THE HEARING

ON THE MOTION AND ALL PLEADINGS AND DOCUMENTS FILED

HEREIN, THE COURT HEREBY MAKES THE FOLLOWING FINDINGS OF

FACT AND CONCLUSIONS OF LAW:

A. Petition Date. On July 18, 2013 (the “Petition Date”), the City filed a

voluntary petition for relief under chapter 9 of the Bankruptcy Code in the United

States Bankruptcy Court for the Eastern District of Michigan (the “Court”)

commencing this Case. The order for relief in this Case was entered on December

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 83 of 422



CHI-1939085v1 -7-

5, 2013.

B. Jurisdiction and Venue. This Court has jurisdiction to consider this

Motion pursuant to 28 U.S.C. §§ 157 and 1334 and authority under 28 U.S.C. §

157 and Local Rule 83.50 of the United States District Court for the Eastern

District of Michigan over these proceedings and over the persons and entities

affected hereby. Consideration of the Motion constitutes a core proceeding under

28 U.S.C. § 157(b)(2). Venue for the Case and proceedings on the Motion is

proper in this District pursuant to 28 U.S.C. §§ 1408 and 1409.

C. Notice. Notice of the Motion and the Hearing (1) was served by the

City on (a) the trustees, transfer agents or paying agents, as applicable, for the

City’s secured and unsecured bonds; (b) the City’s largest unsecured creditors as

identified on the list filed under Bankruptcy Rule 1007(d); (c) the Official

Committee of Retirees appointed in this case; (d) the unions representing certain of

the City’s employees and retirees; (e) the four associations of which the City is

aware representing certain retirees of the City; (f) the City’s pension trusts; (g) the

insurers of the City’s bonds; (h) the insurers of the certificates of participation

issued with respect to the City’s pension funds (the “COPs”); (i) certain significant

holders of the COPs; (j) the counterparties under the swap contracts entered into in

connection with the COPs (collectively, the “Swaps”); (k) the insurers of the

Swaps; (l) all entities that have requested notice pursuant to Bankruptcy Rule 2002,
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(m) counsel to the Underwriter and the Direct Purchasers, (n) counsel to the

DWSD Objecting Parties; (o) counsel to the State Revolving Fund and (p) Trustee

for the State Revolving Fund Bonds. (2) was sufficient and proper under the

circumstances; and (3) complies with Bankruptcy Rules 2002 and 4001(c) and the

Local Bankruptcy Rules of the United States Bankruptcy Court for the Eastern

District of Michigan. No further notice is necessary or required.

D. Authorization Appropriate. The authorization granted herein will

benefit the City and its citizens and is a sound exercise of the City’s business

judgment, is in the best interest of the City and its citizens, and is based on good,

sufficient, and sound business purposes and justifications.

E. The City’s Stipulations. The City stipulates and acknowledges that:

(1) except as provided in this Order, the Transaction Documents as of the date of

entry of this Order, the Pledged Assets are not subject to any pledge, lien or

security interest other than the existing liens created under the Bond Ordinances

and made statutory liens by Act 94 as security for all Secured Obligations (as

defined in the Bond Ordinances) heretofore issued and hereafter permitted to be

issued under the Bond Ordinances; (2) the City has taken or shall take or cause to

be taken all actions to obtain under non-bankruptcy law (including, but not limited

to, Act 94) and the Bond Ordinances, and has received or shall have received prior

to the closing, all due authorizations for the approval of the Transaction
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Documents, including for the issuance of the 2014 DWSD Revenue and Revenue

Refunding Bonds secured by the pledge of the Pledged Assets as set forth in the

Transaction Documents; (3) subject to a determination in a Supplemental Action

(as defined in the Bond Ordinances) that there will be the Required Combined

Coverage (as defined in the Bond Ordinances) upon issuance of the 2014 DWSD

Revenue and Revenue Refunding Bonds (and after giving effect to the issuance of

the 2014 DWSD Revenue and Revenue Refunding Bonds), the Required

Combined Coverage will not be less than 120% for the Senior Lien Bonds, 110%

for the Second Lien Bonds and 100% for the SRF Junior Lien Bonds (each as

defined in the Bond Ordinances), in each case when calculated in the manner and

by the means prescribed by the Projected Net Revenues Test and Historical Net

Revenues Test set forth in Section 21(C)(b) and (c) of the Sewer Ordinance and

Section 20(C)(2) and (3) of the Water Ordinance; and (4) the entry of this Order

and the relief and orders granted herein is at the request, and upon the consent, of

the City.

F. Findings Regarding the Postpetition Financing.

(i) Credit Not Available on More Favorable Terms. The City is

unable to incur the indebtedness evidenced by the 2014 DWSD Revenue and

Revenue Refunding Bonds without the granting of a senior or equal lien on the

Pledged Assets as set forth in the Transaction Documents. The City has been
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unable to obtain unsecured credit allowable under Bankruptcy Code Section

503(b)(1) as an administrative expense, with priority over any or all administrative

expenses of the kind specified in Sections 503(b) or 507(b) of the Bankruptcy

Code; credit secured by a lien on property of the City that is not otherwise subject

to a lien; or credit secured by a junior lien on property of the City that is subject to

a lien. Financing on a post-petition basis is not otherwise available without

granting the DWSD Trustee (1) perfected liens, equal or senior to the existing liens

on the Pledged Assets securing the Existing DWSD Bonds, as security for the 2014

DWSD Revenue and Revenue Refunding Bonds with the priorities set forth herein

and in the Transaction Documents, and (2) the other protections set forth in the

Transaction Documents and this Order.

(ii) Use of Proceeds of the DWSD Revenue and Revenue Refunding

Financing. The City has agreed that proceeds of the DWSD Revenue and Revenue

Refunding Financing shall be used in a manner consistent with the terms and

conditions of the Transaction Documents, solely for purposes permitted by law,

including (a) to make essential capital improvements to the City’s sewerage

disposal system as required under state and federal law as more fully described in

the Motion (the “DWSD Revenue Financing”); (b) to finance the City’s obligations

to purchase certain water and sewer bonds that have been tendered in connection

with a pending invitation to tender (the “Tender”) to the holders of the City’s
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outstanding water and sewer bonds (the “Existing DWSD Bonds”), also as

described in greater detail in the Motion (the “Tender Offer Financing”); and (c) to

pay the principal, interest, fees, expenses and other amounts payable under the

Transaction Documents (to the extent applicable).

G. Prudent Judgment and Jurisdictional Matters. Good cause has been

shown for the entry of this Order. The terms and conditions of the Transaction

Documents and the fees to be paid thereunder are fair, reasonable, and the best

available to the City under the circumstances; reflect the City’s exercise of prudent

judgment; are supported by reasonably equivalent value and fair consideration; are

at the request, and with the consent, of the City; and, with that consent, are within

the jurisdiction and powers of the Court pursuant to Section 904 of the Bankruptcy

Code.

H. Good Faith Under Section 364(e). In respect of the DWSD Revenue

and Revenue Refunding Financing authorized under section 364 of the Bankruptcy

Code, the City, the MFA, the Underwriter, the Direct Purchasers and Assured have

acted in good faith, as that term in used in section 364(e) of the Bankruptcy Code,

and the Transaction Documents are the result of good faith, arms-length

negotiations among the City, the MFA, the Underwriter, the Direct Purchasers and

Assured. As of the closing date, the City’s issuance of the 2014 DWSD Revenue

and Revenue Refunding Bonds and the purchase thereof by (i) the MFA, the
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MFA’s issuance of the MFA Bonds pursuant to Executive Order 2010-2 and the

Shared Credit Rating Act, Act 227, Public Acts of Michigan 1985, as amended,

MCL 141.1051 et seq., the Underwriter’s underwriting of the MFA Bonds and the

purchase of the MFA Bonds in a public offering, thereby providing funds for the

purchase by the MFA of the 2014 DWSD Revenue and Revenue Refunding Bonds

and (ii) the Direct Purchasers in the event of a private placement or direct purchase

of the 2014 DWSD Revenue and Revenue Refunding Bonds, and the issuance of

the Assured Policies by Assured each represents an extension of credit in “good

faith” within the meaning of section 364(e) of the Bankruptcy Code. In addition,

the grant by the City of a pledge and lien in the Pledged Assets to secure, and

provide a source for the repayment of, the 2014 DWSD Revenue and Revenue

Refunding Bonds and the MFA Bonds, is in “good faith” within the meaning of

section 364(e) of the Bankruptcy Code. The Transaction Documents will be

entered into in express reliance upon the protections offered by section 364(e) of

the Bankruptcy Code, for purposes and uses that are permitted by law, and not in

violation of the Bankruptcy Code or of applicable non-bankruptcy law, and the

transactions contemplated by the Transaction Documents are not prohibited by

applicable bankruptcy or non-bankruptcy law. As such, the MFA (and its

assignees and transferees), the Underwriter (and its assignees and transferees),

each purchaser of the MFA Bonds (and their assignees and transferees) (each,
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including its assignees and transferees, an “MFA Bondholder” and, collectively,

the “MFA Bondholders”), each holder of a 2014 DWSD Revenue and Revenue

Refunding Bond, including, but not limited to the Direct Purchasers (and each of

their respective assignees and transferees), and Assured therefore qualify for the

full protection and benefits of sections 364(e) and 921(e) of the Bankruptcy Code

and this Order and shall not be affected by any reversal or modification on appeal

of this Order, nor shall the reversal on appeal of a finding of jurisdiction affect the

validity of any debt incurred pursuant to this Order.

I. Act 94 Approval. The City has duly authorized and approved the

Transaction Documents pursuant to Act 94 (as described herein and in the Motion),

except for the execution of the Bond Sale Orders by the Director of the DWSD and

by the Emergency Manager of the City. The City is duly authorized to cause the

execution of the Bond Sale Orders by the Director of the DWSD and by the

Emergency Manager of the City upon the issuance of this Order.

J. Adequate Protection of Existing Liens. A determination in a

Supplemental Action calculated in the manner and by the means prescribed by the

Projected Net Revenues Test and the Historical Net Revenues Test set forth in the

Bond Ordinances, that the resulting Required Combined Coverage, after giving

effect to the issuance of the 2014 DWSD Revenue and Revenue Refunding Bonds,

is not less than 120% for the Senior Lien Bonds, not less than 110% for the Second
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Lien Bonds and not less than 100% for the SRF Junior Lien Bonds (the

“Additional Bonds Test”), together with the Alternative Refund/Debt Service

Savings Test and the City’s rate covenants made in Section 9 of the Bond

Ordinances (the “Rate Covenant”), satisfies the bargained-for terms of the Existing

Bond Documents that are applicable to the subsequent issuance of Secured

Obligations, such as the 2014 DWSD Revenue and Revenue Refunding Bonds.

After taking into account the issuance of the 2014 DWSD Revenue and Revenue

Refunding Bonds and the granting of the senior and equal liens in accordance with

the Transaction Documents and the Bond Ordinances, under the circumstances and

given that the Supplemental Action will support that the Additional Bonds Test

and Alternative Refund/Debt Service Savings Test, as applicable, will meet or

exceed the Required Combined Coverage required under the Bond Ordinances, the

Court finds that the Additional Bonds Test, the Alternative Refund/Debt Service

Savings Test and the Rate Covenant constitute adequate protection of the pre-

petition liens securing the Existing DWSD Bonds for purposes of section 364(d)(1)

of the Bankruptcy Code. Moreover, there is no impairment to the interests of

holders of Existing DWSD Bonds from the Tender Offer Financing because new

bondholders will be taking the same position in the DWSD capital structure as the

holders of the Existing DWSD Bonds.

K. Special Revenues. Net Revenues, as defined in the Bond Ordinances,
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constitute “special revenues” as that term is defined in Section 902(2) of the

Bankruptcy Code, constitute “pledged special revenues” as that term is used in

Section 922(d) of the Bankruptcy Code and are afforded the protections

contemplated by Section 928 of the Bankruptcy Code, which have been validly

pledged and become subject to a lien as defined in section 101(37) of the

Bankruptcy Code and in accordance with Act 94 and the Bond Ordinances to

secure the payment of the 2014 DWSD Revenue and Revenue Refunding Bonds

issued under the DWSD Indentures, as more fully set forth in the Transaction

Documents.

L. Willingness to Provide Insurance. Assured has indicated a

willingness to issue the Assured Policies subject to: (a) the entry of this Order; (b)

the approval by this Court of the Settlement; and (c) the satisfaction of certain

other commercially reasonable conditions precedent set forth in the Assured

Insurance Commitment.

M. The Settlement. The Settlement was negotiated at arm’s length and in

good faith by the DWSD Settlement Parties and the settlements and compromises

set forth in the Motion and the Assured Insurance Commitment are fair, equitable

and reasonable. The DWSD Settlement Parties are not “insiders” (as defined in the

Bankruptcy Code) of the City.
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Based upon the foregoing findings and conclusions, the Motion and the

record before the Court with respect to the Motion, and good and sufficient cause

appearing therefor,

IT IS HEREBY ORDERED that:

1. Motion Approved. The Motion is GRANTED.

2. Objections Overruled. All objections to the Motion and to the

Transaction Documents, to the extent not withdrawn, waived, or resolved by the

terms hereof, and all reservations of rights included therein, are hereby denied and

overruled on the merits, with prejudice.

3. Authorization of the Financing. Subject to the adoption of the Bond

Sale Orders by the Director of the DWSD and by the Emergency Manager of the

City, and subject to a determination in a Supplemental Action of the satisfaction of

the Rate Covenant in accordance with the Bond Ordinances, the City is hereby

authorized pursuant to sections 105(a), 364(c) and 364(d)(1) of the Bankruptcy

Code, by and through DWSD, to enter into, incur the indebtedness evidenced by

the 2014 DWSD Revenue and Revenue Refunding Bonds under, and perform

pursuant to, the Transaction Documents, all of which that have been submitted to

the Court are hereby approved, and to otherwise satisfy the requirements of Act 94,

the Bond Ordinances, the DWSD Bond Resolution (Sewer), and the DWSD Bond

Resolution (Water). The City is expressly authorized, without further
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authorization or approval of this Court, to perform all acts, make, execute and

deliver all instruments and documents, which may be required for the performance

by the City under the Transaction Documents and the creation and perfection of the

liens described in and provided for by this Order and the Transaction Documents

(including, without limitation, the execution or recordation of security agreements,

mortgages and financing statements, as applicable), and to pay all fees and

expenses that may be required or reasonably necessary for the City’s performance

of its obligations under or related to the Transaction Documents. The Net

Revenues, as defined in the Bond Ordinances, and all proceeds thereof shall be

deposited and applied as required by the Transaction Documents. Upon execution

and delivery, the Transaction Documents shall be valid and binding obligations of

the City, enforceable against the City in accordance with their terms.

4. Authorization to Borrow. Immediately upon the entry of this Order,

the City is authorized to issue the 2014 DWSD Revenue and Revenue Refunding

Bonds to the MFA or, in the event of a private placement or direct purchase, to the

MFA or to the Direct Purchasers, as applicable, pursuant to the terms of the

Transaction Documents and is authorized to enter into and incur the obligations

under the Transaction Documents.

5. 2014 DWSD Revenue and Revenue Refunding Bonds. The

Transaction Documents and this Order shall evidence the validity and binding
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effect of the 2014 DWSD Revenue and Revenue Refunding Bonds, which shall be

effective as of the date of their issuance. Upon entry of this Order, and effective as

of the date of their issuance, the 2014 DWSD Revenue and Revenue Refunding

Bonds will include all indebtedness or obligations, contingent or absolute, which

may now or from time to time be owing (in each case, however, solely in

connection with the 2014 DWSD Revenue and Revenue Refunding Bonds (and not

in connection with other indebtedness, obligations or debt issuances, whether

subject to the Transaction Documents or otherwise)) by the City to the MFA, the

Underwriter, the Direct Purchasers, the DWSD Trustee, or any of the MFA

Bondholders under the respective Transaction Documents or this Order, including

all principal, accrued interest, costs, fees, expenses and other amounts in respect of

the 2014 DWSD Revenue and Revenue Refunding Bonds under the respective

Transaction Documents. The 2014 DWSD Revenue and Revenue Refunding

Bonds shall be due and payable, without notice or demand, in accordance with the

terms of the Transaction Documents and notwithstanding Sections 943 and

1129(a)(9)(A) of the Bankruptcy Code or the confirmation of any plan of

adjustment in this Case.

6. Liens. During the pendency of the Case and prior to the effective date

of a plan of adjustment in this Case, upon issuance of the 2014 DWSD Revenue

and Revenue Refunding Bonds, this Order, Act 94 and the Transaction Documents
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shall be conclusive evidence of the validity, perfection and priority of the liens

granted by the City and encumbering the Pledged Assets to secure the 2014 DWSD

Revenue and Revenue Refunding Bonds (the “Liens”) under Act 94 and sections

101(37), 364(c) and 364(d) of the Bankruptcy Code without the necessity of (a)

filing or recording any financing statement, mortgage, notice or other instrument or

document that may otherwise be required under the law or regulation of any

jurisdiction or (b) the taking of any other action (including taking possession or

entering into any deposit account control agreement, mortgages or deeds of trust)

to validate or perfect (in accordance with applicable non-bankruptcy law) the

Liens.

7. Lien Priority - Sewage Disposal System Revenue Bonds. Pursuant to

the Sewer Ordinance and the other relevant Transaction Documents, the Liens

securing the Sewage Disposal System Revenue Bonds shall be equal to the existing

senior liens securing the Senior Lien Bonds, senior in priority and superior to the

existing subordinate liens or any other pledge of, lien on or claim to any of the

Pledged Assets under the DWSD Sewer Indenture, other than the lien securing the

Senior Lien Bonds. Other than as set forth herein, the Transaction Documents and

the Sewer Ordinance, the Liens securing the Sewage Disposal System Revenue

Bonds shall not be made or become subject to or pari passu with any lien or

security interest or otherwise and shall be valid, binding, fully perfected,
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continuing and enforceable, including against the City under sections 921(e) and

364(e) of the Bankruptcy Code, and this Order shall not be affected by any reversal

or modification on appeal of this Order, nor shall the reversal on appeal of a

finding of jurisdiction affect the validity of any debt incurred pursuant to this

Order.

8. Lien Priority - Revenue Refunding Bonds. Pursuant to the Bond

Ordinances and the Transaction Documents, the Liens securing the Sewage

Disposal System Revenue Refunding Bonds and the Water Supply System

Revenue Refunding Bonds (the “Refunding Bonds”) shall be equal to the existing

senior liens or existing second liens, as the case may be, securing Tendered Bonds

that are Senior Lien Bonds and Tendered Bonds that are Second Lien Bonds,

respectively. The Liens securing Refunding Bonds that are Senior Lien Bonds

shall be senior in priority and superior to the existing subordinate liens or any other

pledge of, lien on or claim to any of the Pledged Assets under the DWSD

Indentures, other than the liens securing the Senior Lien Bonds. The Liens

securing Refunding Bonds that are Second Lien Bonds shall be subordinate in

priority to Senior Lien Bonds and superior to the existing subordinate liens or any

other pledge of, lien on or claim to any of the Pledged Assets under the DWSD

Indentures, other than the liens securing Second Lien Bonds and Senior Lien

Bonds. Other than as set forth herein, the Transaction Documents and the Bond
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Ordinances, the Liens securing the Refunding Bonds shall not be made or become

subject to or pari passu with any lien or security interest or otherwise and shall be

valid, binding, fully perfected, continuing and enforceable, including against the

City under sections 921(e) and 364(e) of the Bankruptcy Code, and this Order shall

not be affected by any reversal or modification on appeal of this Order, nor shall

the reversal on appeal of a finding of jurisdiction affect the validity of any debt

incurred pursuant to this Order.

9. No Obligation to Extend Credit. None of the Direct Purchasers, the

MFA or the Underwriter shall have any obligation to purchase any bond or make

any other extension of credit under the Transaction Documents unless (a) all of the

conditions precedent to the purchase of the 2014 DWSD Revenue and Revenue

Refunding Bonds and, in the case of a public offering, the purchase of the MFA

Bonds and the extension of such credit provided thereby under the Transaction

Documents and this Order have been satisfied in full or waived in accordance with

the terms of the applicable Transaction Documents and (b) no stay of this Order

pending appeal shall have been obtained by any party from this Court or any other

court.

10. Amendment of the Transaction Documents. The City is authorized,

without further approval or authorization of this Court, to perform all acts and to

make, execute and deliver all instruments and documents that may be reasonably
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required to effect one or more amendments, modifications or supplements to any of

the Transaction Documents if the amendments, modifications or supplements (a)

are consistent with this Order; (b) in the good faith judgment of the City, are not

amendments, modifications or supplements that are materially adverse to the

interests of the holders of pre-petition liens securing the Existing DWSD Bonds

under the Transaction Documents; (c) are otherwise permitted under the terms of

the Bond Ordinances and the other Transaction Documents; and (d) are otherwise

within the power of the City to effect without further order of the Court under

Section 904 of the Bankruptcy Code or otherwise.

11. Good Faith Under Section 364(e) of the Bankruptcy Code; No

Modification or Stay of this Order. Based on the findings of fact and conclusions

of law set forth in this Order and the record made during the Hearing, the City, the

MFA, the Underwriter, each holder of a 2014 DWSD Revenue and Revenue

Refunding Bond, including, but not limited to the Direct Purchasers (and each of

their respective assignees and transferees), the MFA Bondholders and Assured

have acted in good faith, as that term is used in section 364(e) of the Bankruptcy

Code, in connection with the Transaction Documents, and their reliance on this

Order is also in good faith. In accordance with section 364(e) of the Bankruptcy

Code, in the event any or all of the provisions of this Order are hereafter reversed

or modified on appeal, the MFA, the Underwriter, each holder of a 2014 DWSD
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Revenue and Revenue Refunding Bond, including, but not limited to the Direct

Purchasers (and each of their respective assignees and transferees), the MFA

Bondholders and Assured are entitled to and hereby granted the protections

provided in section 364(e) of the Bankruptcy Code. Any reversal or modification

of this Order on appeal shall not affect the validity or enforceability of the 2014

DWSD Revenue and Revenue Refunding Bonds or any Lien, claim, or priority

authorized or created hereby or the validity or enforceability of the Assured

Policies. Any liens or claims granted to the MFA, the DWSD Trustee, the

Underwriter, each holder of a 2014 DWSD Revenue and Revenue Refunding

Bond, including, but not limited to the Direct Purchasers (and each of their

respective assignees and transferees), the MFA Bondholders or Assured hereunder

arising prior to the effective date of any such reversal or modification of this Order

shall be governed in all respects by the original provisions of this Order, including

entitlement to all rights, remedies, privileges and benefits granted herein.

12. Section 921(e) of the Bankruptcy Code; No Modification or Stay of

this Order. In accordance with section 921(e) of the Bankruptcy Code, in the event

any or all of the provisions of the order for relief or any order finding jurisdiction

is reversed on appeal, the MFA, the DWSD Trustee, the Underwriter, each holder

of a 2014 DWSD Revenue and Revenue Refunding Bond, including, but not

limited to the Direct Purchasers (and each of their respective assignees and
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transferees), the MFA Bondholders and Assured are entitled to the protections

provided in section 921(e) of the Bankruptcy Code. Any such reversal shall not

affect the validity or enforceability of the 2014 DWSD Revenue and Revenue

Refunding Bonds or the Liens or priority authorized by this Order, or the validity

or enforceability of the Assured Policies. Any Liens granted to the DWSD Trustee

authorized hereunder arising prior to the effective date of any such reversal shall be

governed in all respects by the original provisions of this Order, including

entitlement to all rights, remedies, privileges and benefits granted herein.

13. Special Revenues. Any and all Net Revenues, as defined in the Bond

Ordinances, shall be treated as “special revenues” as that term is defined in section

902(2) of the Bankruptcy Code and shall be treated as “pledged special revenues”

as that term is used in section 922(d) of the Bankruptcy Code and are afforded all

applicable protections under the Bankruptcy Code and applicable law, including

the protections contemplated in section 928 of the Bankruptcy Code, which have

been validly pledged and become subject to a lien under Act 94 to secure the

payment of the 2014 DWSD Revenue and Revenue Refunding Bonds issued under

the DWSD Indentures, as fully set forth in the Transaction Documents.

14. No Impairment. All rights and remedies of the DWSD Trustee, MFA,

the Underwriter, each holder of a 2014 DWSD Revenue and Revenue Refunding

Bond, including, but not limited to the Direct Purchasers (and each of their
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respective assignees and transferees), the MFA Bondholders and Assured under the

Transaction Documents, as they relate to the 2014 DWSD Revenue and Revenue

Refunding Bonds, shall remain effective and, except as otherwise provided in the

Transaction Documents, may not be modified, impaired, or discharged,

notwithstanding the authority of the Emergency Manager of City to act on behalf

of and bind the City, the dismissal of this Case, or the confirmation of, or failure to

confirm, any plan of adjustment in this Case. All rights and remedies of the

DWSD Trustee, MFA, the Underwriter, each holder of a 2014 DWSD Revenue

and Revenue Refunding Bond, including, but not limited to the Direct Purchasers

(and each of their respective assignees and transferees), the MFA Bondholders and

Assured under this Order shall remain effective and may not, except as otherwise

provided herein, be modified, impaired or discharged, notwithstanding the

authority of the Emergency Manager of City to act on behalf of and bind the City,

during the pendency of the Case and prior to the effective date of a plan of

adjustment in this Case.

15. Rights Preserved. Notwithstanding anything herein to the contrary,

the entry of this Order is without prejudice to, and does not constitute a waiver of,

expressly or implicitly, the rights of the DWSD Trustee, the holders of Existing

DWSD Bonds, the DWSD Bond Insurers, the MFA, the Underwriter, each holder

of a 2014 DWSD Revenue and Revenue Refunding Bond, including, but not
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limited to the Direct Purchasers (and each of their respective assignees and

transferees), the MFA Bondholders or Assured to seek any other or supplemental

relief in respect of the City.

16. No Modification of Order. Following the closing date of the 2014

DWSD Revenue and Revenue Refunding Bonds and until and unless the 2014

DWSD Revenue and Revenue Refunding Bonds have been paid in full in cash

(such payment being without prejudice to any terms or provisions contained in the

Transaction Documents that by their terms survive such discharge) or otherwise

defeased, the City irrevocably waives the right to seek and shall not seek or

consent to, directly or indirectly, without the prior written consent (not to be

unreasonably withheld) of (a) Assured, the DWSD Trustee, the Ad Hoc Committee

and, if such action is to be taken after the issuance of the 2014 DWSD Revenue

and Revenue Refunding Bonds, the MFA, and (b) in the case of a direct purchase

of the 2014 DWSD Revenue and Revenue Refunding Bonds, the Direct

Purchasers, in each case, in the reasonable discretion of the DWSD Trustee, the

MFA and the Direct Purchasers, as applicable, any modification, stay, vacatur or

amendment to this Order or the order for relief in any manner.

17. Exculpation. Except to the extent expressly set forth in the

Transaction Documents, nothing in this Order, the Transaction Documents, or any

other documents related to the transactions contemplated hereby shall in any way
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be construed or interpreted to impose or allow the imposition upon the DWSD

Trustee, Assured, the holders of Existing DWSD Bonds, the MFA, the

Underwriter, the Direct Purchasers or the MFA Bondholders any liability for any

claims arising in connection with the 2014 DWSD Revenue and Revenue

Refunding Bonds. In addition, with respect to the Pledged Assets (a) except as

expressly set forth in the Transaction Documents, none of Assured, the DWSD

Trustee, the holders of Existing DWSD Bonds, the MFA, the Underwriter, the

Direct Purchasers or the MFA Bondholders shall, in any way or manner, be liable

or responsible for (i) the safekeeping of the Pledged Assets, (ii) any loss or damage

thereto occurring or arising in any manner or fashion from any cause, (iii) any

diminution in the value thereof, or (iv) any act or default of any carrier, servicer,

bailee, custodian, forwarding agency, or other person, and (b) all risk of loss,

damage, or destruction of the Pledged Assets shall be borne by the City.

18. Effect of Stipulations. The stipulations and admissions contained in

this Order shall be binding upon the City and the DWSD Objecting Parties.

19. Order Controls (Transaction Documents). During the pendency of the

Case and prior to the effective date of a plan of adjustment in this Case, in the

event of any inconsistency between the terms and conditions of the Transaction

Documents and this Order, the provisions of this Order shall govern and control.

20. No Third Party Rights. Except as explicitly provided for herein or in
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the Transaction Documents, this Order does not create any rights for the benefit of

any third party who is not expressly referenced in this Order, any creditor or any

direct, indirect or incidental beneficiary.

21. Survival. The Liens and indebtedness incurred under the Transaction

Documents authorized by this Order and the other provisions of this Order and any

actions taken pursuant hereto shall survive entry of any subsequent order that may

be entered: (a) dismissing the Case; or (b) pursuant to which this Court abstains

from hearing the Case.

22. No Waiver by Seeking Relief. Except to the extent this Order

provides otherwise, (i) neither the filing of the Motion nor anything herein shall

constitute a waiver of any right of the City to take any action, including with

respect to the 2014 DWSD Revenue and Revenue Refunding Bonds, without

authorization or approval of the Court, (ii) nor shall the filing of the Motion or the

entry of this Order be deemed to constitute the City’s consent, pursuant to Section

904 of the Bankruptcy Code, to this Court’s interference with (a) any of the

political powers of the City, (b) any of the property or revenues of the City or (c)

the City’s use or enjoyment of any income-producing property, other than as

provided herein.

23. The Settlement. The Settlement as described in the Motion is

approved in its entirety and all of its terms are incorporated herein by reference as
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if fully set forth herein, and the failure to specifically describe or include in this

Order any particular provision of the Motion or the Assured Insurance

Commitment shall not diminish or impair the effectiveness of any such provision.

The settlements and compromises set forth in the Assured Insurance Commitment

and in the Motion are fair and reasonable to, and in the best interests of, the City,

its residents and its creditors, and in entering into the Settlement, the DWSD

Settlement Parties have acted in a commercially reasonable manner and exercised

their respective rights and powers, and used the same degree of care and skill in

their exercise, as a prudent person would exercise or use under the circumstances.

24. DWSD Contribution to GRS Pension Plan. DWSD’s contributions to

the GRS pension plan set forth in the Amended Plan shall be accounted for as

follows: (i) DWSD shall pay as operation and maintenance expenses, to be

allocated between the Sewage Disposal System and the Water Supply System, no

more than the sum of (a) $24 million per annum; and (b) DWSD’s allocable share

of its annual “defined contribution” payments related to the DWSD employees;

and (ii) DWSD shall pay the difference between the annual allocation of the Plan

GRS pension contributions provided in the Plan and $24 million from a “pension

liability payment fund” that is funded after payments required to be made into the

SRF Junior Lien Bond and Interest Redemption Fund established and defined in

the Bond Documents and on a subordinated basis to the 2014 DWSD Revenue and
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Revenue Refunding Bonds and all other existing DWSD bond debt.

25. Amended Plan. On the Settlement Date (i) the City shall file an

amended Plan (the “Amended Plan”) that renders unimpaired the Existing DWSD

Bond Claims within the meaning of Section 1124 of the Bankruptcy Code,

including, without limitation, those provisions that eliminate call protection or

reduce the interest rates of the Existing DWSD Bonds, and (ii) the DWSD Plan

Objections will be deemed to be withdrawn. The accounting treatment of DWSD’s

contributions to the GRS pension plan in Paragraph 24 hereof shall not constitute

“impairment” of the Existing DWSD Bonds or the Existing DWSD Bond Claims

in respect thereof.

26. No Amendment. Following the filing of the Amended Plan, the City

shall not thereafter amend, supplement or otherwise modify the Amended Plan, or

participate in, support or acquiesce to any such amendment, supplement or

modification (including any motion for an order seeking such amendment,

supplement or modification) of the Amended Plan that would result in (i) the

impairment of any Existing DWSD Bond Claim; (ii) the alteration of the

accounting treatment of DWSD’s contributions to the GRS pension plan as set

forth in Paragraph 24 of this Order or (iii) be inconsistent with this Order.

27. Reimbursement of Certain Professional Fees and Expenses. On the

Settlement Date, the DWSD is authorized to and shall reimburse the professional
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fees and expenses of certain of the DWSD Settlement Parties incurred in

connection with the Case, as follows: (i) to Assured, $3,000,000; (ii) to the Ad Hoc

Committee, $1,200,000; and (iii) to FGIC, $550,000. In addition, pursuant to the

Assured Insurance Commitment, in the event that the City agrees, other than solely

as a result of a court order or an arbitration award (i) to pay any of the DWSD

Objecting Parties other than the DWSD Trustee an amount in excess of $3 million

for DWSD-related bankruptcy fees, costs and expenses or (ii) with respect to the

DWSD Trustee, to establish a floor for DWSD-related bankruptcy fees, costs and

expenses in excess of $3 million, then DWSD shall be required to pay to Assured

$3 million plus such amount that is the greatest amount paid to any DWSD

Objecting Party in excess of $3 million. The City and the DWSD Trustee shall

resolve the DWSD Trustee’s fee claim in accordance with the DWSD Trustee

Claim Arbitration as set forth in the Motion.

28. All Appropriate Actions. The City is authorized to execute, deliver,

implement and fully perform any and all obligations, instruments, documents and

papers, and to make all payments (including interest and fees, if any), and take any

and all actions reasonably necessary or appropriate to consummate, complete,

execute and implement the Settlement, and any actions taken heretofore in

furtherance of these obligations are hereby ratified.

29. Order Controls (Settlement). Unless otherwise agreed by the Parties,
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to the extent of any inconsistency between (i) this Order and the Assured Insurance

Commitment, the terms of this Order shall govern and (ii) this Order and the

Assured Insurance Commitment, on the one hand, and any Plan confirmed in this

chapter 9 case (other than a Specified Plan), on the other hand, the terms of this

Order and the Assured Insurance Commitment, as applicable, shall govern.

30. Survival. The provisions and effect of this Order, any actions taken

pursuant to this Order or the Settlement and the DWSD Settlement Parties’

respective rights, obligations, remedies and protections provided for herein shall

survive the dismissal or closing of this chapter 9 case, or confirmation of a plan or

plans of adjustment, and the terms and provision of this Order and the Assured

Insurance Commitment shall continue in full force and effect notwithstanding the

entry of any such order.

31. Binding Effect of Order. This Order shall be immediately effective

upon its entry. Immediately upon entry by this Court, the terms and provisions of

this Order (including the Settlement) shall become valid and binding upon all

parties in interest in this Case, including but not limited to, the City, the MFA, the

Underwriter, the Direct Purchasers, the MFA Bondholders, the DWSD Settlement

Parties, all other creditors of the City, the City’s Emergency Manager, any

committee appointed in the Case and all other parties in interest and their

respective successors and assigns.
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32. Continuing Jurisdiction. This Court shall retain continuing

jurisdiction through the effective date of a plan of adjustment in this Case with

respect to all matters related to or arising from this Order and the relief granted

herein, the implementation of the Transaction Documents, including but not

limited to compliance with the Additional Bonds Test and enforcement of the Rate

Covenants required under the Ordinances, and implementation and enforcement of

the terms agreed to under the Settlement.

33. Existing Bond Insurance Policies. Nothing in this Order impairs,

modifies, affects or otherwise alters the rights of Bondholders or Bond Agents with

respect to claims under applicable Bond Insurance Policies or against the Bond

Insurers (as those terms are defined under the Plan).
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Form B20A(Official Form 20A)
12/1/10

UNITED STATES BANKRUPTCY COURT
Eastern District of Michigan

In re:
Chapter: 9

CITY OF DETROIT, MICHIGAN,
Case No.: 13-53846

Debtor. Judge: Hon. Steven W.
Rhodes

Address: 2 Woodward Avenue, Suite 1126
Detroit, Michigan 48226

Last four digits of Social Security or
Employer's Tax Identification (EIN) No(s).(if any): 38-6004606

NOTICE OF MOTION OF THE DEBTOR FOR A FINAL ORDER
PURSUANT TO (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902, 904,

921, 922 AND 928 (A) APPROVING POSTPETITION FINANCING
AND (B) GRANTING LIENS AND (II) BANKRUPTCY RULE

9019 APPROVING SETTLEMENT OF
CONFIRMATION OBJECTIONS

The City of Detroit, Michigan (the "City") has filed its Motion of the
Debtor for a Final Order Pursuant to (I) 11 U.S.C. §§105, 364(c), 364(d)(1),
364(e), 902, 904, 921, 922 and 928 (A) Approving Postpetition Financing
and (B) Granting Liens and (II) Bankruptcy Rule 9019 Approving
Settlement of Confirmation Objections.

Your rights may be affected. You should read these papers
carefully and discuss them with your attorney, if you have one in this
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bankruptcy case. (If you do not have an attorney, you may wish to
consult one.)

If you do not want the Court to grant the relief sought in the motion,
or if you want the court to consider your views on the motion, on or by
August 25, 2014, you or your attorney must:

1. File with the court a written response or an answer, explaining
your position at:1

United States Bankruptcy Court
211 W. Fort Street, Suite 2100

Detroit, Michigan 48226

If you mail your response to the court for filing,
you must mail it early enough so the court will
receive it on or before the date stated above. All
attorneys are required to file pleadings
electronically.

You must also mail a copy to:

David G. Heiman (OH 0038271)
Heather Lennox (OH 0059649)

JONES DAY
North Point

901 Lakeside Avenue
Cleveland, Ohio 44114

Telephone: (216) 586-3939
Facsimile: (216) 579-0212

Brad B. Erens
David A. Hall
JONES DAY

77 West Wacker
Chicago, Illinois 60601

Telephone: (312) 782-3939

1 Any response or answer must comply with F. R. Civ. P. 8(b), (c) and (e).
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Facsimile: (312) 782-8585

Jonathan S. Green (MI P33140)
Stephen S. LaPlante (MI P48063)

MILLER, CANFIELD, PADDOCK AND
STONE, P.L.C.

150 West Jefferson
Suite 2500

Detroit, Michigan 48226
Telephone: (313) 963-6420
Facsimile: (313) 496-7500

Ann Fillingham
DYKEMA

Capitol View
201 Townsend Street

Suite 900
Lansing, Michigan

Telephone: (517) 374-9100
Facsimile: (517) 517-374-9191

Debbie Sinclair Ruskin
KUTAK ROCK LLP

1101 Connecticut Avenue, N.W.
Suite 1000

Washington, D.C. 20036
Telephone: (202) 828-2400
Facsimile: (202) 828-2488

2. If a response or answer is timely filed and served, the Court will
schedule a hearing on the motion and you will be served with a
notice of the date, time and location of the hearing.

If you or your attorney do not take these steps, the Court may
decide that you do not oppose the relief sought in the motion and may
enter an order granting that relief.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 114 of 422



CHI-1939085v1

Dated: August 11, 2014 Respectfully submitted,

/s/ Jonathan S. Green
Jonathan S. Green (MI P33140)
Stephen S. LaPlante (MI P48063)
MILLER, CANFIELD, PADDOCK AND
STONE, P.L.C.
150 West Jefferson
Suite 2500
Detroit, Michigan 48226
Telephone: (313) 963-6420
Facsimile: (313) 496-7500
green@millercanfield.com
laplante@millercanfield.com

David G. Heiman (OH 0038271)
Heather Lennox (OH 0059649)
JONES DAY
North Point
901 Lakeside Avenue
Cleveland, Ohio 44114
Telephone: (216) 586-3939
Facsimile: (216) 579-0212
dgheiman@jonesday.com
hlennox@jonesday.com

Brad B. Erens
David A. Hall
JONES DAY
77 West Wacker
Chicago, Illinois 60601
Telephone: (312) 782-3939
Facsimile: (312) 782-8585
bberens@jonesday.com
dahall@jonesday.com

ATTORNEYS FOR THE CITY
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(Intentionally Omitted)
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CERTIFICATE OF SERVICE

I, Jonathan S. Green, hereby certify that the foregoing Motion of the
Debtor for a Final Order Pursuant to (I) 11 U.S.C. §§105, 364(c), 364(d)(1),
364(e), 902, 904, 921, 922 and 928 (A) Approving Postpetition Financing
and (B) Granting Liens and (II) Bankruptcy Rule 9019 Approving
Settlement of Confirmation Objections was filed and served via the Court's
electronic case filing and noticing system on this 11th day of August, 2014.

/s/ Jonathan S. Green
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------

x
:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

DECLARATION OF LEE DONNER IN SUPPORT OF MOTION OF THE
DEBTOR FOR A FINAL ORDER PURSUANT TO (I) 11 U.S.C. §§ 105,
364(c), 364(d)(1), 364(e), 902, 904, 921, 922 AND 928 (A) APPROVING
POSTPETITION FINANCING AND (B) GRANTING LIENS AND (II)

BANKRUPTCY RULE 9019 APPROVING SETTLEMENT AGREEMENT

I, Lee Donner, hereby declare, under penalty of perjury pursuant to

28 U.S.C. § 1746, as follows:

1. I am a Managing Director at First Southwest Company, a

position I have held since 1999. First Southwest is one of the country's top ranked

broker/dealer municipal financial advisory firms, which serves clients in various

industry specialties, including public sector entities in public finance, individual

and institutional investors in capital markets, and broker-dealers and investment

advisors in clearing services. I have over thirty years experience in the investment

banking industry.
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2. In addition to a bachelor's degree from the University of Texas

at Arlington, I hold a number of professional licenses from the Financial Industry

Regulatory Authority.

These include:

(a) General Securities Principal, Series 24;
(b) General Securities Representative, Series 7;
(c) Municipal Securities Principal, Series 53;
(d) Uniform Securities Agent, Series 63; and
(e) Investment Banking Representative, Series 79.

3. I submit this declaration in support of the Motion of the Debtor

for a Final Order Pursuant to (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902,

904, 921, 922 and 928 (A) Approving Postpetition Financing and (B) Granting

Liens and (II) Bankruptcy Rule 9019 Approving Settlement Agreement

(the "Motion").1 Except as otherwise indicated, all statements in this Declaration

are (a) based upon my personal knowledge, (b) my review of relevant documents

and/or (c) my opinion based upon my experience and knowledge of the capital

markets, municipal bond markets and other financial markets, and the DWSD's

operations and financial condition. If called to testify, I could and would testify to

each of the statements set forth herein based on such personal knowledge, review

of documents and/or informed opinion.

1 Capitalized terms used but not defined herein have the meanings given to
them in the Motion.
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4. First Southwest Company (“First Southwest”), as financial

advisor to the DWSD and MFA with respect to the transaction, has incurred fees in

the amount of $395,000, charged as a flat rate, in connection with the Tender, and

$590,000, charged as a flat rate, in connection with the DWSD Revenue and

Revenue Refunding Financing. First Southwest will also be reimbursed for actual

expenses up to $45,000 incurred in respect of the Tender and $48,000 in

connection with the DWSD Revenue and Revenue Refunding Financing.

5. The total fixed costs of fees and expenses expected to be

incurred by DWSD in connection with the Tender is approximately $2,443,000.

The total fixed costs of fees and expenses expected to be incurred by DWSD in

connection with the 2014 DWSD Revenue and Revenue Refunding Financing is

approximately $3,735,000. The variable costs of fees and expenses expected to be

incurred by DWSD for each of the Tender and the 2014 DWSD Revenue and

Revenue Refunding Financing are approximately $2.25 per $1,000 of Tendered

Bonds and $3.72 per $1,000 of 2014 Revenue and Revenue Refunding Bonds

issued, respectively.

6. The DWSD Revenue and Revenue Refunding Financing is

expected to appreciably reduce the DWSD’s cumulative debt service in the coming

years.
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7. With respect to the DWSD Revenue Financing, First Southwest

has advised that if such financing were to be taken to market as a stand-alone

transaction in the context of the City’s chapter 9 case and the current terms of the

Plan, the DWSD Revenue Financing (a) could not be obtained on an unsecured

basis, and (b) in all likelihood, could not be obtained on a junior lien basis.

8. It is not customary for DWSD to issue unsecured debt. Most, if

not all, of DWSD debt is secured. Obtaining financing similar to the DWSD

Revenue Financing on an unsecured basis would be punitively expensive.

Therefore, financing on terms similar to the DWSD Revenue Financing could not

be obtained on an unsecured basis.

9. Based on feedback from the market, obtaining DWSD Revenue

Financing on a junior lien basis, as a stand-alone transaction in the context of the

City’s chapter 9 case and the current terms of the Plan, would be challenging.

While there is, at any given time, demand in the market place for high yield debt,

the market for such debt is neither as broad nor as predictable as for highly rated

debt, and demand can decline dramatically with little advance notice in accordance

with macroeconomic factors.

10. Thus, structuring the DWSD Revenue Financing as a junior

secured financing creates risk that the offering, following the time required for
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necessary City and state approvals as well as approval by this Court, and the

closing of the Tender, may not have the same demand in the market place.

11. Junior lien water and sewer debt has always been, and certainly

would be now, significantly more expensive than senior lien debt. Thus, it is

advantageous for DWSD to issue bonds that constitute new financing (as opposed

to refunding bonds) on a senior lien basis to keep its cost of capital as low as

possible, which will reduce the City’s debt service costs and enhance the City’s

ability to issue additional water and sewer debt in the future.

12. With respect to the Tender Offer Financing, I believe that no

bondholders would commit to purchase 2014 DWSD Revenue and Revenue

Refunding Bonds without the same lien priority and on effectively the same terms

as the Existing DWSD Bonds that are tendered. Thus, the junior lien bonds under

the Tender Offer Financing could not be issued on an unsecured basis, and the

senior lien bonds under the Tender Offer Financing could not be issued on a junior

lien or unsecured basis.

13. As part of the Settlement, Assured has agreed to provide the

Assured Policies to insure the senior lien 2014 Revenue and Revenue Refunding

Bonds and the Assured Policies will provide tangible economic benefit to DWSD.

Assured’s agreement to provide the Assured Policies is conditioned upon the
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structure of the 2014 Revenue and Revenue Refunding Bonds, including the

priorities of debt, proposed in the Motion.

I, Lee Donner, declare under penalty of perjury that the foregoing is

true and correct.

Executed on August 11, 2014

By: /s/ Lee Donner
Managing Director
First Southwest Company
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------

x
:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

DECLARATION OF NICOLETTE BATESON IN SUPPORT OF MOTION
OF THE DEBTOR FOR A FINAL ORDER PURSUANT TO

(I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902, 904, 921, 922 AND 928
(A) APPROVING POSTPETITION FINANCING AND (B) GRANTING

LIENS AND (II) BANKRUPTCY RULE 9019 APPROVING SETTLEMENT
AGREEMENT

I, Nicolette Bateson, hereby declare, under penalty of perjury pursuant

to 28 U.S.C. § 1746, as follows:

1. I am the Chief Financial Officer for the Detroit Water and

Sewerage Department, a position I have held since February, 2013. Prior to this

position, my career encompassed a variety of financial accounting and advisory

roles with both public and private entities. These roles included employment as:

(a) the Assistant City Manager, Finance Director, and Treasurer for a
city in Michigan;

(b) a visiting specialist for the State and Local Government Program
with the Michigan State University Extension Service;

(c) an audit supervisor with a national accounting firm; and
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(d) an independent financial consultant.

2. I am a certified public accountant. I hold a master's degree in

government management from Eastern Michigan University as well as a bachelor's

degree in professional accounting from the University of Michigan-Dearborn.

3. I submit this declaration in support of the Motion of the Debtor

for a Final Order Pursuant to (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902,

904, 921, 922 and 928 (A) Approving Postpetition Financing and (B) Granting

Liens and (II) Bankruptcy Rule 9019 Approving Settlement Agreement (the

"Motion").1 Except as otherwise indicated, all statements in this Declaration are (a)

based upon my personal knowledge, (b) my review of relevant documents and/or

(c) my opinion based upon my experience and knowledge of financial accounting,

municipal finances and the DWSD's operations and financial conditions. If called

to testify, I could and would testify to each of the facts set forth herein based on

such personal knowledge, review of documents and/or informed opinion.

4. In connection with the DWSD Revenue and Revenue

Refunding Financing, certain existing sureties will be cancelled and certain cash

reserves will be released, in an amount that DWSD currently estimates at

approximately $50 million. These funds will be applied in accordance with the

1 Capitalized terms used but not defined herein have the meanings given to
them in the Motion.
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applicable bond documents and applicable law as a part of the DWSD Revenue

and Revenue Refunding Financing, effectively reducing the necessary size of the

financing by the amount of released funds, net of the cost of reserve fund

compliance under the Ordinances.

5. Currently, DWSD has approximately $1.8 billion of

outstanding Senior Lien Sewer Bonds. There is an additional $945 million of

outstanding Second Lien Sewer Bonds.

6. DWSD also has approximately $1.8 billion of outstanding

Senior Lien Water Bonds, and there is an additional $629 million of outstanding

Second Lien Water Bonds.

I, Nicolette Bateson, declare under penalty of perjury that the

foregoing is true and correct.

By: /s/ Nicolette Bateson
Chief Financial Officer
Detroit Water and Sewerage Department
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UNITED STATES BANKRUPTCY COURT
EASTERN DISTRICT OF MICHIGAN

SOUTHERN DIVISION

----------------------------------------------------------

In re

CITY OF DETROIT, MICHIGAN,

Debtor.

-----------------------------------------------------

x
:
:
:
:
:
:
:
:
x

Chapter 9

Case No. 13-53846

Hon. Steven W. Rhodes

DECLARATION OF DAVID BROWNSTEIN
IN SUPPORT OF MOTION OF THE DEBTOR FOR A FINAL ORDER

PURSUANT TO (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902, 904, 921,
922 AND 928 (A) APPROVING POSTPETITION FINANCING AND (B)
GRANTING LIENS AND (II) BANKRUPTCY RULE 9019 APPROVING

SETTLEMENT AGREEMENT

I, David Brownstein, hereby declare, under penalty of perjury

pursuant to 28 U.S.C. § 1746, as follows:

1. I am the Head of Public Finance for Citigroup Global Markets

Inc. ("Citi"). Citi provides world-class products and financing solutions for

corporations, governments, and institutional and retail investors through its

underwriting, sales, trading and distribution capabilities.

2. I have over thirty years experience in public finance. In

addition to a bachelor's degree from Beloit College, I hold a number of

professional licenses from the Financial Industry Regulatory Authority.
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These include:

(a) General Securities Principal, Series 24;
(b) General Securities Representative, Series 7;
(c) Municipal Securities Principal, Series 53;
(d) Municipal Securities Representative, Series 52.

3. I am also the former chair of the Municipal Securities Division

of the Securities Industry and Financial Markets Association ("SIFMA"). For my

work in this role during the recent financial crisis, I was named a recipient of the

SIFMA 2012 Honor Roll Award.

4. I submit this declaration in support of the Motion of the Debtor

for a Final Order Pursuant to (I) 11 U.S.C. §§ 105, 364(c), 364(d)(1), 364(e), 902,

904, 921, 922 and 928 (A) Approving Postpetition Financing and (B) Granting

Liens and (II) Bankruptcy Rule 9019 Approving Settlement Agreement (the

"Motion").1 Except as otherwise indicated, all statements in this Declaration are (a)

based upon my personal knowledge, (b) my review of relevant documents and/or

(c) my opinion based upon my experience and knowledge of the capital markets,

municipal bond markets and other financial markets, and the DWSD's operations

and financial condition. If called to testify, I could and would testify to each of the

facts set forth herein based on such personal knowledge, review of documents

and/or informed opinion.

1 Capitalized terms not otherwise defined herein have the meanings given to
them in the Motion.
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5. Citigroup Global Markets Inc. (“Citi”) has been hired by

DWSD to act as senior managing underwriter for the DWSD Revenue and

Revenue Refunding. Citi and DWSD have agreed to a fee structure whereby Citi

will be paid a fee of 0.1% of the principal amount of the Tendered Bonds to act as

the dealer manager in connection with the Tender and an additional fee of 0.3 to

0.4% of the issue amount as an underwriting fee.

6. Citi’s proposed underwriter’s discount is well below market

averages for public offerings of municipal bonds on both an insured and uninsured

basis based upon data compiled by Securities Data Corporation. Citi’s tender fee

is well below fees Citi has charged on similarly situated public tender offers and

lower than the fees charged by Citi in connection with the Jefferson County

bankruptcy case.

7. Citi has advised DWSD that the effective interest rates on the

2014 DWSD Revenue and Revenue Refunding Bonds, including uninsured bonds,

will not exceed 5.75%, but will likely be lower in light of the public nature of the

offering and the bond insurance credit enhancement commitment. Such a pricing

trend is consistent with historical market norms, as publicly offered debt is almost

uniformly cheaper than privately placed debt of this type.

8. It is not customary for DWSD to issue unsecured debt. Most, if

not all, of DWSD debt is secured. Obtaining financing similar to the DWSD
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Revenue Financing on an unsecured basis would be punitively expensive.

Therefore, financing on terms similar to the DWSD Revenue Financing could not

be obtained on an unsecured basis.

9. Based on feedback from the market, obtaining DWSD Revenue

Financing on a junior lien basis, as a stand-alone transaction in the context of the

City’s chapter 9 case and the current terms of the Plan, would be challenging.

While there is, at any given time, demand in the market place for high yield debt,

the market for such debt is neither as broad nor as predictable as for highly rated

debt, and demand can decline dramatically with little advance notice in accordance

with macroeconomic factors.

10. Thus, structuring the DWSD Revenue Financing as a junior

secured financing creates risk that the offering, following the time required for

necessary City and state approvals as well as approval by this Court, and the

closing of the Tender, may not have the same demand in the market place.

I, David Brownstein, declare under penalty of perjury that the

foregoing is true and correct.

Executed on August 11, 2014

By: /s/ David Brownstein
Managing Director
Citigroup Global Markets Inc.
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Public Offering Indicative Terms

The definitive documentation governing the DWSD Revenue and Revenue Refunding
Financing shall provide generally for the following terms:

Public Bond Issuer Michigan Finance Authority (the "MFA")

Obligor Detroit Water and Sewerage Department ("DWSD")

Purchaser of
Obligor Bonds

MFA

Offering Method Public Offering

Maximum Par $5.5 Billion

Uses of Proceeds

The proceeds of the 2014 publicly offered bonds will be used to (i) purchase
DWSD bonds tendered and accepted for purchase in the Tender Offer, (ii)
refund certain other DWSD bonds, (iii) fund new money capital
improvements of the sewage disposal system, (iv) fund required reserves,
and (v) pay costs of issuance and other expenses.

Maturities

The bonds will mature at varying dates not later than 30 years from the date
of issuance. The weighted average maturity of the 2014 bonds issued to
fund the purchase of tendered bonds and to refund bonds is not expected to
be materially longer or shorter than the weighted average maturity of such
tendered and repurchased and refunded bonds.

Bond Insurance
A portion of the bonds will be insured by bond insurance policies provided
by Assured Guaranty and potentially additional bond insurers.

Interest Rates
The bonds will bear interest at fixed rates of interest determined at the time
of pricing.

Maximum Interest
Rate

The bonds will bear interest rate coupons at rates less than or equal to
5.75%, including on uninsured bonds.

Reserve Funds

In connection with the issuance of the bonds, DWSD will fund debt service
reserve funds at levels that meet the levels required by DWSD’s bond
indenture. A portion of this requirement is expected to be met by the
provision of debt service reserve Surety policies provided by Assured on
terms and conditions set forth in the Assured Insurance Commitment Term
Sheet and potentially additional bond insurers.
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Anticipated Pricing
Date

August 26, 2014

Anticipated Sale
Date

August 27, 2014

Anticipated
Settlement Date

September 4, 2014
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as of August 11, 2014

Citibank, N.A. (“Citi”) is providing the information contained in this document for discussion purposes only in anticipation of serving solely
as a purchaser of the Notes referenced herein. The primary role of Citi, as a purchaser, is to purchase the Notes as an investor, in an arm’s-
length commercial transaction either between the Obligor and Citi or among MFA, the Obligor and Citi. Citi has financial and other interests
that differ from those of the Issuer and of the Obligor. Citi is not acting as a municipal advisor, financial advisor or fiduciary to either the
Issuer or the Obligor or any other person or entity. The information provided is not intended to be and should not be construed as “advice”
within the meaning of Section 15B of the Securities Exchange Act of 1934. The Issuer and the Obligor should each consult with its own
financial and/or municipal, legal, accounting, tax and other advisors, as applicable, to the extent it deems appropriate. The Issuer and the
Obligor should each consider whether to engage an advisor to act in a fiduciary capacity on its behalf in connection with this transaction.

DETROIT WATER AND SEWER DEPARTMENT
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Detroit Water and Sewerage Department
Direct Purchase of Floating Rate Notes

Preliminary Terms and Conditions

Note: This Proposal constitutes a brief summary of certain, but not all, transaction terms and conditions for discussion purposes
only. The summary that follows is subject to credit approval and does not constitute an offer or commitment.

I. Summary of Transaction
Parties

Issuer Michigan Finance Authority (“MFA”) or City of Detroit (the “City”), through its Detroit
Water and Sewerage Department (“DWSD” or “the Obligor”)

Obligor
(if MFA is Issuer)

Detroit Water and Sewerage Department

Purchasers Citibank, N.A. and other financial institutions to be determined

Contacts David M. Brownstein
Vice President, Citibank

david.m.brownstein@citi.com (212) 723-5570

Mike Leffler
Vice President, Citibank

mike.leffler@citi.com (212)723-4453

390 Greenwich St., 2nd Floor (212)723-8642 fax

New York, NY 10013

Purpose Proceeds of the Floating Rate Note Facility (“Notes”) to be used to (i) to provide financing
for the tender and current refunding of certain outstanding DWSD bonds and an amount
not to exceed $190 million new money sewer bonds and (ii) fund certain expenses, required
reserves and costs of issuance associated with the Notes. (collectively, the “2014 DWSD
Refinancing Bonds”)

Facility Description Agreement by the Purchasers to purchase the Notes, up to the Maximum Par Amount as
described below, in one or more series or subseries from the MFA or DWSD. The Notes
shall be issued as DTC-eligible securities with CUSIPs.

Security The Notes will be structured on parity with outstanding indebtedness to be refunded under
the DWSD Ordinances relating to the sewage disposal system bonds and the water supply
system bonds (collectively referred to herein as the “Ordinance”) to the maximum extent of
capacity under the applicable ABT test and the remainder on a TBD subordinate basis.

Credit Approval Subject to Credit Approval, Senior Business and Risk Approval, including approval of final
documentation

Proposal Expiration
Date

This term sheet shall expire on September 30, 2014 unless accepted and closing occurs
within 90 days hereof.

II. General Facility Features
Delivery Date Not later than 90 days from the date of this Proposal.

Maturity Date Up to 30 years following the Delivery Date of the Notes.

Amortization Proportionate to amortization on the proposed refunding bonds.

Maximum Par Amount Up to $5.5 billion to be purchased on the Delivery Date. Citi will serve as lead
arranger and in such capacity, will agree to purchase up to $1.0 billion of the Notes,
with the remainder to be syndicated.

Payment Frequency Interest payments monthly on the first business day of the month; principal
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payments to be made annually

Day Count Actual/360

Interest Rate Calculation Monthly; the interest rate on the Notes (“Note Interest Rate”) will equal the 1 Month
LIBOR Index plus a Margin no greater than the rates set forth below..

Margin Ratings (M/S/F) Margin

A3/A-/A- or higher 3.50%
Baa1/BBB+/BBB+ 3.75%

Baa2/BBB/BBB or lower (or no rating) 4.00%
Margin will be determined, on a series by series basis, by the highest two of three
ratings then in place for parity indebtedness of the Obligor.

The Margin will be adjusted by the following increments depending on the amount
of time the Notes have been outstanding from the Delivery Date:

Months from Delivery Date Increase to Margin

0-3 0.00%
3-6 2.00%

6-12 4.00%

12-Maturity
the Margin, irrespective of Ratings at
the time will be 10%

Upon the occurrence of an Event of Default, 10.00% (“Event of Default
Margin”)

Maximum Rate The Maximum Note Interest Rate shall be the lesser of i) 25% or ii) the maximum rate
permitted by law. Excess interest shall be subject to recapture pursuant to a
standard clawback provision.

Optional Redemption
Provisions

The Notes shall be subject to optional redemption on any business day, in whole or
in part, with no penalty upon at least 10 days’ prior notice.

III. Extraordinary Margin Adjustment Provisions
Extraordinary Margin
Adjustment Events

i. The long term rating, if any, of the Notes, the 2014 DWSD Refinancing Bonds
or any other indebtedness issued pursuant to the Ordinance on or after the
Delivery Date of the Notes, is reduced to or below BB or BB by either S&P or
Fitch, respectively, or any of the ratings of any indebtedness (excluding the
Notes) issued pursuant to the Ordinance is withdrawn or suspended for any
reason; provided that this provision will not take effect until the earlier of
(A) the date that DWSD has obtained ratings from S&P and Fitch and (B) the
date which is seven months after the Delivery Date of the Notes.

ii. Covenant default or failure to comply with other covenants under any
Related Documents. For purposes herein, the term “Related Documents”
shall mean documentation associated with any outstanding indebtedness,
derivative transaction or any guaranty on any indebtedness or derivative
transaction.

Upon the occurrence of an Extraordinary Margin Adjustment Event, the Margin will
be adjusted to 10.00%.
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IV. Events of Default
Customary for facilities of this nature, including, but not limited to:

a) The occurrence or existence of an event, default, event of default (other
than a payment default) or other similar condition by the Obligor under any
loan, credit facility, swap, hedge, or derivative which has resulted in such
obligation becoming, or becoming capable at such time of being declared,
due and payable under such agreement or instrument (or in the case of a
swap, hedge or derivative, results in such agreement being terminated early
or being capable of being terminated early);

b) The occurrence or existence of a default by the Obligor in making one or
more payments on the due date thereof under the Notes or any other
obligation of the Obligor other than the Notes (including any loan, credit
facility, swap, hedge or derivative), provided that any applicable grace
period shall not apply;

c) Failure to perform or observe any term, covenant or agreement contained
within the Agreement not covered in a) or b) above; subject to any
applicable grace period;

d) At any time after the City’s plan of adjustment shall have become effective
or in the event the City’s current pending bankruptcy case is dismissed, a
bankruptcy or insolvency of the City or moratorium of payment of debt of
the City or DWSD;

e) Any judgment for the payment of money in an amount equal to or greater
than $20,000,000 shall be rendered against the Obligor;

f) Representations or warranties are inaccurate or incomplete in any material
respect;

g) Invalidity or unenforceability of the Notes or any related documents or the
Obligor’s obligations thereunder or the Obligor contests or denies any such
obligations;

h) Occurrence of any event or change which separately or in the aggregate
with other events results in or could reasonably be expected to result in a
material adverse change, as determined by the Purchasers;

i) Withdrawal or suspension of the rating on any obligations of the Obligor by
either Moody’s or S&P or Fitch (if applicable).

Upon the occurrence of an Event of Default, the Notes shall be immediately due and
payable, and the applicable Margin shall be the Event of Default Margin.

V. Additional Requirements/Conditions
Calculation Agent The Obligor may be required to hire a Calculation Agent in order to calculate the rate

of interest on the Notes.

Reporting Requirements The Issuer/Obligor shall furnish to the Purchasers information reasonable and typical
for this type of transaction.

Ratings Initially, no ratings are required for the Notes; however, if the Notes are outstanding
for a period of six months after the Delivery Date, DWSD (and MFA, if applicable) will
each use its best efforts to obtain one or more long-term ratings on the Notes from
two or more rating agencies, as specified by the Purchasers and acceptable to DWSD
and MFA (if applicable.)

Other Covenants Those customary for transactions of this nature, including, but not limited to:
a) Incorporation of covenants from related financing documents;
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b) Continued existence; however, the Purchasers are willing to agree to (i) the
substitution of DWSD as Obligor on the Notes with a newly created regional
water or water and sewer authority (the “Substitution”) or (ii) accept new
notes issued in exchange for the Notes (the “Exchange”) from such newly
created regional water or water and sewer authority (the New “RA”),
provided that in connection with any such Substitution or Exchange, (A) no
material modifications to the source of payment and security for the Notes
or any outstanding DWSD bonds will be made, (B) there shall be delivered to
the Purchasers an opinion of tax counsel as to the tax exempt status of
interest on the Notes (if applicable) and any outstanding DWSD bonds (if
applicable), (C) immediately after such Substitution or Exchange, the City
could issue at least $1 of additional new money DWSD bonds in compliance
with the additional bonds test set forth in the applicable bond documents
and (D) ratings confirmation from any rating agency then rating the Notes or
any DWSD bonds;

c) Maintenance of trustee, paying agent, registrar (Purchaser approval of any
subsequent substitution);

d) Maintenance of ratings at all times;
e) Standard yield protection, withholding and tax indemnification;
f) Information reporting, access to records and further assurance;
g) Limitation on documentation amendments (Purchaser approval of relevant

documents)
h) No additional indebtedness shall be incurred without consent of the

Purchasers
i) No debt may be redeemed other than by regularly scheduled payment prior

to the repayment of the Notes
j) At the time of closing, delivery to the Purchasers of an opinion or opinions

from counsel to the Obligor to the effect that (i) one or more Preliminary
Official Statements posted with respect to the Sewage Disposal System
Revenue Refunding Bonds and Water Supply System Revenue Refunding
Bonds to be issued to provide financing for the tender and current
refunding of certain outstanding DWSD bonds (the “Preliminary Official
Statements”) comply in all material respects with all applicable
requirements of the federal securities laws and (ii) either (A) each
Preliminary Official Statement does not, as of its date, contain any untrue
statement of a material fact or omit to state any material fact required to be
stated therein or necessary in order to make the statements made therein,
in light of the circumstances under which they were made, not misleading
or (B), in the event that no Preliminary Official Statement has been posted,
the Invitations to Tender Bonds, as well as the Questions and Answers, the
Disclosure Statements, the Letter from the City and the Bondholder’s
Instructions attached thereto, each dated August 7, 2014, with respect to
certain outstanding DWSD bonds, did not, as of the date thereof, contain
any untrue statement of a material fact or omit to state any material fact
required to be stated therein or necessary in order to make the statements
made therein, in light of the circumstances under which they were made,
not misleading; such opinion(s) to be subject to customary exceptions and
shall be satisfactory in form and in substance to the Purchasers and their
counsel.

Other Conditions The Bankruptcy Court shall have entered an order, in form and substance reasonably
acceptable to the Purchasers and their counsel, which order shall not have been stayed
or enjoined in any way (including being stayed pending appeal):

1. approving the issuance of the Notes, the 2014 DWSD Refinancing Bonds, any 2014
DWSD Refinancing Bonds Insurance Policies and any 2014 DWSD Financing Bonds
Surety Policies pursuant to sections 364(c), 364(d) and 364(e) of the Bankruptcy Code
and finding that the pledge of DWSD revenues as security for the Notes and such 2014
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DWSD Refinancing Bonds constitutes a “lien” on “pledged special revenues” as
contemplated by sections 101(37), 902(2), 922(d) and 928 of the Bankruptcy Code; and

2. approving the following compromise wih respect to DWSD’s GRS pension
contributions set forth in the City’s Plan of Adjustment: (a) DWSD shall pay as
operation and maintenance expenses, to be allocated between the Sewage Disposal
System and the Water Supply System, no more than the sum of (i) $24 million per
annum; and (ii) DWSD’s allocable share of its annual “defined contribution” payments
related to the DWSD employees; and (b) DWSD shall pay the difference between the
annual allocation of the Plan GRS Pension Contributions provided in the City’s
amended Plan of Adjustment and $24 million from a “pension liability payment fund”
that is funded after payments required to be made into the SRF Junior Lien Bond and
Interest Redemption Fund established under the bond documents and on a
subordinated basis to the 2014 DWSD Refinancing Bonds and Senior, Second Lien and
SRF Junior Lien DWSD bonds.

Parity Covenant Provision Each Purchaser shall be entitled to all covenants provided to creditors on parity
obligations so that it shall never be deemed to have fallen to a subordinate security
position.

Assignment, Participation,
Pledging, and Transfer

Each Purchaser shall retain the right, on or before the Delivery Date or at any point
thereafter, without the consent of the Issuer or the Obligor, to assign, pledge as
security, participate or transfer the Notes to (i) any entity which is related to any
such Purchaser or (ii) to any special purpose entity which issues certificates
representing a beneficial interest in the Notes for an aggregate price that is not in
excess of the stated amount of the Notes and solely to entities which are Qualified
Institutional Buyers or (iii) to any entity qualified, in the judgment of such Purchaser,
to purchase the Notes.

Governing Law The Note Purchase Agreement and Supplemental Agreement shall be deemed to be
a contract under, and together with any disputes or controversies arising out of or
relating to such agreements, shall be governed by, and construed and interpreted in
accordance with the laws of the State of New York, without reference to its choice-
of-law rules other than New York General Obligations Law Section 5-1401 (or any
successor statute); provided that the obligations, legal authority and capacity of the
MFA, the City and DWSD shall be governed by and construed in accordance with the
laws of the State of Michigan.

Waiver of Jury Trial MFA and DWSD, to the extent permitted by law, and the Purchasers will knowingly,
voluntarily and intentionally waive any rights they may have to a trial by jury in
respect to any litigation (whether as claim, counter-claim, affirmative defense or
otherwise) based on, arising out of, under or in connection with the Notes, the Note
Purchase and Supplemental Agreement and the transactions contemplated hereby
or actions of MFA, DWSD or the Purchasers relating to the Note Purchase and
Supplemental Agreement, the Notes or the transactions contemplated thereby.

Consent Rights Each Purchaser shall have full independent consent rights to any and all
modifications to the Transaction Documents, regardless of whether or not the
Purchaser is a minority participant or the sole Note holder.

Sovereign Immunity Neither MFA nor the Obligor shall be entitled to claim the defense of sovereign
immunity or statutory immunity in any action appropriately asserted in accordance
with the Court of Claims Act, MCL 600-6401 et seq. and arising out of their respective
obligations as set forth in the Notes or the Note Purchase and Supplemental
Agreement.

Documentation The Notes will be subject to the preparation, execution and delivery of mutually
acceptable documentation, which will contain conditions precedent, representations
and warranties, covenants, events of default and other provisions customary for
facilities of this nature and as determined by the Purchasers, including, but not
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limited to those terms and conditions contained herein.

At a minimum, such documentation shall include one or more Supplemental
Ordinances, one or more Note Purchase and Supplemental Agreements all
acceptable in form and substance to the Purchasers and their counsel, and Due
Issuance Opinion, Enforceability Opinion and Bankruptcy Opinion, all acceptable in
form and substance to the Purchasers and their counsel.

EMMA and Rating Agency
Disclosure

Immediately following the Delivery Date, Citi shall deliver to the Issuer and Obligor
the executed Note Purchase and Supplemental Agreement(s). Within 30 days of the
Delivery Date, the Obligor shall cause such Agreement(s) to be posted on the MSRB’s
EMMA site.

Change in Law/Increased
Costs

If any Purchaser determines that the adoption or implementation of, or any change
in, any law, rule, treaty, regulation, policy, guideline, supervisory standard or
directive, or any change in the interpretation, implementation or administration
thereof shall i) change the basis of taxation of payments to such Purchaser, ii)
impose, modify or deem applicable any capital reserve, liquidity, special deposit,
insurance premium, fee, financial charge, monetary burden or similar requirement in
connection with the purchase of the Notes or iii) impose on such Purchaser any other
condition, expense or cost regarding the Note Purchase and Supplemental
Agreement, and the result shall be to increase the cost to such Purchaser of
purchasing or holding the Notes or complying with any term of the Note Purchase an
Supplemental Agreement or to reduce the amount of any sum received or receivable
by the Purchaser hereunder, then, upon demand by such Purchaser, the Obligor shall
pay such additional amount or amounts as will compensate such Purchaser for such
increased costs or reductions in amount.

Legal Fees/Expenses Reasonable legal fees and expenses shall be due and payable to Citi or directly to its
counsel, regardless of whether the transaction is successfully closed

Legal Counsel Debbie Sinclair Ruskin
Partner, Kutak Rock LLP

1101 Connecticut Avenue, N.W.
Suite 1000 (202) 828-2438

Washington, DC 20036-4374 (202) 828-2488 fax

debbie.ruskin@kutakrock.com

Paul Smith
Partner, Kutak Rock LLP

303 Peachtree St., Ste. 2750 (404) 222-4619

Atlanta, GA 30308

paul.smith@kutakrock.com

Purchaser Fees/Expenses All Fees and Expenses incurred in the issuance of the Notes (CUSIP, etc.) shall be paid
by the Obligor on or before the Delivery Date.
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This presentation has been prepared by individual personnel of Citigroup Global Markets Inc., Citigroup Global Markets Limited or their
subsidiaries or affiliates (collectively, “Citi”). Such employees are not research analysts and are not subject to SEC or FSA rules designed to
promote the independence of research and research analysts and accordingly may receive compensation related to securities or products to which
these materials relate. These materials may contain general market commentary and excerpts of research; however they are not intended to
constitute investment research, a research recommendation, research analysis or a research report for purposes of such rules.

In connection with any proposed transaction, Citi will be acting solely as a principal and not as your agent, advisor, account manager or
fiduciary. Citi has not assumed a fiduciary responsibility with respect to the proposed transaction, and nothing in this or in any prior
relationship between you and Citi will be deemed to create an advisory, fiduciary or agency relationship between us in respect of a
proposed transaction. You should consider carefully whether you would like to engage an independent advisor to represent or otherwise
advise you in connection with any proposed transaction, if you have not already done so.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written
agreements. This presentation is not a commitment to lend, syndicate a financing, underwrite or purchase securities, or commit capital nor does it
obligate us to enter into such a commitment. By accepting this presentation, subject to applicable law or regulation, you agree to keep confidential
the existence of and proposed terms for any contemplated transaction.

The provision of information in this presentation is not based on your individual circumstances and should not be relied upon as an assessment of
suitability for you of a particular product or transaction. Even if Citi possesses information as to your objectives in relation to any transaction,
series of transactions or trading strategy, this will not be deemed sufficient for any assessment of suitability for you of any transaction, series of
transactions or trading strategy.

This presentation is provided for information purposes and is intended for your use only. Except in those jurisdictions where it is impermissible to
make such a statement, Citi hereby informs you that this presentation should not be considered as an offer to sell or the solicitation of an offer to
purchase any securities or other financial products. This presentation does not constitute investment advice and does not purport to identify all
risks or material considerations which should be considered when undertaking a transaction. Citi makes no recommendation as to the suitability of
any of the products or transactions mentioned. Any trading or investment decisions you take are in reliance on your own analysis and judgment
and/or that of your advisors and not in reliance on us.

Certain transactions, including those involving swaps and options, give rise to substantial risk including the potential loss of the principal amount
invested, and are not suitable for all investors. Citi does not provide investment, accounting, tax, financial or legal advice; however, you should be
aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your
independent advisors. Therefore, prior to entering into any transaction, you should determine, without reliance on Citi, the economic risks or
merits, as well as the legal, tax and accounting characteristics and consequences of the transaction and that you are able to assume these risks. By
acceptance of these materials, you and Citi hereby agree that from the commencement of discussions with respect to any transaction, and
notwithstanding any other provision in this presentation, Citi hereby confirms that no participant in any transaction shall be limited from
disclosing the U.S. tax treatment or U.S. tax structure of such transaction.

This presentation is not intended to forecast or predict future events. Past performance is not a guarantee or indication of future results. Any
estimates and opinions included herein constitute Citi’s judgment as of the date hereof and are subject to change without any notice. This
presentation may contain "forward-looking" information. Such information may include, but not be limited to, projections, forecasts or estimates
of cash flows, yields or return, scenario analyses and proposed or expected portfolio composition. Any forward-looking information is based upon
certain assumptions about future events or conditions and is intended only to illustrate hypothetical results under those assumptions (not all of
which are specified herein or can be ascertained at this time). It does not represent actual termination or unwind prices that may be available to
you. Actual events or conditions are unlikely to be consistent with, and may differ significantly from, those assumed. Illustrative performance
results may be based on mathematical models that calculate those results by using inputs that are based on assumptions about a variety of future
conditions and events and not all relevant events or conditions may have been considered in developing such assumptions. Accordingly, actual
results may vary and the variations may be substantial. The products or securities identified in any of the illustrative calculations presented herein
may therefore not perform as described and actual performance may differ, and may differ substantially, from those illustrated in this material.
When evaluating any forward looking information you should understand the assumptions used and, together with your independent advisors,
consider whether they are appropriate for your purposes.

Any securities or other financial products described herein may be subject to fluctuations of their mark-to market price or value. Such fluctuations
may be substantial, depending on the type of securities or other financial products and the financial environment. In addition certain securities
described in the presentation may provide for payments linked to or derived from prices or yields of one or more securities or other instruments or
foreign currencies, and such provisions may result in negative fluctuations in the value of and the amounts payable with respect to such securities
prior to or at redemption. You should consider the implication of such fluctuation with your independent accounting, tax and risk advisors.

Citi shall have no liability to you, the user or to third parties, for the quality, accuracy, timeliness, continued availability or completeness of the
data nor for any special, direct, indirect, incidental or consequential loss or damage which may be experienced because of the use of the
information in this presentation or otherwise arising in connection with this presentation, provided that this exclusion of liability shall not exclude
or limit any liability under any law or regulation applicable to Citi that may not be excluded or restricted. These materials are intended for
distribution solely to customers of Citi in jurisdictions where such distribution is permitted. The information contained herein is proprietary
information of Citi and may not be reproduced or otherwise disseminated in whole or in part without Citi’s prior written consent.

Citi often acts as (i) a market maker; (ii) an issuer of financial instruments and other products; and (iii) trades as principal in many different
financial instruments and other products, and can be expected to perform or seek to perform investment banking and other services for the issuer
of such financial instruments or other products. The author of this presentation may have discussed the information contained herein with others
within or outside Citi and the author and/or such other Citi personnel may have already acted on the basis of this information (including by trading
for Citi's proprietary accounts or communicating the information contained herein to other customers of Citi). Citi, Citi's personnel (including
those with whom the author may have consulted in the preparation of this presentation), and other customers of Citi may be long or short the
financial instruments or other products referred to in this presentation, may have acquired such positions at prices and market conditions that are
no longer available, and may have interests different from or adverse to your interests.
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Citi is required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with Citi.
Citi will ask for your complete name, street address, and taxpayer ID number. Citi may also request corporate formation documents, or other
forms of identification, to verify information provided.

Although Citibank, N.A. (together with its subsidiaries and branches worldwide, "Citibank") is an affiliate of Citi, you should be aware that none
of the financial instruments or other products mentioned in this presentation (unless expressly stated otherwise) are (i) insured by the Federal
Deposit Insurance Corporation or any other governmental authority, or (ii) deposits or other obligations of, or guaranteed by,Citibank or any other
insured depository institution.

IRS Circular 230 Disclosure: Citi and its employees are not in the business of providing, and do not provide, tax or legal advice to any taxpayer
outside of Citi. Any statements in this presentation regarding tax matters were not intended or written to be used, and cannot be used or relied
upon, by any taxpayer for the purpose of avoiding tax penalties. Any such taxpayer should seek advice based on the taxpayer’s particular
circumstances from an independent tax advisor.

© 2012 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Arc Design are trademarks and service marks of Citigroup Inc.
or its affiliates and are used and registered throughout the world.
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Term Sheet of the Assured Insurance Commitment (subject to conditions herein)1

This Term Sheet of the Assured Insurance Commitment is provided in the context of settlement
discussions between Assured Guaranty Municipal Corp. and its affiliates (collectively,
“Assured”), the City of Detroit, Michigan (the “City”) and the Detroit Water and Sewerage
Department (the “DWSD”). It is therefore protected from any use or disclosure by any party or
person pursuant to the privilege for confidential mediation communications and Federal Rule of
Evidence 408 and any other federal or state statute, rule or policy of similar import. This Term
Sheet is for discussion purposes only and does not constitute an offer or other binding obligation
of any party, including Assured, the City or the DWSD. No party shall be bound by the terms or
conditions of this Term Sheet or the terms of the transactions contemplated herein. Any
settlement is entirely contingent upon the completion of due diligence, the negotiation and
execution of definitive documentation and satisfaction or waiver of all conditions contained in
the definitive documentation.

Overview of Assured Insurance Commitment

1. Assured will commit to insure senior lien DWSD Sewage Disposal System
Revenue Refunding Bonds (the “2014 Sewer Refinancing Bonds”) in a principal
amount not less than the principal amount of the outstanding Assured-insured
senior lien DWSD Sewage Disposal System Revenue and Revenue Refunding
Bonds tendered and refunded in conjunction with the tender offer contemplated
by the draft Disclosure Statement Relating to Invitation to Tender Bonds
$2,750,800,000, City of Detroit Michigan, Detroit Water and Sewerage
Department Sewage Disposal System Bonds Consisting of $1,805,620,000
Revenue and Revenue Refunding Senior Lien Bonds and $945,180,000 Revenue
Refunding Second Lien Bonds (the “Sewer Tender Offer”).

2. Assured will commit to insure senior lien DWSD Water Supply System Revenue
Refunding Bonds (the “2014 Water Refinancing Bonds,” and, together with the
2014 Sewer Refinancing Bonds, the “2014 DWSD Refinancing Bonds”)2 in a
principal amount not less than the principal amount of the outstanding Assured-
insured senior lien DWSD Water Supply System Revenue and Revenue
Refunding Bonds tendered and refunded in conjunction with the tender offer
contemplated by the draft Disclosure Statement Relating to Invitation to Tender
Bonds $2,433,140,000, City of Detroit Michigan, Detroit Water and Sewerage

1 All capitalized terms used by not defined herein shall have the meanings ascribed to them in
the Corrected Fifth Amended Plan for the Adjustment of Debts of the City of Detroit (July
29, 2014) [Docket No. 6379] (the “Plan”).

2 Issuance by Michigan Finance Authority is preferred.
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Department Water Supply System Bonds Consisting of $1,803,904,000 Revenue
Refunding Senior Lien Bonds and $629,200,000 Revenue Refunding Second Lien
Bonds (the “Water Tender Offer,” and, together with the Sewer Tender Offer, the
“Tender Offer”).

3. Additionally, Assured will commit to insure senior lien 2014 Sewer Refinancing
Bonds in an amount not less than the principal amount of the outstanding
Assured-insured junior lien Sewage Disposal System Revenue and Revenue
Refunding Bonds and Water Supply System Revenue and Revenue Refunding
Bonds tendered or refunded in conjunction with the Tender Offer (the insurance
policies to be issued pursuant to Paragraphs 1, 2 and 3 herein, the “2014 DWSD
Refinancing Bonds Insurance Policies”).

4. The debt structure of the 2014 DWSD Refinancing Bonds insured by Assured
shall not result in a weighted average maturity materially shorter or longer than
the weighted average maturity of the Assured-insured or Berkshire Hathaway
Assurance Company-insured DWSD Bonds that are tendered and refunded
through the Tender Offer (it being understood that a change of less than six
months would not be a material change as contemplated by this Paragraph 4).
The insurance premium will be (i) 1.20% of total debt service on insured bonds
that have been assigned an unenhanced rating of at least “BBB-” by S&P; or
(ii) 1.80% of total debt service on insured bonds that have been assigned an
unenhanced rating of at least “BB” by S&P, payable up front upon delivery of the
policy.

5. Assured will agree to deliver debt service reserve fund (“DSRF”) surety insurance
policies (the “2014 DWSD Refinancing Bonds Surety Policies”) as to reserve
accounts that secure exclusively the Assured-insured 2014 DWSD Refinancing
Bonds in a principal amount equal to the DSRF requirement (subject to a limit of
$70 million of additional surety coverage). The coverage available as to each
surety shall amortize ratably with the amortization of the series of 2014 DWSD
Refinancing Bonds that it secures and shall also be reduced proportionately to the
extent the series of 2014 DWSD Refinancing Bonds so secured by the DSRF
policy is defeased or redeemed prior to schedule amortization. Subject to the next
sentence, Assured will charge as a premium for each 2014 DWSD Refinancing
Bonds Surety Policy 15% of the initial face amount of any DSRF surety, payable
upon delivery. With respect to any 2014 DWSD Refinancing Bonds Surety
Policy for a DSRF with respect to any Assured-insured 2014 DWSD Refinancing
Bonds the proceeds of which are applied to the payment of the tender price or
refunding of DWSD Bonds insured by Berkshire Hathaway Assurance Company
or its affiliates (any such bonds tendered, “Berkshire Bonds”), Assured's premium
will be reduced from 15% by .75% for each $50 million of Berkshire Bonds that
are tendered/refunded subject to a floor of 10%. Therefore, if at least $50 million
but less than $100 million of Berkshire Bonds are tendered the Assured surety
premium will be 14.25%; if at least $100 million but less than $150 million of
Berkshire Bonds are tendered, the Assured surety premium will be 13.50%; if at
least $150 million but less than $200 million of Berkshire Bonds are tendered, the
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Assured surety premium will be 12.75%; if at least $200 million but less than
$250 million of Berkshire Bonds are tendered, the Assured DSRF surety premium
will be 12%; if at least $250 million but less than $300 million of Berkshire
Bonds are tendered, the Assured surety premium will be 11.25%; if at least $300
million but less than $350 million of Berkshire Bonds are tendered, the Assured
surety premium will be 10.50%; and if at least $350 million of Berkshire Bonds
are tendered, the Assured surety premium will be 10.00%. In no event shall the
premium for any 2014 DWSD Refinancing Bonds Surety Policy be less than 10%
of the original face amount of the surety.

6. The Commitment shall expire on the earlier of the closing date of the issuance of
the 2014 DWSD Refinancing Bonds (the “Closing Date”) or September 30, 2014.

Standard Conditions for Assured to Insure Refunding Bonds

7. The Assured insurer provisions incorporated into the Bond Documents related to
the existing Assured-insured senior lien DWSD Bonds shall also be included in
the Bond Documents related to the 2014 DWSD Refinancing Bonds. For clarity
of reference, these provisions relate to insurer remedy control, amendment and
other consent rights and the mechanics for a draw upon the applicable sureties and
policies. In addition, the DSRF surety provisions in the bond security agreement
and the reimbursement agreement will be in form and substance the same as the
DSRF surety reimbursement agreements currently in place at the senior sewer lien
level.

8. All provisions for the issuance of the 2014 DWSD Refinancing Bonds shall be
fully met, including in particular the refunding bond issuance test contained in the
existing DWSD Bond Documents. For purposes of determining “Annual Debt
Service” and whether the “Required Coverage Requirement” has been met with
respect to the issuance of the 2014 DWSD Refinancing Bonds, all calculations
shall include supporting schedules that incorporate the proposed DWSD new
money sewer financing of 2014 contemplated by the Michigan Department of
Treasury, Michigan Finance Authority (on behalf of the City of Detroit and
Detroit Water and Sewerage Department) Request for Proposal for Underwriting
Services, dated as of March 12, 2014.

9. All required approvals for the issuance of the 2014 DWSD Refinancing Bonds
shall be obtained, which in all events will include approval of the Michigan State
Treasurer and the Emergency Manager.

Additional Conditions for Assured to Insure 2014 DWSD Refinancing Bonds

10. Before release of formal insurer commitments, Assured shall have participated in
a diligence meeting/call/briefing in which the City and the DWSD shall have
confirmed that the status quo as to the membership of the contractual
participants/customers in the respective systems is not expected to change.
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11. The Bankruptcy Court shall have entered an order in form and substance
reasonably acceptable to Assured, which order shall not have been stayed or
enjoined in any way (including being stayed pending appeal):

a. approving the issuance of the 2014 DWSD Refinancing Bonds,
2014 DWSD Refinancing Bonds Insurance Policies and 2014
DWSD Refinancing Bonds Surety Policies pursuant to sections
364(c), 364(d) and 364(e) of the Bankruptcy Code and finding that
the pledge of DWSD revenues as security for such 2014 DWSD
Refinancing Bonds constitutes a “lien” on “pledged special
revenues” as contemplated by sections 101(37), 902(2), 922(d)
and 928 of the Bankruptcy Code; and

b. approving the following compromise with respect to DWSD’s
GRS pension contributions set forth in the Plan: (i) DWSD shall
pay as operation and maintenance expenses, to be allocated
between the Sewage Disposal System and the Water Supply
System, no more than the sum of (a) $24 million per annum; and
(b) DWSD’s allocable share of its annual “defined contribution”
payments related to the DWSD employees; and (ii) DWSD shall
pay the difference between the annual allocation of the Plan GRS
Pension Contributions provided in the amended Plan of
Adjustment and $24 million from a “pension liability payment
fund” that is funded after payments required to be made into the
SRF Junior Lien Bond and Interest Redemption Fund established
under the Bond Documents and on a subordinated basis to the
2014 DWSD Refinancing Bonds and Senior and Second Lien
DWSD Bonds. For clarity’s sake, the parties agree that this
settlement shall not be considered “impairment” of the DWSD
Bonds as referenced in Paragraph 13 below.

12. Prior to the Closing Date, all bonds that are secured by first or second liens on
pledged revenues of either the DWSD Water Supply System or the DWSD
Sewage Disposal System (including the 2014 DWSD Refinancing Bonds) shall be
structured to receive underlying ratings of investment grade, but in any event shall
receive underlying ratings by S&P of no lower than “BB”.

13. The City shall have amended its plan of adjustment (the “Plan”) on the Settlement
Date (but before the closing) through an amendment in form and substance
reasonably acceptable to Assured, which shall remove in all respects the
impairment of interest rates and call protection proposed by the Plan in respect of
all the existing DWSD Bonds and reclassify such existing DWSD Bonds as
“unimpaired” under the Plan.

14. Following the filing of the City’s amended Plan, the City shall not thereafter
amend, supplement or otherwise modify the Plan, or participate in, support or
acquiesce to any such amendment, supplement or modification (including any
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motion for an order seeking such amendment, supplement or modification) of the
Plan, that would affect the treatment of the existing DWSD Bonds or 2014
DWSD Refinancing Bonds, the 2014 DWSD Refinancing Bonds Insurance
Policies or the 2014 DWSD Refinancing Bonds Surety Policies in any manner.

15. The 2014 DWSD Refinancing Bonds shall include a provision providing for an
extraordinary optional redemption by the City, at the City’s option, at par plus
accrued interest upon the occurrence of a chapter 9 filing by the City.

16. The Bond Documents relating to the 2014 DWSD Refinancing Bonds or any
additional DWSD Bonds shall not permit accelerated amortization of the 2014
DWSD Refinancing Bonds unless, after giving effect to the payment of the
accelerated amortization amount, the City could issue at least $1 of additional
new money DWSD Bonds in compliance with the additional bonds test set forth
in the applicable Bond Documents. Net periodic payments under an interest rate
swap arrangement may be on parity, but accelerated amortization of bank bonds
and termination payments as to any derivative shall be subordinate.

17. DWSD shall reimburse Assured for $3 million of Assured’s DWSD-related
bankruptcy fees, costs and expenses provided, however, in the event that the City
agrees, other than solely as a result of a court order or an arbitration award (i) to
pay any of the DWSD Objecting Parties other than the DWSD Trustee an amount
in excess of $3 million for DWSD-related bankruptcy fees, costs and expenses, or
(ii) with respect to the DWSD Trustee, to establish a floor for DWSD-related
bankruptcy fees, costs and expenses in excess of $3 million, then DWSD shall be
required to pay to Assured $3 million plus such amount that is the greatest amount
paid to any DWSD Objecting Party in excess of $3 million.

18. The City and DWSD through the (a) Invitation to Tender Bonds in the Aggregate
Principal Amount of $2,750,800,000 City of Detroit, Michigan Detroit Water and
Sewerage Department Sewage Disposal System Bonds and (b) Invitation to
Tender Bonds in the Aggregate Principal Amount of $2,433,140,000 City of
Detroit, Michigan Detroit Water and Sewerage Department Water Supply System
Bonds shall target DWSD Bonds for tender solicitation by offering a tender price
above the Citibank current market evaluation at par.

19. The terms of the 2014 DWSD Refinancing Bonds shall not provide for any
extension of final maturity date or weighted average life relative to the existing
Assured-insured DWSD Bonds (or other insurer, if applicable) that have been
tendered and are being paid and discharged with the proceeds of the 2014 DWSD
Refinancing Bonds (it being understood that an extension of less than 6 months
would not violate this Paragraph 19).

20. All terms and conditions in respect of the transfer of the DWSD water and/or
sewer systems to a new regional authority set forth in (a) any Bond Document or
(b) any transaction document in respect of such a transfer whether (i) it substitutes
the Obligor on the bonds under the current term of the bonds or (ii) new bonds are
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issued, shall in any case include: (I) no material modifications to the source of
payment and security for any DWSD Bonds; (II) an opinion of tax counsel that
such transfer shall have no material adverse effect on the tax exempt status of the
interest on the DWSD Bonds; (III) the City could issue at least $1 of additional
new money DWSD Bonds in compliance with the additional bonds test set forth
in the applicable Bond Documents; and (IV) ratings confirmation of any rating
agency then rating the DWSD Bonds.

21. Assured will be provided with evidence of cancellation and defeasance of any
existing Assured-insured DWSD Bonds that have been tendered/refunded and
paid in accordance with the Tender Offer.
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INVITATION TO TENDER BONDS
IN THE AGGREGATE PRINCIPAL AMOUNT OF 

$2,750,800,000
CITY OF DETROIT, MICHIGAN

DETROIT WATER AND SEWERAGE DEPARTMENT
SEWAGE DISPOSAL SYSTEM BONDS

THIS INVITATION WILL EXPIRE AT 5:00 P.M., NEW YORK CITY TIME, ON AUGUST 21, 2014 UNLESS 
EARLIER TERMINATED OR EXTENDED.  

Pursuant to this Invitation to Tender Bonds (this “Invitation”), the City of Detroit, County of Wayne, State of Michigan (the 
“City”), upon authorization from (i) the Board of Water Commissioners (the “BOWC”) of the Detroit Water and Sewerage Department 
(“DWSD”) and (ii) Kevyn D. Orr, emergency manager of the City (the “Emergency Manager”), invites each owner (a “Bondholder”) of 
those certain outstanding Sewage Disposal System bonds, in the aggregate principal amount of $2,750,800,000, as described more 
specifically on Schedule A attached to this Invitation (collectively referred to as the “Tender Bonds”) to submit an offer (each, an “Offer,” 
and collectively, the “Offers”) to sell all or a portion of the Tender Bonds (the “Offered Bonds”) held by such Bondholder to the City at the 
applicable purchase prices for the Tender Bonds set forth on Schedule A attached to this Invitation (the “Purchase Price”), subject to the 
conditions and upon the terms specified in this Invitation.  Bondholders of the Tender Bonds that are purchased by the City will receive on 
the Settlement Date (as defined herein) the Purchase Price plus accrued interest on such Tender Bonds through the date immediately 
preceding the Settlement Date.  The Settlement Date is scheduled to occur on September 4, 2014, but may be rescheduled as described 
herein.

To make an informed decision as to whether, and how, to offer its Tender Bonds, a Bondholder must read this Invitation and all of 
the Other Tender Materials (as defined herein) carefully and consult with its broker, account executive, financial advisor and/or other 
financial professional.  This Invitation, the Other Tender Materials and other information with respect to this Invitation are available from the 
Dealer Manager and the Information and Tender Agent and at www.bondcom.com/DWSD.

Any Bondholder wishing to offer its Tender Bonds pursuant to this Invitation should follow the procedures more fully described 
herein.  Institutional investors with questions about this Invitation should contact the Dealer Manager.  Individual investors and their brokers, 
account executives, financial advisors and other financial professionals with questions about this Invitation should contact the Information 
and Tender Agent.

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission and may not be withdrawn except in the 
limited circumstances under “TERMS OF THIS INVITATION—Irrevocability of Offers Upon Submission” herein.

Key Dates and Times
All of these dates and times are subject to change.  All times are New York City time.

Notices of changes will be sent in the manner provided for in this Invitation.

Expiration Date ........................................................................................................................................August 21, 2014, 5:00 p.m.
Announcement of Acceptance or Rejection of Offered Bonds.................................................................August 22, 2014, 5:00 p.m.
Settlement Date.  Payment made on all accepted Offered Bonds.......................................................................... September 4, 2014

The Dealer Manager for this Invitation is:
Citigroup Global Markets Inc.

390 Greenwich Street, 2nd Floor, New York, NY 10013
David M. Brownstein, 212-723-5570, david.m.brownstein@citi.com

Mike Leffler, 212-723-4453, mike.leffler@citi.com
Shai Markowicz, 212-723-5135, shai.markowicz@citi.com

The Information and Tender Agent for this Invitation is:
Bondholder Communications Group

30 Broad Street 46th Floor, New York, NY 10004
Attention: Denise Waters

Call Toll Free:  (888) 385-BOND or (888) 385-2663
Web site: www.bondcom.com/DWSD   E-mail: Dwaters@bondcom.com

Date of this Invitation to Tender Bonds: August 7, 2014
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This Invitation has not been approved or disapproved by the Securities and Exchange 
Commission or any state securities commission nor has the Securities and Exchange Commission or any 
state securities commission passed upon the fairness or merits of this Invitation or upon the accuracy or 
adequacy of the information contained in this Invitation.  Any representation to the contrary is a criminal 
offense.

This Invitation is not being made to, and offers will not be accepted from or on behalf of, 
Bondholders in any jurisdiction in which this Invitation or the acceptance thereof would not be in 
compliance with the laws of such jurisdiction.  In those jurisdictions whose laws require this Invitation to 
be made through a licensed or registered broker or dealer, this Invitation is being made on behalf of the 
City by the Dealer Manager.

No dealer, salesperson or other person has been authorized to give any information or to make 
any representation not contained in this Invitation and the Other Tender Materials and, if given or made, 
such information or representation may not be relied upon as having been authorized by the City.

The delivery of this Invitation and the Other Tender Materials shall not under any circumstances 
create any implication that the information contained herein and therein is correct as of any time 
subsequent to the date hereof or that there has been no change in the information set forth herein and 
therein or in any attachments hereto and thereto or materials delivered herewith and therewith or in the 
affairs of the City since the date hereof.

This Invitation and the Other Tender Materials contain statements relating to future results that 
are “forward-looking statements.”  When used in this Invitation and the Other Tender Materials, the 
words “estimate,” “anticipate,” “forecast,” “project,” “intend,” “propose,” “plan,” “expect” and similar
expressions identify forward-looking statements.  Such statements are subject to risks and uncertainties 
that could cause actual results to differ materially from those contemplated in such forward-looking 
statements.  Any forecast is subject to such uncertainties.  Inevitably, some assumptions used to develop 
the forecasts will not be realized and unanticipated events and circumstances may occur.  Therefore, there 
are likely to be differences between forecasts and actual results, and those differences may be material.
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INVITATION TO TENDER BONDS
IN THE AGGREGATE PRINCIPAL AMOUNT OF 

$2,750,800,000
CITY OF DETROIT, MICHIGAN

DETROIT WATER AND SEWERAGE DEPARTMENT
SEWAGE DISPOSAL SYSTEM BONDS

INTRODUCTION

General

Pursuant to this Invitation to Tender Bonds (this “Invitation”), the City of Detroit, County of 
Wayne, State of Michigan (the “City”), upon authorization from (i) the Board of Water Commissioners 
(the “BOWC”) of the Detroit Water and Sewerage Department (“DWSD”) and (ii) Kevyn D. Orr, 
emergency manager of the City (the “Emergency Manager”), invites each owner (a “Bondholder”) of 
those certain outstanding Detroit Water and Sewerage Department Sewage Disposal System bonds, in the 
aggregate principal amount of $2,750,800,000, as described more specifically on Schedule A attached to 
this Invitation (collectively referred to as the “Tender Bonds”) to submit an offer (each, an “Offer,” and 
collectively the “Offers”) to sell all or a portion of the Tender Bonds (the “Offered Bonds”) held by such 
Bondholder to the City at the applicable purchase prices set forth on Schedule A attached to this 
Invitation (the “Purchase Price”).

Each Bondholder is invited by the City to offer to sell to the City for cash all or any part of its 
beneficial ownership interests in the Tender Bonds (in any authorized denominations) at the applicable 
Purchase Price.  All of the Tender Bonds are held in book-entry form through banks and brokers that are 
participants in DTC.  As a result, beneficial Bondholders may only offer their Tender Bonds through the 
financial institution account where their Tender Bonds are held at DTC.  See “TERMS OF THIS 
INVITATION” below for more information on how a Bondholder can offer its Tender Bonds.

The City will review, and may accept, the Offers in accordance with the procedures set forth in 
this Invitation.
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To make an informed decision as to whether, and how, to offer its Tender Bonds, a Bondholder
must read the following documents carefully and consult with its broker, account executive, financial 
advisor and/or other financial professional:

(1) This Invitation,

(2) The Questions and Answers dated August 7, 2014, attached hereto as Appendix A 
(the “Questions and Answers”),

(3) The Disclosure Statement dated August 7, 2014, attached hereto as Appendix B 
(the “Disclosure Statement”),

(4) The Letter from the City dated August 7, 2014, attached hereto as Appendix C 
(the “City Letter”), and

(5) The Bondholder’s Instructions, attached hereto as Appendix D (the 
“Bondholder’s Instructions”).

The Questions and Answers, the Disclosure Statement, the City Letter and the Bondholder’s 
Instructions are collectively referred to herein as the “Other Tender Materials.”  This Invitation and the 
Other Tender Materials and such other information with respect to this Invitation are and will be available 
from the Information and Tender Agent at www.bondcom.com/DWSD or by calling toll-free at (888) 
385-2663 or by emailing the Information and Tender Agent at Dwaters@bondcom.com.

None of the City, the DWSD, the Emergency Manager, the Dealer Manager (as defined 
herein), the Financial Advisor (as defined herein), the Board Financial Consultant (as defined 
herein) or the Information and Tender Agent (as defined herein) makes any recommendation that 
any Bondholder tender or refrain from tendering all or any portion of its Tender Bonds or makes 
any representation that the Purchase Prices as set forth on Schedule A of this Invitation are 
indicative of market prices.  Each Bondholder must make these decisions and should read this 
Invitation and the Other Tender Materials and consult with its broker, account executive, financial 
advisor and/or other financial professional in making these decisions.

Subject to satisfaction of the conditions described herein and in the Other Tender Materials, the 
Offered Bonds accepted by the City for purchase will be paid for on the “Settlement Date,” which is 
scheduled to occur on September 4, 2014, but may be rescheduled to a date earlier or later than that date 
by the City in its sole discretion.  See “TERMS OF THIS INVITATION—Settlement Date; Purchase of 
Offered Bonds.”

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission and may 
not be withdrawn except in the limited circumstances described under “TERMS OF THIS 
INVITATION—Irrevocability of Offers Upon Submission” herein.

The City is under no obligation to accept for purchase all or any of the Offered Bonds.  The 
City may decide to purchase less than all (or none) of the Offered Bonds.  See “TERMS OF THIS 
INVITATION—Determination of Amounts to be Purchased” for more information on the selection 
of Offered Bonds to be purchased, if any.

The City reserves the right to extend or amend this Invitation prior to the Expiration Date
(as defined herein).  See “TERMS OF THIS INVITATION—Extension, Termination and 
Amendment of Offer; Changes to Terms.”
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Plan of Finance and Purpose of the Tender Offer

The Plan of Adjustment currently pending before the United States Bankruptcy Court hearing the 
City’s Chapter 9 bankruptcy case (the “Bankruptcy Court”) would impair certain classes of the City’s 
Water Supply System Revenue and Revenue Refunding Bonds (the “DWSD Water Bonds”) and the 
City’s Sewage Disposal System Revenue and Revenue Refunding Bonds (the “DWSD Sewer Bonds,”
and collectively with the DWSD Water Bonds, the “DWSD Bonds”), including by eliminating the call 
protection or reducing the interest rates on such DWSD Bonds. The City is undertaking this Invitation as 
part of a plan of finance to reduce the debt service costs related to the Tender Bonds and remove the risk 
to DWSD’s future costs by the impairment noted above on certain classes of the DWSD Bonds.  See 
“CITY OF DETROIT BANKRUPTCY MATTERS” in the Disclosure Statement.

The City plans to purchase Offered Bonds only to the extent it can realize sufficient savings, with 
sufficiency to be determined in the City’s sole discretion. An Invitation to Tender regarding the DWSD 
Water Bonds (collectively with this Invitation, the “Invitations”) is also being issued concurrently with 
the issuance of this Invitation as part of the City’s plan of finance.  To provide funds to purchase all 
DWSD Bonds offered and accepted by the City pursuant to the terms of both Invitations, the City 
proposes to issue, via public offering or private placement, one or more series of the Sewage Disposal 
System Revenue Refunding Bonds and Water Supply System Revenue Refunding Bonds, including if 
necessary, interim financing bonds (collectively, the “2014 DWSD Refinancing Bonds”). The City has 
obtained a conditional commitment to purchase interim financing bonds, which commitment is subject to 
the negotiation and execution of definitive agreements and the satisfaction of certain closing conditions.

If the City in its sole discretion determines to accept for purchase DWSD Bonds offered by 
Bondholders pursuant to the Invitations, prior to the Settlement Date the City would request that the 
Bankruptcy Court enter an order (the “Bankruptcy Order”) authorizing the City’s issuance of the 2014 
DWSD Refinancing Bonds to purchase the DWSD Bonds offered and accepted pursuant to the terms of 
the Invitations. In addition, on the Settlement Date, the City would file an amended Plan of Adjustment 
with the Bankruptcy Court that would remove the provisions contained in the current Plan of Adjustment 
that impair certain classes of the DWSD Bonds, including, without limitation, those provisions which
provide for the impairment of the interest rate and call protection in respect of the DWSD Bonds.  Under 
such amended Plan of Adjustment, all of the DWSD Bonds that are not purchased pursuant to the 
Invitations would be unimpaired.

To the extent the City elects, in its sole discretion, not to purchase DWSD Bonds pursuant to the
Invitations, or the purchase of DWSD Bonds pursuant to the Invitations does not close for any reason, no 
amended Plan of Adjustment that unimpairs the DWSD Bonds would be filed, and the treatment of the 
DWSD Bonds under the Plan of Adjustment, as currently proposed, would continue to include an 
impairment of certain of the DWSD Bonds as identified on Schedule A.

In either event, there can be no assurance that the Plan of Adjustment that is confirmed by the 
Bankruptcy Court will ultimately impair or not impair any DWSD Bonds.  There can also be no assurance 
that any Plan of Adjustment will be confirmed by the Bankruptcy Court.  Moreover, any order of the 
Bankruptcy Court confirming the Plan of Adjustment may be appealed to a higher court.  Even if 
confirmed, there can be no assurance if or when the Plan of Adjustment will become effective or 
ultimately be consummated.

The purchase of DWSD Bonds offered and accepted pursuant to the Invitations is conditioned 
upon receipt by the City of all legally required approvals to issue the 2014 DWSD Refinancing Bonds, 
the City completing the issuance of the 2014 DWSD Refinancing Bonds on terms satisfactory to it, with 
net proceeds sufficient to pay the Purchase Price of the DWSD Bonds to be purchased and other 
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conditions set forth in the Invitations. No assurances can be given that the 2014 DWSD Refinancing 
Bonds will be issued in an amount sufficient to pay the Purchase Prices of the DWSD Bonds offered and 
accepted pursuant to the Invitations or that the purchase of such DWSD Bonds will be completed. See 
“TERMS OF THIS INVITATION—Funds for Purchase of Offered Bonds; Reduction of Offered Bonds 
Accepted” and “—Conditions to Purchase” below.

The 2014 DWSD Refinancing Bonds are not being offered for sale by this Invitation. The City 
expects to disseminate offering documents with respect to the 2014 DWSD Refinancing Bonds upon its 
acceptance of Offered Bonds pursuant to this Invitation.

By offering their Tender Bonds pursuant to this Invitation, Bondholders shall be deemed to 
have acknowledged and represented to the City that they have received, and have had the opportunity 
to review, this Invitation and the Other Tender Materials prior to making the decision as to whether or 
not they should submit an Offer.

Dealer Manager, Financial Advisor, Board Financial Consultant and Information and Tender 
Agent

Citigroup Global Markets Inc. is acting as the Dealer Manager for this Invitation (the “Dealer 
Manager”).  Institutional investors with questions about this Invitation should contact the Dealer 
Manager.  The Dealer Manager or an affiliate thereof will also be the senior managing underwriter for or 
the purchaser of the 2014 DWSD Refinancing Bonds.  Individual investors with questions about this 
Invitation should contact Bondholder Communications Group, which serves as Information and Tender 
Agent (the “Information and Tender Agent”) for this Invitation.  First Southwest Company is acting as 
Financial Advisor (the “Financial Advisor”) to the DWSD in connection with this Invitation, and Ramirez
Co., Inc. is acting as Financial Consultant to the BOWC (the “Board Financial Consultant”) in connection 
with this Invitation.

Brokerage Commissions and Bank Processing Fee

Bondholders will not be obligated to pay any brokerage commissions or bank processing fees to 
the City, the Dealer Manager, the Financial Advisor, the Board Financial Consultant or the Information 
and Tender Agent in connection with this Invitation.  However, Bondholders should check with their 
broker, account executive, bank, financial institution or financial advisor to determine whether they will 
charge any commissions or fees.

Purchased Bonds to be Cancelled

Any Offered Bonds which the City purchases pursuant to this Invitation will be cancelled.  

Prevailing Time

All times in this Invitation are New York City time.

TERMS OF THIS INVITATION

Expiration Date; Offers Only Through ATOP System; Information to Bondholders

This Invitation will expire at 5:00 p.m., New York City time, on August 21, 2014 unless earlier 
terminated or extended (the “Expiration Date”).  Offers to sell any Tender Bonds received after 5:00 
p.m., New York City time, on the Expiration Date will not be considered.
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All of the Tender Bonds are held in book-entry-only form through the facilities of The Depository 
Trust Company (“DTC”).  The City, acting through the Information and Tender Agent, has made
arrangements with DTC to use DTC’s Automated Tender Offer Program (the “ATOP System”).  A 
Bondholder who is not a DTC participant must make Offers to sell its Offered Bonds by making 
arrangements with and instructing its broker, bank, account executive or other financial institution which 
maintains the account in which its Offered Bonds are held (each a “Financial Representative”), to submit 
the Bondholder’s Offer through the ATOP System.  To ensure a Bondholder’s Offer is submitted via the 
ATOP System by 5:00 p.m., New York City time, on the Expiration Date, a Bondholder must provide 
instructions to its Financial Representative in sufficient time for the Financial Representative to submit 
Offers by this deadline.  A Bondholder should contact its Financial Representative for information on 
when it needs the Bondholder’s instructions in order to submit an Offer via the ATOP System by 5:00 
p.m., New York City time, on the Expiration Date.  See “—Transmission of Offers by Financial 
Institutions; ATOP System.”

The City, the Dealer Manager, the Financial Advisor, the Board Financial Consultant and the 
Information and Tender Agent are not responsible for making or transmitting any Offer or for any 
mistakes, errors or omissions in the making or transmission of any Offer.

The City may give information about this Invitation to the market and Bondholders by delivery of 
the information to the following institutions: Bloomberg Financial Market Systems, the Municipal 
Securities Rulemaking Board through its Electronic Municipal Market Access system (“EMMA”) and 
DTC and by posting information to the Information and Tender Agent’s website at 
www.bondcom.com/DWSD.  These institutions and the Information and Tender Agent’s website are 
collectively referred to herein as the “Information Services.”  Delivery by the City of information to the 
Information Services will be deemed to constitute delivery of this information to each Bondholder.

The City, the Emergency Manager, the Dealer Manager, the Financial Advisor, the Board 
Financial Consultant and the Information and Tender Agent have no obligation to ensure that a 
Bondholder actually receives any information given to the Information Services.

Provisions Applicable to all Offers

A Bondholder should ask its broker, account executive, financial advisor or other financial 
professional for advice in determining whether to offer its Tender Bonds of any CUSIP number and the 
principal amounts thereof to offer.  A Bondholder also should inquire as to whether its Financial 
Representative will charge a fee for submitting Offers or for purchases of the Offered Bonds.  The City, 
the Dealer Manager, the Financial Advisor, the Board Financial Consultant and the Information and 
Tender Agent will not charge any Bondholder for making an Offer or for purchase of Offered Bonds if its 
Offer is accepted.

Each Offer must include the CUSIP numbers and the principal amounts of the Offered Bonds (in 
authorized denominations for each CUSIP number).  A Bondholder should consult its broker, account 
executive, financial advisor or other financial professional for instructions on making an Offer and refer 
to the form of Bondholder’s Instructions attached hereto and posted at www.bondcom.com/DWSD.

“All or none” offers are not permitted.

All Offers must be made through the DTC participants holding the Tender Bonds, who must 
transmit Offers through the ATOP System.  The City will not accept any Offers that are not transmitted
through the ATOP System.  See “—Transmission of Offers by Financial Institutions; the ATOP System.”
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A Bondholder may only offer to sell Tender Bonds it owns.  By submitting an Offer, a 
Bondholder warrants that it has, at the time of the Offer, and will have on the Settlement Date, full 
authority to transfer and sell such Tender Bonds, and that the transferee will acquire good title, free and 
clear of all liens, charges, encumbrances, conditional sales agreements or other obligations or adverse 
claims.  All tenders shall survive the death or incapacity of the tendering Bondholder.

A Bondholder who would like to receive information furnished by the City to the Information 
Services must make appropriate arrangements with its Financial Representative, financial advisor or other 
financial professional, the Information and Tender Agent or the Information Services.  All information 
furnished by the City to the Information Services may be retrieved at www.bondcom.com/DWSD.

Transmission of Offers by Financial Institutions; ATOP System

Offers to sell Tender Bonds may only be transmitted to the City through the DTC participant 
holding the Tender Bonds. Any financial institution that is a participant in DTC may transmit a book-
entry offer of the Tender Bonds through the ATOP System in accordance with DTC’s procedures.  
Concurrently with such transmission of Tender Bonds through the ATOP System, an Agent’s Message 
(as described below) must be received by the Information and Tender Agent through the ATOP System
by not later than 5:00 p.m., New York City time, on the Expiration Date. The term “Agent’s Message” 
means a message transmitted by DTC to, and received by, the Information and Tender Agent which states 
that DTC has received an express acknowledgment from the DTC participant on behalf of the beneficial 
Bondholder making an Offer of the Offered Bonds, stating the CUSIP number(s) and the principal 
amount(s) of the Offered Bonds that have been offered pursuant to this Invitation and to the effect that 
such participant (and beneficial Bondholder) agrees to be bound by the terms of this Invitation. 

Bondholders who are not DTC participants can only make Offers by making arrangements with 
and instructing their Financial Representative to submit the Bondholders’ Offer through the ATOP 
System.  To ensure a Bondholder’s Offer is submitted through the ATOP System by 5:00 p.m., New York 
City time, on the Expiration Date, a Bondholder must provide instructions to its Financial Representative 
in sufficient time for the Financial Representative to submit its Offer via the ATOP System by this 
deadline.  Bondholders should contact their Financial Representative for information on how and when 
they need to submit instructions to the Financial Representative in order for such Financial Representative 
to transmit an Offer through the ATOP System by 5:00 p.m., New York City time, on the Expiration 
Date.

Real Time Reporting Of Tender Results Via The BondCom Ticker

The Information and Tender Agent operates a real-time internet-based reporting system 
(the “BondCom Ticker”) which delivers real-time reports of Offers received by the City
aggregated by CUSIP numbers.  The BondCom Ticker is available free of charge to all 
Bondholders and the general public at www.bondcom.com/DWSD.

Determinations as to Form and Validity of Offers; Right of Waiver and Rejection

All questions as to the validity, including the time of receipt of the Agent’s Message by the 
Information and Tender Agent, eligibility and acceptance of any Offers will be determined by the City in 
its sole discretion and will be final, conclusive and binding.

The City reserves the right to waive any irregularities or defects in any Offer.  The City, the 
Dealer Manager, the Financial Advisor, the Board Financial Consultant and the Information and Tender 
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Agent are not obligated to give notice of any defects or irregularities in Offers and they will have no 
liability for failing to give such notice.

The City reserves the absolute right to reject any and all Offers, whether or not they comply 
with the terms of this Invitation and the Other Tender Materials.

Irrevocability of Offers Upon Submission

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission via the 
ATOP System and may not be withdrawn, except in the limited circumstances described herein.   

If (a) the City amends the applicable Purchase Price with respect to any Tender Bond or (b) at any 
time prior to the Settlement Date, the City determines that a material event has occurred, the City will 
submit an amendment or supplement to this Invitation and the Other Tender Materials providing notice of 
such events to the Information Services (including by posting such amendment and supplement to the 
Information and Tender Agent’s website at www.bondcom.com/DWSD).  In connection with such notice, 
the City in its sole discretion may extend the Expiration Date to allow reasonable time for dissemination 
of such information to Bondholders and for Bondholders to respond.  

Upon any such notice of such amendment or supplement, a Bondholder would have the 
opportunity to submit via the ATOP System to the Information and Tender Agent by not later than 5:00 
p.m., New York City time, on the Expiration Date a request to withdraw an Offer that was submitted prior 
to the publication of such notice.  Any such request must include the name of the beneficial Bondholder, 
the reason for the requested withdrawal and the contact information for the beneficial Bondholder.  Upon 
completion of the withdrawal of such Offer, the beneficial Bondholder may cause an amended Offer to be 
transmitted via the ATOP System by not later than 5:00 p.m., New York City time, on the Expiration 
Date.  An amended Offer must specify the CUSIP numbers and the principal amounts of the Offered 
Bonds (in authorized denominations).  

All notices of requests for withdrawal in the limited circumstances described above and amended 
Offers must be made through the ATOP System.  The City will not accept notices of requests for 
withdrawal or any amended Offers that are not made through the ATOP System.  Bondholders who are 
not DTC participants can only withdraw their Offers in the limited circumstances described above by 
making arrangements with and instructing their Financial Representative to submit a request for 
withdrawal through the ATOP System.  A Bondholder should consult its broker, account executive, 
financial advisor or other financial professional for instructions on withdrawing an Offer or making an 
amended Offer.  All questions as to the eligibility and validity of a request for withdrawal (including the 
time of receipt) will be determined by the City in its sole discretion and will be final, conclusive and 
binding.

Determination by the City of Offered Bonds to Accept for Purchase

The City shall be under no obligation to accept for purchase any Offered Bond.  The City will 
determine which Offered Bonds, if any, it will accept for purchase.  The City, therefore, has the right to 
purchase all, some or none of the Offered Bonds.  The City plans to accept Offered Bonds for purchase 
only to the extent it can realize sufficient savings, determined in its sole discretion.  See 
“INTRODUCTION – Plan of Financing and Purpose of Tender Offer.”

The purchase of Offered Bonds accepted by the City is subject to satisfaction of certain 
conditions.  See “—Conditions to Purchase.”

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 165 of 422



8
4812-7889-6924.16

Notice of Acceptance or Rejection of Offered Bonds

The acceptance and rejection of Offered Bonds will be made by notification to the Information 
Services (including by posting such information to the Information and Tender Agent’s website at 
www.bondcom.com/DWSD) by 5:00 p.m., New York City time, on the first business day after the 
Expiration Date. This notification will state the principal amounts and the CUSIP numbers (or Contra 
CUSIP numbers, as applicable) of the Offered Bonds that the City has accepted for purchase and the 
Offered Bonds that the City has declined for purchase.  Promptly after the giving of any such notice, the 
City will instruct DTC to release to the offering Bondholders all Offered Bonds that were not accepted for 
purchase.  

After accepting Offered Bonds, the City may determine to purchase only a portion of the Offered 
Bonds it previously accepted for purchase.  See “—Funds for Purchase of Offered Bonds; Reduction of 
Offered Bonds Accepted” herein.  In the event certain conditions to purchase Offered Bonds are not 
satisfied (or waived with respect to the City Conditions (as defined herein)), the Offered Bonds will not 
be purchased.  See “—Conditions to Purchase.”

Settlement Date; Purchase of Offered Bonds

Subject to the satisfaction of each of the conditions to purchase as described herein and in the 
Other Tender Materials, the Offered Bonds accepted by the City will be purchased on the Settlement 
Date.  The Settlement Date is expected to be September 4, 2014.  The City may, in its sole discretion,
change the Settlement Date by giving notice to the Information Services (including by posting such 
information to the Information and Tender Agent’s website at www.bondcom.com/DWSD) by 9:00 a.m., 
New York City time, on the previously scheduled Settlement Date, provided, however, the City will not 
change the Settlement Date to a date later than September 22, 2014, or such later date that the City 
determines to be necessary as described under “Offers are Irrevocable Upon Submission”.  If all 
conditions to the City’s purchase of Offered Bonds are not satisfied and the City does not complete the 
purchase of the Offered Bonds by the Settlement Date (as the same may be changed by the City by giving 
notice in the manner described in the preceding sentence), the City will not have any liability or 
obligation to any Bondholder to purchase any Offered Bonds, and the City will release the Offered Bonds 
for transmission to Bondholders.

Subject to the satisfaction of each of the conditions to purchase as described herein and in the 
Other Tender Materials, payment by the City will be made in immediately available funds on the 
Settlement Date by deposit with DTC of the aggregate Purchase Price of and accrued interest on the 
Offered Bonds accepted for purchase.  It is expected that, in accordance with DTC’s standard procedures, 
DTC will credit the relevant portion of the aggregate Purchase Price and accrued interest to each of its 
participant financial institutions holding the Offered Bonds accepted for purchase on behalf of 
Bondholders, for credit to the accounts of the Bondholders.  The City, the Emergency Manager, the 
Dealer Manager, the Financial Advisor, Board Financial Consultant and the Information and 
Tender Agent have no responsibility or liability for the distribution of the Purchase Price plus 
accrued interest by DTC to the Bondholders.

Funds for Purchase of Offered Bonds; Reduction of Offered Bonds Accepted

Notwithstanding the acceptance for purchase by the City of any amount of Offered Bonds and the 
notice thereof to the Bondholders (as described in “—Notice of Acceptance of Offered Bonds”), the 
purchase of any Offered Bonds accepted by the City pursuant to this Invitation is conditioned upon the 
City receiving sufficient proceeds from the 2014 DWSD Refinancing Bonds and other conditions set for 
in this Invitation. No assurances can be given that the 2014 DWSD Refinancing Bonds will be issued in 
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an amount sufficient to pay the Purchase Price of the Offered Bonds accepted by the City for purchase or 
that the purchase of the DWSD Bonds will be completed. See “INTRODUCTION – Plan of Financing 
and Purpose of Tender Offer.”

After acceptance, the City will offer the 2014 DWSD Refinancing Bonds via public offering or 
private placement.  The amount of the 2014 DWSD Refinancing Bonds to be sold by the City will be 
determined at the time of pricing thereof.  The City in its sole discretion may determine to sell 2014 
DWSD Refinancing Bonds in an amount that is less than that required to purchase all of the Offered 
Bonds previously accepted pursuant to this Invitation and therefore, purchase only a portion of such 
previously accepted Offered Bonds.  In such case, the City in its sole discretion may choose to accept any 
of the Offered Bonds it previously accepted.  Within a particular Offered Bond, the City may determine to 
accept for purchase only a pro-rata portion of such Offered Bond (rounded to the nearest authorized 
denominations).

Promptly upon such reduction in the Offered Bonds accepted for purchase by the City, notice of 
such reduction will be provided to the Information Services (including by posting such information to the 
Information and Tender Agent’s website at www.bondcom.com/DWSD).  Promptly after the giving of 
any such notice, the City will instruct DTC to release to the offering Bondholders those Offered Bonds 
that the City has determined not to purchase.

Conditions to Purchase

Notwithstanding any notice of acceptance for purchase of any Offered Bonds, the City will not be 
required to purchase any such Offered Bonds, and will incur no liability as a result, if, before payment for 
such Offered Bonds:

1. On the Settlement Date, the City does not file with the Bankruptcy Court an amended
Plan of Adjustment that would remove all provisions contained in the current Plan of 
Adjustment impairing any DWSD Bonds; 

2. The Bankruptcy Court does not issue the Bankruptcy Order authorizing the City’s 
issuance of the 2014 DWSD Refinancing Bonds to purchase the Offered Bonds;  

3. By 1:00 p.m., New York City time, on the Settlement Date, the City does not, for any 
reason, have sufficient funds from the proceeds of the 2014 DWSD Refinancing Bonds to
pay for the purchase of such Offered Bonds;

4. Litigation or another proceeding is pending or threatened which the City believes may, 
directly or indirectly, have an adverse impact on this Invitation or the expected benefits 
of this Invitation to the City or the Bondholders or the validity or enforceability of the 
Bankruptcy Order;

5. A war, national emergency, banking moratorium, suspension of payments by banks, a 
general suspension of trading by the New York Stock Exchange or a limitation of prices 
on the New York Stock Exchange exists and the City believes this fact makes it 
inadvisable to proceed with the purchase of such Offered Bonds; or

6. A material change in the business or affairs of the City which the City believes makes it 
inadvisable to proceed with the purchase of such Offered Bonds.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 167 of 422



10
4812-7889-6924.16

The conditions described in paragraphs 1, 2 and 3 above (the “Non-Waivable Conditions”) are 
conditions that cannot be waived by the City.  If any of the Non-Waivable Conditions are not satisfied on 
or prior to the Settlement Date, the City will not purchase any Offered Bonds.

The conditions described in paragraphs 4, 5 and 6 above (the “City Conditions”) are for the sole 
benefit of the City and may be asserted by the City, on or prior to the Settlement Date, regardless of the 
circumstances giving rise to any of the City Conditions or may be waived by the City in whole or in part 
at any time and from time to time in its discretion.  The failure by the City at any time to exercise any of 
these rights with respect to the City Conditions will not be deemed a waiver of any of these rights, and the 
waiver of these rights with respect to particular facts and other circumstances will not be deemed a waiver 
of these rights with respect to any other facts and circumstances.  Each of these rights will be deemed an 
ongoing right of the City which may be asserted at any time and from time to time prior to the Settlement 
Date.  Any determination by the City concerning the events described in this paragraph will be final and 
binding upon all parties.  If, on or prior to the Settlement Date, the City asserts any of its rights with 
respect to the City Conditions, the City will have the absolute right to cancel its obligations to purchase 
any Offered Bonds without any liability to any Bondholder.

If the Offered Bonds are not purchased on the Settlement Date, the City will promptly instruct 
DTC to release to the offering Bondholders all Offered Bonds.

Extension, Termination and Amendment of Offer; Changes to Terms

The City has the right to extend the Expiration Date of this Invitation, as to any or all of the 
Tender Bonds, to any date in its sole discretion, provided that a notice of any extension of the Expiration 
Date is given to the Information Services (including by posting such notice to the Information and Tender 
Agent’s website at www.bondcom.com/DWSD) not later than 9:00 a.m., New York City time, on the 
second business day after the then scheduled Expiration Date.

The City also has the right to terminate this Invitation at any time by giving notice prior to the 
Expiration Date to the Information Services (including by posting such notice to the Information and 
Tender Agent’s website at www.bondcom.com/DWSD) of such termination.  The termination would be 
effective at the time specified in such notice.

The City also has the right to amend or waive the terms of this Invitation (other than the Non-
Waivable Conditions) and at any time by giving notice to the Information Services (including by posting 
such notice to the Information and Tender Agent’s website at www.bondcom.com/DWSD) of such
amendment or waiver.  Such amendment or waiver would be effective at the time specified in such notice.

If the City extends the Expiration Date of this Invitation, or amends the terms of this Invitation
(including a waiver of any term other than the Non-Waivable Conditions) in any material respect, the City
may (but is not required to) disseminate additional materials and/or extend the Expiration Date to the 
extent required to allow reasonable time for dissemination to Bondholders and for Bondholders to 
respond.

No extension, termination or amendment of this Invitation (or waiver of any terms of this 
Invitation) will change the City’s right to decline to purchase any Offered Bonds without liability.  See 
“—Conditions to Purchase.”
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Representations by Tendering Bondholders to the City 

By making Offers, Bondholders will be deemed to have represented to and agreed with the City
that:  (a) they have made their own independent decisions to make an Offer, as to the terms thereof, and 
whether their Offer is appropriate for them; (b) such decisions were based upon their own judgment and 
upon advice from such advisors as they have consulted; (c) they are not relying on any communication 
from the City as investment advice or as a recommendation to make an Offer, it being understood that the 
information from the City related to the terms and conditions of this Invitation shall not be considered 
investment advice or a recommendation to make an Offer; (d) they are capable of assessing the merits of 
and understanding (on their own and/or through independent professional advice), and do understand and 
accept, the terms and conditions of this Invitation; and (e) they have received, and have had the 
opportunity to review, this Invitation and the Other Tender Materials prior to making the decision as to 
whether or not they should offer their Tender Bonds.

DISCLOSURE STATEMENT

Certain information regarding the DWSD, the Tender Bonds, the other DWSD Bonds and the 
plan of finance is set forth in the Disclosure Statement, which is attached hereto as Appendix B and is 
incorporated herein by reference.  To make an informed decision as to whether and how to offer any 
Tender Bonds, a Bondholder is advised to read the entire Disclosure Statement, in addition to this 
Invitation and the Other Tender Materials.

ADDITIONAL CONSIDERATIONS

In deciding whether to offer any Tender Bonds pursuant to this Invitation, each Bondholder
should consider carefully, in addition to the other information contained in this Invitation and the Other 
Tender Materials, the following:

The City May Redeem, Purchase or Exchange the Tender Bonds At More or Less Favorable 
Prices Than the Applicable Purchase Prices under this Invitation.  The City reserves the right to, and 
may decide to, redeem or acquire some or all of the Tender Bonds through optional redemptions, open 
market purchases, privately negotiated transactions, subsequent tender offers, exchange offers or 
otherwise, upon such terms and at such prices as it may determine, which may be more or less than the 
applicable Purchase Prices as set forth on Schedule A to this Invitation and could be for cash or other 
consideration.  Any future redemptions, open market purchases, privately negotiated transactions, tender 
offers or exchange offers may be on the same terms or on terms that are more or less favorable to 
Bondholders of the Tender Bonds than the terms of this Invitation.  The decision to enter into any future 
transactions and the terms of any such future transactions will depend on various factors existing at that 
time.  There can be no assurance as to which of these alternatives, if any, the City will ultimately choose 
to pursue in the future.

Market for the Tender Bonds.  The Tender Bonds are not listed on any national or regional 
securities exchange or reported on a national quotation system.  To the extent that the Tender Bonds are 
traded, their prices may fluctuate greatly depending on the trading volume and the balance between buy 
and sell orders.  Bondholders may be able to effect a sale of the Tender Bonds at prices higher than the 
applicable Purchase Prices described in this Invitation.  None of the City, the DWSD, the Emergency 
Manager, the Dealer Manager, the Financial Advisor, the Board Financial Consultant or the 
Information and Tender Agent makes any recommendation that any Bondholder tender or refrain 
from tendering all or any portion of its Tender Bonds or makes any representation that the 
Purchase Prices as set forth on Schedule A of this Invitation are indicative of market prices.  
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Treatment of the Tender Bonds Not Purchased.  The Tender Bonds not offered and purchased 
pursuant to this Invitation will remain outstanding until maturity, redemption or defeasance.  If the City 
purchases any Tender Bonds or any DWSD Water Bonds pursuant to the Invitations, the City would file 
an amended Plan of Adjustment with the Bankruptcy Court that would remove the provisions contained 
in the current Plan of Adjustment that impair certain classes of the DWSD Bonds, including, without 
limitation, those provisions which provide for the impairment of the interest rate and call protection in 
respect of the DWSD Bonds.  Under such amended Plan of Adjustment, all of the DWSD Bonds that are 
not purchased pursuant to the Invitations would be unimpaired. To the extent the City elects, in its sole 
discretion, not to purchase any DWSD Bonds pursuant to the Invitations, or the purchase of DWSD 
Bonds pursuant to the Invitation does not close for any reason, the treatment of the DWSD Bonds under 
the Plan of Adjustment, as currently proposed, would include an impairment of certain of the DWSD 
Bonds as identified on Schedule A.

Certain Potential Adverse Effects of this Invitation on the Tender Bonds Not Purchased.  The 
purchase by the City of any Offered Bonds could have adverse effects on owners of the Tender Bonds not 
purchased pursuant to this Invitation, including, among others, the principal amount of the Tender Bonds
of that CUSIP number available to trade publicly will be reduced, which could adversely affect the 
liquidity and market value of the Tender Bonds of that CUSIP number that remain outstanding.

Ongoing Mediation Regarding Creation of a Regional Water Authority. There is ongoing 
mediation involving the City and the Counties of Macomb, Oakland and Wayne with respect to the 
creation of a regional water authority.  No prediction can be made as to the outcome of such mediation or 
its effect on the DWSD Bonds, including the value thereof.  See “THE DEPARTMENT—Ongoing 
Discussion of Formation of Regional Water Authority” in the Disclosure Statement.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES

The City has been advised that sales by Bondholders pursuant to this Invitation will be taxable 
transactions for federal income tax purposes.  The tax consequences of a sale of the Tender Bonds 
pursuant to this Invitation may vary depending upon, among other things, the particular circumstances of 
the tendering Bondholder.  Bondholders should consult their tax advisor with respect to the proper tax 
treatment of any sale pursuant to this Invitation, in light of their individual tax situation.

Amounts paid to Bondholders tendering their Bonds for purchase may be subject to “backup 
withholding” (“Backup Withholding”) by reason of the events specified by Section 3406 of the Internal 
Revenue Code of 1986, as amended, and Treasury Regulations promulgated thereunder (collectively, the 
“Code”), which include failure of a Bondholder to supply their Financial Representative with such 
Bondholder’s taxpayer identification number certified under penalty of perjury.  Backup Withholding 
may also apply to Bondholders who are otherwise exempt from such Backup Withholding if such 
Bondholders fail to properly document their status as exempt recipients.

This federal income tax discussion (the “General Federal Tax Discussion”) is included for 
general information only and should not be construed as a tax opinion nor tax advice by the City or any of 
its advisors or agents to Bondholders.  Bondholders are hereby notified that any discussion of federal 
income tax issues contained or referred to herein is not intended or written to be used, and cannot be used 
by Bondholders, for the purposes of avoiding penalties that may be imposed on them under the Code.  
The General Federal Tax Discussion does not purport to address all aspects of federal income taxation 
that may be relevant to particular Bondholders (e.g., a foreign person, bank, thrift institution, personal 
holding company, tax-exempt organization, regulated investment company, insurance company, or other 
broker or dealer in securities or currencies).  In addition to federal tax consequences, the sale or exchange 
of the Tender Bonds may be treated as a taxable event for other state and local and foreign tax purposes.  
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Bondholders should not rely upon the General Federal Tax Discussion and are urged to consult their own 
tax advisors to determine the particular federal, state or local tax consequences of offer of sales made by 
them pursuant to this Invitation, including the effect of possible changes in the tax laws.

BANK PROCESSING FEE; ELIGIBLE INSTITUTIONS ARE NOT AGENTS

The City will pay or cause to be paid to any commercial bank or trust company having an office, 
branch or agency in the United States, and any firm which is a member of the Financial Industry 
Regulatory Authority, or of a registered national securities exchange (an “Eligible Institution”), the 
following bank processing fee for Offered Bonds purchased by the City from each of its retail customers:  
(1) $10.00 per $1,000 of principal amount of Offered Bonds for the first $50,000 of Offered Bonds 
purchased from each retail customer, (2) $5.00 per $1,000 of principal amount of Offered Bonds in excess 
of $50,000 and up to $250,000 of Offered Bonds purchased from such retail customer and (3) $2.50 per 
$1,000 of principal amount of Offered Bonds in excess of $250,000 and up to $5,000,000 purchased from 
such retail customer.  A “retail customer” is an individual who manages his or her own investments and 
whose investments are not managed by an investment manager or bank trust department that holds the 
investments of that individual in a separate account in the name of that individual.  

Eligible Institutions must submit requests for payment of bank processing fees online at 
www.bondcom.com/DWSD no later than 5:00 p.m., New York City time, on the fifth calendar day 
immediately following the Expiration Date, unless earlier terminated or extended.  No payment of a bank 
processing fee will be made on requests received after this time.  No bank processing fee will be paid on 
requests improperly submitted or for Offered Bonds not purchased by the City.

Eligible Institutions are not agents of the City for this Invitation.

REIMBURSEMENT OF FINANCIAL INSTITUTION EXPENSES FOR FORWARDING 
INVITATION AND OTHER TENDER OFFER MATERIALS

The City will reimburse financial institutions their reasonable out-of-pocket expenses incurred in 
forwarding this Invitation and the Other Tender Materials to the Bondholders whose Tender Bonds they 
hold (and to the Bondholders’ account executives), and in handling and forwarding Offers to tender 
Offered Bonds.  The reimbursement for forwarding such materials will be at the amounts established by 
the New York Stock Exchange.  Requests for reimbursement of out-of-pocket expenses must be made to 
the Information and Tender Agent, online at www.bondcom.com/DWSD no later than 5:00 p.m., New 
York City time, on the fifth calendar day immediately following the Expiration Date.  No reimbursement 
will be made on requests received after this time.

DEALER MANAGER

The City has retained Citigroup Global Markets Inc. to act on its behalf as Dealer Manager for 
this Invitation.  The City will pay the Dealer Manager a fee of $1.00 for each $1,000 principal amount of 
the Offered Bonds purchased by the City pursuant to this Invitation. In addition, the City will pay the 
Dealer Manager its reasonable out-of-pocket costs and expenses relating to this Invitation.  Any reference
in this Invitation to the Dealer Manager is to Citigroup Global Markets Inc. in its capacity as the Dealer 
Manager.

The Dealer Manager may contact Bondholders of the Tender Bonds regarding this Invitation and 
may request brokers, dealers, custodian banks, depositories, trust companies and other nominees to 
forward this Invitation and the Other Tender Materials to beneficial owners of the Tender Bonds.
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Citigroup Global Markets Inc. will also be acting as the senior managing underwriter of the 2014 
DWSD Refinancing Bonds and will be paid an underwriting discount in its role as underwriter of the 
2014 DWSD Refinancing Bonds.  The Dealer Manager or an affiliate thereof may, if necessary, purchase 
the 2014 DWSD Refinancing Bonds as interim financing bonds.

The Dealer Manager and one or more of its affiliates together own $97,585,000 of the DWSD 
Bonds ($94,035,000 of DWSD Sewer Bonds and $3,550,000 of DWSD Water Bonds) which may be 
offered and purchased pursuant to the Invitations.

FINANCIAL ADVISOR

First Southwest Company is acting as Financial Advisor to the DWSD in connection with the
Invitations for the DWSD Bonds.  The Financial Advisor’s fee for services rendered with respect to the 
Invitations for the DWSD Bonds is $395,000.

         FINANCIAL CONSULTANT TO THE BOWC

Ramirez & Co., Inc. is acting as the Board Financial Consultant to the BOWC in connection with 
the Invitations for the DWSD Bonds. The Board Financial Consultant’s fee for services rendered with 
respect to the Invitations for the DWSD Bonds is $153,000.

MISCELLANEOUS

No one has been authorized by the City, DWSD, the BOWC, the Emergency Manager, the Dealer 
Manager, the Financial Advisor, the Board Financial Consultant or the Information and Tender Agent to 
recommend to any Bondholder whether to offer any amount of the Tender Bonds pursuant to this 
Invitation.  No one has been authorized to give any information or to make any representation in 
connection with this Invitation other than those contained herein and in the Other Tender Materials.  Any 
recommendations, information and representations given or made cannot be relied upon as having been 
authorized by the City, DWSD, the BOWC, the Emergency Manager, the Dealer Manager, the Financial 
Advisor, the Board Financial Consultant or the Information and Tender Agent.

None of the City, DWSD, the BOWC, the Emergency Manager, the Dealer Manager, the 
Financial Advisor, the Board Financial Consultant or the Information and Tender Agent makes any 
recommendation that any Bondholder tender or refrain from tendering all or any portion of the principal 
amount of such Bondholder’s Bonds.  Each Bondholder must make these decisions and should read this 
Invitation and the Other Tender Materials and consult with its broker, account executive, financial advisor 
and/or other financial professional in making these decisions.

Institutional investors with questions about this Invitation should contact the Dealer Manager.  
Individual investors and their brokers, account executives, financial advisors or other financial 
professionals with questions about this Invitation should contact the Information and Tender Agent.  The 
contact information for the Dealer Manager and the Information and Tender Agent are as follows:

Dealer Manager

Citigroup Global Markets Inc.
390 Greenwich Street, 2nd Floor, New York, NY 10013

David M. Brownstein, 212-723-5570, david.m.brownstein@citi.com
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Mike Leffler, 212-723-4453, mike.leffler@citi.com
Shai Markowicz, 212-723-5135, shai.markowicz@citi.com

Information and Tender Agent:

Bondholder Communications Group
30 Broad Street 46th Floor New York, NY 10004

Attention: Denise Waters
Call Toll Free:  (888) 385-BOND or (888) 385-2663

Web site: www.bondcom.com/DWSD   E-mail: Dwaters@bondcom.com

CITY OF DETROIT, MICHIGAN

By /s/   Kevyn D. Orr
Emergency Manager

DETROIT WATER AND SEWERAGE 
DEPARTMENT

By /s/   Sue F. McCormick
Director
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Schedule A:  TENDER BONDS SUBJECT TO THE 
INVITATION TO TENDER AND PURCHASE PRICES
Detroit Water and Sewerage Department – Sewer System

Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
Total 1,469,485,000

251237S95 1998A Senior 3,225,000 5.500% 7/1/15 NPFG      101.750 
251237V26 1998B Senior 3,240,000 5.500% 7/1/15 NPFG      101.750 
251237VN0 1999A Senior 8,725,000 CAB 7/1/15 NPFG        97.000 
2512376H1 2001C-1 Senior 600,000 5.250% 7/1/15 AG      100.750 
2512374H3 2001C-2 Senior 325,000 4.000% 7/1/15 NPFG / BHAC      100.000 
2512374J9 2001C-2 Senior 345,000 4.000% 7/1/16 NPFG / BHAC      103.000 
2512374K6 2001C-2 Senior 365,000 4.000% 7/1/17 NPFG / BHAC      104.929 
2512374L4 2001C-2 Senior 380,000 4.000% 7/1/18 NPFG / BHAC      105.450 
2512374M2 2001C-2 Senior 400,000 4.000% 7/1/19 7/1/18 NPFG / BHAC      104.000 
2512374N0 2001C-2 Senior 4,090,000 4.500% 7/1/27 7/1/18 NPFG / BHAC      100.678 
251237WY5 2001D-2 Second 21,300,000 Adj. 7/1/32 9/2/14 NPFG        86.000 
251237YM9 2003A Senior 275,000 3.650% 7/1/15 9/2/14 AG        99.500 
251237K85 2003A Senior 3,325,000 5.000% 7/1/15 9/2/14 AG      100.000 
251237YN7 2003A Senior 11,880,000 5.500% 7/1/15 AG      101.000 
251237YQ0 2003A Senior 190,000 3.700% 7/1/16 9/2/14 AG      100.000 
251237Q89 2003A Senior 10,000 5.000% 7/1/16 9/2/14 AG      100.000 
251237YT4 2003A Senior 250,000 3.800% 7/1/17 9/2/14 AG      100.000 
251237Q97 2003A Senior 3,200,000 5.000% 7/1/17 9/2/14 AG      100.000 
251237YW7 2003A Senior 535,000 4.000% 7/1/18 9/2/14 AG      100.000 
251237R21 2003A Senior 180,000 5.000% 7/1/18 9/2/14 AG      100.000 
251237YZ0 2003A Senior 300,000 4.000% 7/1/19 9/2/14 AG      100.000 
251237ZB2 2003A Senior 50,000 4.000% 7/1/20 9/2/14 AG      100.000 
251237ZD8 2003A Senior 4,795,000 5.000% 7/1/21 9/2/14 AG      100.000 
251237ZE6 2003A Senior 25,000 4.250% 7/1/22 9/2/14 AG      100.000 
251237ZF3 2003A Senior 5,440,000 5.000% 7/1/22 9/2/14 AG      100.000 
251237ZG1 2003A Senior 1,000,000 4.300% 7/1/23 9/2/14 AG      100.000 
251237ZH9 2003A Senior 7,935,000 5.000% 7/1/23 9/2/14 AG      100.000 
251237ZJ5 2003A Senior 18,215,000 5.000% 7/1/24 9/2/14 AG      100.000 
251237Y72 2003A Senior 13,210,000 5.000% 7/1/25 9/2/14 AG      100.000 
251237Y80 2003A Senior 9,005,000 5.000% 7/1/26 9/2/14 AG      100.000 
251237Y98 2003A Senior 19,485,000 5.000% 7/1/28 9/2/14 AG      100.000 
251237Z22 2003A Senior 38,290,000 5.000% 7/1/32 9/2/14 AG      100.000 
251237E58 2005A Second 490,000 3.700% 7/1/15 NPFG      100.000 
251237E66 2005A Second 510,000 3.750% 7/1/16 7/1/15 NPFG      101.500 
251237E74 2005A Second 545,000 4.000% 7/1/17 7/1/15 NPFG      101.886 
251237E82 2005A Second 555,000 4.000% 7/1/18 7/1/15 NPFG      101.796 
251237E90 2005A Second 830,000 4.000% 7/1/19 7/1/15 NPFG      101.600 
251237F24 2005A Second 860,000 4.000% 7/1/20 7/1/15 NPFG      100.718 
251237F32 2005A Second 905,000 4.100% 7/1/21 7/1/15 NPFG        99.805 
251237F40 2005A Second 925,000 4.125% 7/1/22 7/1/15 NPFG        98.239 
251237F57 2005A Second 970,000 4.250% 7/1/23 7/1/15 NPFG        97.367 
251237F65 2005A Second 490,000 4.250% 7/1/24 7/1/15 NPFG        95.721 
251237Z55 2005A Second 19,415,000 5.000% 7/1/30 7/1/15 NPFG        96.421 
251237Z63 2005A Second 24,820,000 5.125% 7/1/33 7/1/15 NPFG        92.909 
251237G23 2005A Second 47,000,000 4.500% 7/1/35 7/1/15 NPFG        84.602 
251237F99 2005A Second 138,945,000 5.000% 7/1/35 7/1/15 NPFG        90.642 
251237G72 2005B Second 8,010,000 5.000% 7/1/15 NPFG      101.000 
251237J38 2005C Second 4,345,000 5.000% 7/1/15 NPFG      101.000 
251237J46 2005C Second 4,570,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251237J53 2005C Second 4,795,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251237J61 2005C Second 5,030,000 5.000% 7/1/18 7/1/15 NPFG      103.240 
251237J79 2005C Second 5,280,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251237J87 2005C Second 7,355,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
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Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
251237J95 2005C Second 7,720,000 5.000% 7/1/21 7/1/15 NPFG      103.050 
251237K28 2005C Second 6,345,000 5.000% 7/1/25 7/1/15 NPFG        99.949 
2512373Z4 2006A Second 123,655,000 5.500% 7/1/36 7/1/18 NPFG / BHAC        96.102 
251237M91 2006B Second 1,825,000 5.000% 7/1/15 NPFG      101.000 
251237N58 2006B Second 7,515,000 4.500% 7/1/22 7/1/16 NPFG      103.779 
251237N66 2006B Second 6,540,000 4.250% 7/1/25 7/1/16 NPFG        95.221 
251237N74 2006B Second 24,400,000 5.000% 7/1/33 7/1/16 NPFG        93.693 
251237N82 2006B Second 40,000,000 4.625% 7/1/34 7/1/16 NPFG        86.443 
251237N90 2006B Second 156,600,000 5.000% 7/1/36 7/1/16 NPFG        90.189 
251237W66 2006D Senior 288,780,000 Adj. 7/1/32 9/2/14 AG        79.000 
251250AB2 2012A Senior 6,005,000 5.000% 7/1/15 N/A      101.500 
251250AS5 2012A Senior 50,000,000 5.000% 7/1/39 7/1/22 AG        95.767 
251250AR7 2012A Senior 292,865,000 5.250% 7/1/39 7/1/22 N/A        96.116 

Bonds Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
Total 1,281,315,000

251237T29 1998A Senior 3,540,000 5.500% 7/1/16 NPFG      104.875 
251237T37 1998A Senior 3,660,000 5.500% 7/1/17 NPFG      106.840 
251237T45 1998A Senior 3,885,000 5.250% 7/1/18 7/1/17 NPFG      106.392 
251237T52 1998A Senior 4,095,000 5.250% 7/1/19 7/1/17 NPFG      106.614 
251237T60 1998A Senior 7,415,000 5.250% 7/1/20 7/1/17 NPFG      106.340 
251237T78 1998A Senior 7,745,000 5.250% 7/1/21 7/1/17 NPFG      106.815 
251237T86 1998A Senior 12,585,000 5.250% 7/1/22 7/1/17 NPFG      106.870 
251237T94 1998A Senior 13,350,000 5.250% 7/1/23 7/1/17 NPFG      106.891 
251237V34 1998B Senior 3,455,000 5.500% 7/1/16 NPFG      104.875 
251237V42 1998B Senior 3,575,000 5.500% 7/1/17 NPFG      106.840 
251237V59 1998B Senior 3,895,000 5.250% 7/1/18 7/1/17 NPFG      106.392 
251237V67 1998B Senior 4,015,000 5.250% 7/1/19 7/1/17 NPFG      106.614 
251237V75 1998B Senior 7,330,000 5.250% 7/1/20 7/1/17 NPFG      106.340 
251237V83 1998B Senior 7,665,000 5.250% 7/1/21 7/1/17 NPFG      106.815 
251237V91 1998B Senior 12,600,000 5.250% 7/1/22 7/1/17 NPFG      106.870 
251237W25 1998B Senior 13,265,000 5.250% 7/1/23 7/1/17 NPFG      106.891 
251237VP5 1999A Senior 9,200,000 CAB 7/1/16 NPFG        93.840 
251237VQ3 1999A Senior 9,085,000 CAB 7/1/17 NPFG        90.000 
251237VR1 1999A Senior 9,100,000 CAB 7/1/18 NPFG        86.000 
251237VS9 1999A Senior 9,155,000 CAB 7/1/19 NPFG        81.600 
251237VT7 1999A Senior 8,720,000 CAB 7/1/20 NPFG        77.000 
251237VU4 1999A Senior 10,170,000 CAB 7/1/21 NPFG        72.500 
251237WV1 2001B Second 110,550,000 5.500% 7/1/29 NPFG      104.000 
2512376J7 2001C-1 Senior 625,000 5.250% 7/1/16 AG      104.650 
2512376K4 2001C-1 Senior 655,000 5.250% 7/1/17 AG      106.480 
2512376L2 2001C-1 Senior 690,000 5.250% 7/1/18 AG      108.427 
2512376M0 2001C-1 Senior 720,000 5.250% 7/1/19 AG      109.294 
2512376N8 2001C-1 Senior 38,000,000 6.500% 7/1/24 7/1/19 N/A      103.668 
2512376P3 2001C-1 Senior 110,510,000 7.000% 7/1/27 7/1/19 AG      117.790 
2512374P5 2001C-2 Senior 21,600,000 5.250% 7/1/28 7/1/18 NPFG / BHAC      107.000 
2512374Q3 2001C-2 Senior 93,540,000 5.250% 7/1/29 7/1/18 NPFG / BHAC      107.000 
2512374R1 2001E Second 136,150,000 5.750% 7/1/31 7/1/18 FGIC / BHAC      103.000 
251237YR8 2003A Senior 12,535,000 5.500% 7/1/16 AG      105.125 
251237YU1 2003A Senior 13,215,000 5.500% 7/1/17 AG      107.150 
251237YX5 2003A Senior 13,950,000 5.500% 7/1/18 AG      109.190 
2512376Q1 2003B Senior 150,000,000 7.500% 7/1/33 7/1/19 AG      119.095 
251237B77 2004A Senior 14,830,000 5.250% 7/1/19 AG      109.294 
251237B85 2004A Senior 15,605,000 5.250% 7/1/20 AG      109.000 
251237B93 2004A Senior 5,525,000 5.250% 7/1/21 AG      109.049 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
251237C27 2004A Senior 5,545,000 5.250% 7/1/22 AG      108.300 
251237C35 2004A Senior 5,835,000 5.250% 7/1/23 AG      107.300 
251237C43 2004A Senior 6,145,000 5.250% 7/1/24 AG      105.900 
251237G80 2005B Second 10,420,000 5.500% 7/1/21 NPFG      107.420 
251237G98 2005B Second 10,990,000 5.500% 7/1/22 NPFG      106.700 
251237N25 2006B Second 1,430,000 5.000% 7/1/16 NPFG      103.300 
251237N33 2006B Second 1,505,000 5.000% 7/1/17 7/1/16 NPFG      104.794 
251237N41 2006B Second 1,590,000 5.000% 7/1/18 7/1/16 NPFG      104.350 
251237P31 2006C Senior 8,495,000 5.250% 7/1/16 NPFG      104.450 
251237P49 2006C Senior 8,915,000 5.000% 7/1/17 7/1/16 NPFG      104.690 
251237P56 2006C Senior 9,150,000 5.000% 7/1/18 7/1/16 NPFG      104.721 
251250AC0 2012A Senior 8,880,000 5.000% 7/1/16 AG      104.230 
251250AD8 2012A Senior 6,430,000 5.000% 7/1/17 N/A      100.714 
251250AE6 2012A Senior 9,750,000 5.000% 7/1/18 AG      107.665 
251250AF3 2012A Senior 19,930,000 5.000% 7/1/19 N/A      100.000 
251250AG1 2012A Senior 13,925,000 5.000% 7/1/20 N/A      100.000 
251250AH9 2012A Senior 9,845,000 5.000% 7/1/21 N/A      100.000 
251250AJ5 2012A Senior 14,860,000 5.000% 7/1/22 N/A      100.000 
251250AK2 2012A Senior 22,275,000 5.000% 7/1/23 7/1/22 N/A      100.000 
251250AL0 2012A Senior 23,630,000 5.500% 7/1/24 7/1/17 N/A      101.229 
251250AM8 2012A Senior 32,240,000 5.500% 7/1/25 7/1/17 N/A      100.993 
251250AN6 2012A Senior 13,170,000 5.250% 7/1/26 7/1/22 N/A      101.098 
251250AP1 2012A Senior 9,890,000 5.250% 7/1/27 7/1/22 N/A      100.961 
251250AQ9 2012A Senior 120,265,000 5.000% 7/1/32 7/1/22 N/A        99.000 

*Footnote for each Insurance Provider
AG = Assured Guaranty
NPFG = National Public Finance Guarantee
FGIC = Financial Guaranty Insurance Company
BHAC = Berkshire Hathaway
N/A = Not Insured

Derivative CUSIP
Original CUSIP Derivative CUSIP Derivative CUSIP 2 
251237F99 251237F99 2512373W1 
251237G23 251237G23 2512375Z2 
251237N74 251237N74 2512373Q4 
251237N90 251237N90 2512373P6 
251237N90 251237N90 2512373M3 
251237N90 251237N90 2512373R2 
251237P56 251237P56 2512373T8 
251237T86 251237T86 2512375V1 
251237WV1 251237WV1 251237XL2 
251237WV1 251237WV1 251237XM0 
251237WV1 251237WV1 2512373N1 
251237WV1 251237WV1 2512373S0 
251237Z55 251237Z55 2512376A6 
251250AJ5 251250AJ5 251250AT3 
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DISCLOSURE STATEMENT
RELATING TO

INVITATION TO TENDER BONDS
$2,750,800,000

CITY OF DETROIT, MICHIGAN
DETROIT WATER AND SEWERAGE DEPARTMENT

SEWAGE DISPOSAL SYSTEM BONDS
CONSISTING OF

$1,805,620,000 Revenue and Revenue Refunding Senior Lien Bonds and
$945,180,000 Revenue and Revenue Refunding Second Lien Bonds

Pursuant to the Invitation to Tender Bonds dated August 7, 2014 (the “Invitation”), the City of
Detroit, County of Wayne, State of Michigan (the “City”), upon authorization from (i) the Board of Water
Commissioners (the “Board of Water Commissioners”) of the Detroit Water and Sewerage Department
(the “Department”), and (ii) the emergency manager of the City (the “Emergency Manager”), invites each
holder (a “Bondholder”) of those certain outstanding Detroit Water and Sewerage Department Sewage
Disposal System Revenue and Revenue Refunding Bonds (the “Tender Bonds”) described more
specifically on the inside cover pages of this disclosure statement (the “Disclosure Statement”) to submit
offers to sell all or a portion of the Tender Bonds held by such Bondholder to the City at the applicable
purchase price on the inside cover page of this Disclosure Statement (the “Purchase Price”), as well as
accrued and unpaid interest, subject to the conditions and upon the terms specified in the Invitation.

Bondholders should read this Disclosure Statement, the Invitation and the other materials
described in the Invitation carefully and consult with their broker, account executive, financial advisor
and/or other financial professional in order to make an informed decision as to whether, and how, to offer
their Tender Bonds. This Disclosure Statement, the Invitation and the other materials described in the
Invitation are and will be available from the Dealer Manager and the Information and Tender Agent and
at www.bondcom.com/DWSD.

None of the City, the Department, the Board of Water Commissioners, the Emergency Manager,
the Dealer Manager (as defined herein), the Financial Advisor (as defined herein), the Board Financial
Consultant (as defined herein) and the Information and Tender Agent (as defined herein) or any of their
respective affiliates makes any recommendation as to whether or not Bondholders should tender all or any
portion of the Tender Bonds pursuant to the Invitation. Bondholders must make their own decisions as to
whether to tender the Tender Bonds and, if so, the amount of their Tender Bonds to tender.

Any Bondholder wishing to offer its Tender Bonds pursuant to the Invitation should follow the
procedures more fully described in the Invitation. Institutional investors with questions about the
Invitation should contact the Dealer Manager. Individual investors and their brokers, account executives,
financial advisors and other financial professionals with questions about the Invitation should contact the
Information and Tender Agent.

The Dealer Manager for the Invitation is:
Citigroup Global Markets Inc.

The Information and Tender Agent for the Invitation is:
Bondholder Communications Group

30 Broad Street, 46th Floor, New York, NY 10004
Attention: Denise Waters

Call Toll Free: 888-385-BOND or 888-385-2663
Website: www.bondcom.com/DWSD Email: Dwaters@bondcom.com

Date of this Disclosure Statement: August 7, 2014
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TENDER BONDS SUBJECT TO THE  
INVITATION TO TENDER AND PURCHASE PRICES 
Detroit Water and Sewerage Department – Sewer System 

Bonds Not Impaired Under Current Plan of Adjustment 

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
Total 1,469,485,000 

251237S95 1998A Senior 3,225,000 5.500% 7/1/15  NPFG      101.750 
251237V26 1998B Senior 3,240,000 5.500% 7/1/15  NPFG      101.750 
251237VN0 1999A Senior 8,725,000 CAB 7/1/15  NPFG        97.000 
2512376H1 2001C-1 Senior 600,000 5.250% 7/1/15  AG      100.750 
2512374H3 2001C-2 Senior 325,000 4.000% 7/1/15  NPFG / BHAC      100.000 
2512374J9 2001C-2 Senior 345,000 4.000% 7/1/16  NPFG / BHAC      103.000 
2512374K6 2001C-2 Senior 365,000 4.000% 7/1/17  NPFG / BHAC      104.929 
2512374L4 2001C-2 Senior 380,000 4.000% 7/1/18  NPFG / BHAC      105.450 
2512374M2 2001C-2 Senior 400,000 4.000% 7/1/19 7/1/18 NPFG / BHAC      104.000 
2512374N0 2001C-2 Senior 4,090,000 4.500% 7/1/27 7/1/18 NPFG / BHAC      100.678 
251237WY5 2001D-2 Second 21,300,000 Adj. 7/1/32 9/2/14 NPFG        86.000 
251237YM9 2003A Senior 275,000 3.650% 7/1/15 9/2/14 AG        99.500 
251237K85 2003A Senior 3,325,000 5.000% 7/1/15 9/2/14 AG      100.000 
251237YN7 2003A Senior 11,880,000 5.500% 7/1/15  AG      101.000 
251237YQ0 2003A Senior 190,000 3.700% 7/1/16 9/2/14 AG      100.000 
251237Q89 2003A Senior 10,000 5.000% 7/1/16 9/2/14 AG      100.000 
251237YT4 2003A Senior 250,000 3.800% 7/1/17 9/2/14 AG      100.000 
251237Q97 2003A Senior 3,200,000 5.000% 7/1/17 9/2/14 AG      100.000 
251237YW7 2003A Senior 535,000 4.000% 7/1/18 9/2/14 AG      100.000 
251237R21 2003A Senior 180,000 5.000% 7/1/18 9/2/14 AG      100.000 
251237YZ0 2003A Senior 300,000 4.000% 7/1/19 9/2/14 AG      100.000 
251237ZB2 2003A Senior 50,000 4.000% 7/1/20 9/2/14 AG      100.000 
251237ZD8 2003A Senior 4,795,000 5.000% 7/1/21 9/2/14 AG      100.000 
251237ZE6 2003A Senior 25,000 4.250% 7/1/22 9/2/14 AG      100.000 
251237ZF3 2003A Senior 5,440,000 5.000% 7/1/22 9/2/14 AG      100.000 
251237ZG1 2003A Senior 1,000,000 4.300% 7/1/23 9/2/14 AG      100.000 
251237ZH9 2003A Senior 7,935,000 5.000% 7/1/23 9/2/14 AG      100.000 
251237ZJ5 2003A Senior 18,215,000 5.000% 7/1/24 9/2/14 AG      100.000 
251237Y72 2003A Senior 13,210,000 5.000% 7/1/25 9/2/14 AG      100.000 
251237Y80 2003A Senior 9,005,000 5.000% 7/1/26 9/2/14 AG      100.000 
251237Y98 2003A Senior 19,485,000 5.000% 7/1/28 9/2/14 AG      100.000 
251237Z22 2003A Senior 38,290,000 5.000% 7/1/32 9/2/14 AG      100.000 
251237E58 2005A Second 490,000 3.700% 7/1/15  NPFG      100.000 
251237E66 2005A Second 510,000 3.750% 7/1/16 7/1/15 NPFG      101.500 
251237E74 2005A Second 545,000 4.000% 7/1/17 7/1/15 NPFG      101.886 
251237E82 2005A Second 555,000 4.000% 7/1/18 7/1/15 NPFG      101.796 
251237E90 2005A Second 830,000 4.000% 7/1/19 7/1/15 NPFG      101.600 
251237F24 2005A Second 860,000 4.000% 7/1/20 7/1/15 NPFG      100.718 
251237F32 2005A Second 905,000 4.100% 7/1/21 7/1/15 NPFG        99.805 
251237F40 2005A Second 925,000 4.125% 7/1/22 7/1/15 NPFG        98.239 
251237F57 2005A Second 970,000 4.250% 7/1/23 7/1/15 NPFG        97.367 
251237F65 2005A Second 490,000 4.250% 7/1/24 7/1/15 NPFG        95.721 
251237Z55 2005A Second 19,415,000 5.000% 7/1/30 7/1/15 NPFG        96.421 
251237Z63 2005A Second 24,820,000 5.125% 7/1/33 7/1/15 NPFG        92.909 
251237G23 2005A Second 47,000,000 4.500% 7/1/35 7/1/15 NPFG        84.602 
251237F99 2005A Second 138,945,000 5.000% 7/1/35 7/1/15 NPFG        90.642 
251237G72 2005B Second 8,010,000 5.000% 7/1/15  NPFG      101.000 
251237J38 2005C Second 4,345,000 5.000% 7/1/15  NPFG      101.000 
251237J46 2005C Second 4,570,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251237J53 2005C Second 4,795,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251237J61 2005C Second 5,030,000 5.000% 7/1/18 7/1/15 NPFG      103.240 
251237J79 2005C Second 5,280,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251237J87 2005C Second 7,355,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
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Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
251237J95 2005C Second 7,720,000 5.000% 7/1/21 7/1/15 NPFG      103.050 
251237K28 2005C Second 6,345,000 5.000% 7/1/25 7/1/15 NPFG        99.949 
2512373Z4 2006A Second 123,655,000 5.500% 7/1/36 7/1/18 NPFG / BHAC        96.102 
251237M91 2006B Second 1,825,000 5.000% 7/1/15  NPFG      101.000 
251237N58 2006B Second 7,515,000 4.500% 7/1/22 7/1/16 NPFG      103.779 
251237N66 2006B Second 6,540,000 4.250% 7/1/25 7/1/16 NPFG        95.221 
251237N74 2006B Second 24,400,000 5.000% 7/1/33 7/1/16 NPFG        93.693 
251237N82 2006B Second 40,000,000 4.625% 7/1/34 7/1/16 NPFG        86.443 
251237N90 2006B Second 156,600,000 5.000% 7/1/36 7/1/16 NPFG        90.189 
251237W66 2006D Senior 288,780,000 Adj. 7/1/32 9/2/14 AG        79.000 
251250AB2 2012A Senior 6,005,000 5.000% 7/1/15  N/A      101.500 
251250AS5 2012A Senior 50,000,000 5.000% 7/1/39 7/1/22 AG        95.767 
251250AR7 2012A Senior 292,865,000 5.250% 7/1/39 7/1/22 N/A        96.116 

Bonds Impaired Under Current Plan of Adjustment 

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
Total 1,281,315,000 

251237T29 1998A Senior 3,540,000 5.500% 7/1/16  NPFG      104.875 
251237T37 1998A Senior 3,660,000 5.500% 7/1/17  NPFG      106.840 
251237T45 1998A Senior 3,885,000 5.250% 7/1/18 7/1/17 NPFG      106.392 
251237T52 1998A Senior 4,095,000 5.250% 7/1/19 7/1/17 NPFG      106.614 
251237T60 1998A Senior 7,415,000 5.250% 7/1/20 7/1/17 NPFG      106.340 
251237T78 1998A Senior 7,745,000 5.250% 7/1/21 7/1/17 NPFG      106.815 
251237T86 1998A Senior 12,585,000 5.250% 7/1/22 7/1/17 NPFG      106.870 
251237T94 1998A Senior 13,350,000 5.250% 7/1/23 7/1/17 NPFG      106.891 
251237V34 1998B Senior 3,455,000 5.500% 7/1/16  NPFG      104.875 
251237V42 1998B Senior 3,575,000 5.500% 7/1/17  NPFG      106.840 
251237V59 1998B Senior 3,895,000 5.250% 7/1/18 7/1/17 NPFG      106.392 
251237V67 1998B Senior 4,015,000 5.250% 7/1/19 7/1/17 NPFG      106.614 
251237V75 1998B Senior 7,330,000 5.250% 7/1/20 7/1/17 NPFG      106.340 
251237V83 1998B Senior 7,665,000 5.250% 7/1/21 7/1/17 NPFG      106.815 
251237V91 1998B Senior 12,600,000 5.250% 7/1/22 7/1/17 NPFG      106.870 
251237W25 1998B Senior 13,265,000 5.250% 7/1/23 7/1/17 NPFG      106.891 
251237VP5 1999A Senior 9,200,000 CAB 7/1/16  NPFG        93.840 
251237VQ3 1999A Senior 9,085,000 CAB 7/1/17  NPFG        90.000 
251237VR1 1999A Senior 9,100,000 CAB 7/1/18  NPFG        86.000 
251237VS9 1999A Senior 9,155,000 CAB 7/1/19  NPFG        81.600 
251237VT7 1999A Senior 8,720,000 CAB 7/1/20  NPFG        77.000 
251237VU4 1999A Senior 10,170,000 CAB 7/1/21  NPFG        72.500 
251237WV1 2001B Second 110,550,000 5.500% 7/1/29  NPFG      104.000 
2512376J7 2001C-1 Senior 625,000 5.250% 7/1/16  AG      104.650 
2512376K4 2001C-1 Senior 655,000 5.250% 7/1/17  AG      106.480 
2512376L2 2001C-1 Senior 690,000 5.250% 7/1/18  AG      108.427 
2512376M0 2001C-1 Senior 720,000 5.250% 7/1/19  AG      109.294 
2512376N8 2001C-1 Senior 38,000,000 6.500% 7/1/24 7/1/19 N/A      103.668 
2512376P3 2001C-1 Senior 110,510,000 7.000% 7/1/27 7/1/19 AG      117.790 
2512374P5 2001C-2 Senior 21,600,000 5.250% 7/1/28 7/1/18 NPFG / BHAC      107.000 
2512374Q3 2001C-2 Senior 93,540,000 5.250% 7/1/29 7/1/18 NPFG / BHAC      107.000 
2512374R1 2001E Second 136,150,000 5.750% 7/1/31 7/1/18 FGIC / BHAC      103.000 
251237YR8 2003A Senior 12,535,000 5.500% 7/1/16  AG      105.125 
251237YU1 2003A Senior 13,215,000 5.500% 7/1/17  AG      107.150 
251237YX5 2003A Senior 13,950,000 5.500% 7/1/18  AG      109.190 
2512376Q1 2003B Senior 150,000,000 7.500% 7/1/33 7/1/19 AG      119.095 
251237B77 2004A Senior 14,830,000 5.250% 7/1/19  AG      109.294 
251237B85 2004A Senior 15,605,000 5.250% 7/1/20  AG      109.000 
251237B93 2004A Senior 5,525,000 5.250% 7/1/21  AG      109.049 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
251237C27 2004A Senior 5,545,000 5.250% 7/1/22  AG      108.300 
251237C35 2004A Senior 5,835,000 5.250% 7/1/23  AG      107.300 
251237C43 2004A Senior 6,145,000 5.250% 7/1/24  AG      105.900 
251237G80 2005B Second 10,420,000 5.500% 7/1/21  NPFG      107.420 
251237G98 2005B Second 10,990,000 5.500% 7/1/22  NPFG      106.700 
251237N25 2006B Second 1,430,000 5.000% 7/1/16  NPFG      103.300 
251237N33 2006B Second 1,505,000 5.000% 7/1/17 7/1/16 NPFG      104.794 
251237N41 2006B Second 1,590,000 5.000% 7/1/18 7/1/16 NPFG      104.350 
251237P31 2006C Senior 8,495,000 5.250% 7/1/16  NPFG      104.450 
251237P49 2006C Senior 8,915,000 5.000% 7/1/17 7/1/16 NPFG      104.690 
251237P56 2006C Senior 9,150,000 5.000% 7/1/18 7/1/16 NPFG      104.721 
251250AC0 2012A Senior 8,880,000 5.000% 7/1/16  AG      104.230 
251250AD8 2012A Senior 6,430,000 5.000% 7/1/17  N/A      100.714 
251250AE6 2012A Senior 9,750,000 5.000% 7/1/18  AG      107.665 
251250AF3 2012A Senior 19,930,000 5.000% 7/1/19  N/A      100.000 
251250AG1 2012A Senior 13,925,000 5.000% 7/1/20  N/A      100.000 
251250AH9 2012A Senior 9,845,000 5.000% 7/1/21  N/A      100.000 
251250AJ5 2012A Senior 14,860,000 5.000% 7/1/22  N/A      100.000 
251250AK2 2012A Senior 22,275,000 5.000% 7/1/23 7/1/22 N/A      100.000 
251250AL0 2012A Senior 23,630,000 5.500% 7/1/24 7/1/17 N/A      101.229 
251250AM8 2012A Senior 32,240,000 5.500% 7/1/25 7/1/17 N/A      100.993 
251250AN6 2012A Senior 13,170,000 5.250% 7/1/26 7/1/22 N/A      101.098 
251250AP1 2012A Senior 9,890,000 5.250% 7/1/27 7/1/22 N/A      100.961 
251250AQ9 2012A Senior 120,265,000 5.000% 7/1/32 7/1/22 N/A        99.000 

*Footnote for each Insurance Provider 
 AG = Assured Guaranty 
 NPFG = National Public Finance Guarantee 
 FGIC = Financial Guaranty Insurance Company 

BHAC = Berkshire Hathaway 
N/A = Not Insured 

Derivative CUSIP 
Original CUSIP   Derivative CUSIP  Derivative CUSIP 2  
 251237F99   251237F99  2512373W1  
 251237G23   251237G23  2512375Z2  
 251237N74   251237N74  2512373Q4  
 251237N90   251237N90  2512373P6  
 251237N90   251237N90  2512373M3  
 251237N90   251237N90  2512373R2  
 251237P56   251237P56  2512373T8  
 251237T86   251237T86  2512375V1  
 251237WV1   251237WV1  251237XL2  
 251237WV1   251237WV1  251237XM0  
 251237WV1   251237WV1  2512373N1  
 251237WV1   251237WV1  2512373S0  
 251237Z55   251237Z55  2512376A6  
 251250AJ5   251250AJ5  251250AT3  
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Certain statements contained in this Disclosure Statement, including in the Appendices
hereto, reflect not historical facts but forecasts and “forward-looking statements.” Such forward-
looking statements can be identified, in some cases, by the terminology used, such as “may,”
“will,” “should,” “expects,” “intends,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“potential,” “illustrate,” “example,” and “continue,” or the singular, plural, negative or other
derivations of these or other comparable terms. Bondholders should not place undue reliance on
forward-looking statements. All forward-looking statements included in this Disclosure Statement
are based on information available to the City and the Department on the date hereof, and the City
and the Department assume no obligation to update any such forward-looking statements. Actual
results could differ materially from those discussed in such forward-looking statements.

The forward-looking statements included herein are necessarily based on various
assumptions and estimates and are inherently subject to various risks and uncertainties,
including, but not limited to, the risks and uncertainties described herein and risks and
uncertainties relating to the possible invalidity of the underlying assumptions and estimates and
possible changes or developments in geopolitical, military, social, economic, business, industry,
market, legal or regulatory circumstances, and conditions or actions taken or omitted to be taken
by third parties, including customers, suppliers, and business partners, and legislative, judicial,
and other governmental authorities and officials. Accordingly, actual results may vary from the
projections, forecasts and estimates contained in this Disclosure Statement and such variations
may be material, which could affect the City and the Department’s ability to fulfill some or all of
their respective obligations under the Invitation or the Tender Bonds.

No party that has provided information for this Disclosure Statement has any obligation
to update or otherwise revise any projections, forecasts and estimates, including any revisions to
reflect changes in conditions or circumstances arising after the date of this Disclosure Statement,
or to reflect the occurrence of unanticipated events. Assumptions related to the foregoing involve
judgments with respect to, among other things, future economic, competitive and market
conditions of future business decisions, all of which are difficult or impossible to predict
accurately and many of which are beyond the control of the City and the Department. Any of
such assumptions could be inaccurate and, therefore, there can be no assurance that the forward-
looking statements included in this Disclosure Statement will prove to be accurate. New factors
emerge from time to time and it is not possible for the City or the Department to predict all of
such factors. Further, the City and the Department cannot assess the impact of each such factor
on its business or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements.

All projections, forecasts, assumptions, expressions of opinions, estimates, and other
forward-looking statements are expressly qualified in their entirety by the foregoing and the other
cautionary statements set forth in this Disclosure Statement.
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SUMMARY STATEMENT

This Summary Statement is subject in all respects to more complete information
contained in this Disclosure Statement, the Invitation and the other materials described in the
Invitation, and should not be considered a complete statement of the facts material to making a
decision with respect to tender. Readers should read the entire Disclosure Statement, the
Invitation and the other materials described in the Invitation. Capitalized terms used in this
Summary Statement and not otherwise defined shall have the meanings given such terms in the
body of this Disclosure Statement.

Overview Pursuant to the Invitation to Tender Bonds dated August 7, 2014,
the City of Detroit, County of Wayne, State of Michigan, upon
authorization from (i) the Board of Water Commissioners of the
Detroit Water and Sewerage Department and (ii) Kevyn D. Orr,
emergency manager of the City, invites each holder of those
certain outstanding Sewage Disposal System Revenue and
Revenue Refunding Bonds described more specifically in this
Disclosure Statement to submit Offers to sell all or a portion of the
Tender Bonds held by such Bondholder to the City at the
applicable Purchase Price(s) set forth in the Invitation, as well as
accrued and unpaid interest, subject to the terms specified in the
Invitation.

Ongoing City of
Detroit Bankruptcy
Proceedings

As described herein under “CITY OF DETROIT BANKRUPTCY
MATTERS,” the City has filed a petition for relief under Chapter 9
of the Bankruptcy Code. The Invitation is being distributed during
the pendency of the Bankruptcy Case. Accordingly, there is
uncertainty as to the final outcome of the Bankruptcy Case. See
“RISK FACTORS” herein.

The Bankruptcy
Plan of Adjustment

Under the Bankruptcy Code, a Chapter 9 debtor has the exclusive
right to file a Chapter 9 plan of adjustment. The City has prepared
a Plan of Adjustment and filed the most recent Plan of Adjustment
with the Bankruptcy Court on July 29, 2014. The Plan of
Adjustment has not yet been confirmed by the Bankruptcy Court.
See “CITY OF DETROIT BANKRUPTCY MATTERS” herein.

The Bankruptcy
Case, the Invitation
and the Plan of
Finance

The Plan of Adjustment currently pending before the Bankruptcy
Court would eliminate the call protection or reduce the interest rate
on certain classes of outstanding DWSD Bonds. The City is
undertaking its Invitation as part of a plan of finance, the purpose
of which is to reduce the debt service costs related to the Tender
Bonds and remove the risk to the Department’s future costs posed
by the impairment noted above on certain classes of the DWSD
Bonds.
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If the City purchases (i) any Tender Bonds pursuant to the
Invitation or (ii) any Water Supply System Bonds pursuant to the
separate invitation related thereto, the City would file an amended
Plan of Adjustment with the Bankruptcy Court that would remove
the provisions contained in the current Plan of Adjustment that
would impair certain classes of DWSD Bonds. See
“INTRODUCTION—Plan of Finance” herein.

The City plans to purchase the Tender Bonds only to the extent it
can realize sufficient savings, with sufficiency determined in the
sole discretion of the Board of Water Commissioners and the
Emergency Manager.

Current Governance
of the Department
and the City

As described under “THE DEPARTMENT—Organization” and
“THE DEPARTMENT—The Board of Water Commissioners”
herein, the Department is governed by the Board of Water
Commissioners. As described under “THE CITY” herein, the
Emergency Manager has been appointed for the City under
applicable State law.

Approvals of the
Invitation

Both the Board of Water Commissioners and the Emergency
Manager have approved the Invitation and the solicitation of
Offers contemplated by the Invitation. See “APPROVALS OF
THE INVITATION” herein.

Certain Aspects of
the Tender
Invitation

Pursuant to the Invitation, the City and the Department have
invited Bondholders to submit Offers to sell all or a portion of the
Tender Bonds held by the Bondholder at the Purchase Price(s)
established in the Invitation. These are fixed Purchase Price(s).

Bondholders may find then current information concerning all of
the Offered Bonds that have been submitted at
www.bondcom.com/DWSD.

All Offers by Bondholders to sell Tender Bonds are irrevocable
upon submission and may not be withdrawn except in limited
circumstances described in the Invitation. See “TERMS OF THIS
INVITATION” under the Invitation.

To make an informed decision as to whether, and how, to offer its
Tender Bonds, a Bondholder must read the Invitation, this
Disclosure Statement and all other materials described in the
Invitation, carefully and consult with its broker, account executive,
financial advisor and/or other financial professional. None of the
City, the Department, the Board of Water Commissioners, the
Emergency Manager, the Dealer Manager, the Financial Advisor,
the Board Consultant and the Information and Tender Agent nor
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any of their respective affiliates makes any recommendation as to
whether or not Bondholders should tender all or any portion of the
Tender Bonds pursuant to the Invitation. Bondholders must make
their own decisions as to whether to tender the Tender Bonds and,
if so, the amount of their Tender Bonds to tender.

Conditions to
Payment of
Purchase Price

Risk Factors

The City is not required to purchase any Tender Bonds. As
described in greater detail under “INTRODUCTION – Plan of
Finance,” if the City agrees to accept for purchase the Tender
Bonds, prior to the purchase closing date, the City would request
that the Bankruptcy Court enter an order authorizing the City’s
issuance, via public offering or private placement, of the 2014
DWSD Refinancing Bonds to purchase the Tender Bonds offered
and accepted pursuant to the terms of the Invitation. In addition, on
the purchase closing date, the City would file an amended Plan of
Adjustment with the Bankruptcy Court that would amend the
provisions contained in the current Plan of Adjustment that impair
certain classes of the DWSD Bonds to unimpair the DWSD Bonds.

The purchase of any of the Tender Bonds is conditioned upon the
City receiving all legally required approvals to issue the 2014
DWSD Refinancing Bonds, the City completing the issuance of the
2014 DWSD Refinancing Bonds on terms satisfactory to it, with
net proceeds sufficient to pay the Purchase Price, and other
conditions set forth in the Invitation. The 2014 DWSD
Refinancing Bonds are not being offered for sale by the Invitation
or this Disclosure Statement.

In making a decision whether to tender their Tender Bonds,
Bondholders should consider certain risks and investment
considerations that could affect the ability of the Department to
pay debt service on its Tender Bonds or, if the tender is
successfully completed, on any existing untendered DWSD Bonds
remaining outstanding after consummation of the tender, including
the potential 2014 DWSD Refinancing Bonds, and that could
affect the marketability of or the market price for such bonds.
These include risks related to the City’s bankruptcy, the operations
of the Department and the Sewage Disposal System and other
matters. See “RISK FACTORS” herein.
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INTRODUCTION

The following introductory statement is subject in all respects to the more complete
information set forth in this Disclosure Statement, the Invitation and the other materials
described in the Invitation. The descriptions and summaries of various documents hereinafter
set forth do not purport to be comprehensive or definitive and are qualified in their entirety by
reference to each document. Capitalized terms used in this Disclosure Statement that are not
otherwise defined herein have the meanings set forth in Invitation.

Purpose of this Disclosure Statement

This Disclosure Statement, including the cover pages and the Appendices hereto, is
provided to furnish information in connection with the Invitation to Tender Bonds (the
“Invitation”) by which the City of Detroit, County of Wayne, State of Michigan (the “City”),
upon authorization from (i) the Board of Water Commissioners (the “Board of Water
Commissioners”) of the Detroit Water and Sewerage Department (the “Department” or
“DWSD”), and (ii) the emergency manager of the City (the “Emergency Manager”), invites each
holder (a “Bondholder”) of those certain outstanding bonds issued by the City and described on
the inside cover page of this Disclosure Statement (the “Tender Bonds”) to submit offers (the
“Offers”) to sell all or a portion of the Tender Bonds held by such Bondholder to the City at the
applicable purchase price on the inside cover page of this Disclosure Statement (the “Purchase
Price”), as well as accrued and unpaid interest, subject to the conditions and upon the terms
specified in the Invitation.

Plan of Finance

The Plan of Adjustment (as defined herein) currently pending before the United States
Bankruptcy Court for the Eastern District of Michigan (the “Bankruptcy Court”) would eliminate
the call protection or reduce the interest rates on certain classes of the DWSD Bonds (as defined
herein). The City is undertaking its Invitation as part of a plan of finance, the purpose of which is
to reduce the debt service costs related to the Tender Bonds and remove the risk to the
Department’s future costs posed by the impairment noted above on certain classes of DWSD
Bonds.

The City plans to purchase the Tender Bonds only to the extent it can realize sufficient
savings, with sufficiency determined in the sole discretion of the Board of Water Commissioners
and the Emergency Manager. The City’s plan includes the Invitation and the purchase of Tender
Bonds (if any) tendered to the City by Bondholders. Concurrently with the Invitation, the City is
inviting holders of the outstanding Water Supply System bonds to sell all or a portion of such
bonds to the City.

To provide funds to purchase all DWSD Bonds offered and accepted by the City pursuant
to the terms of the Invitation, the City proposes to, via public offering or private placement, issue
one or more series of its Sewage Disposal System Revenue Refunding Bonds, including, if
necessary, interim financing bonds (collectively, the “2014 DWSD Refinancing Bonds”). The
City has obtained a conditional commitment to purchase the interim financing bonds, which
commitment is subject to the negotiation and execution of definitive agreements and the
satisfaction of certain closing conditions.
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If the City agrees to accept for purchase (i) any Tender Bonds pursuant to the Invitation
or (ii) any Water Supply System bonds pursuant to the separate invitation related thereto (the
“Water Invitation” and, together with the Invitation, the “Invitations”), prior to the closing date
of such purchase, the City would request that the Bankruptcy Court enter an order consented to
by the City (the “Bankruptcy Order”) authorizing the City’s issuance of the 2014 DWSD
Refinancing Bonds to purchase the Tender Bonds offered and accepted pursuant to the terms of
the Invitation. In addition, on the closing date of such purchase, the City would file an amended
Plan of Adjustment with the Bankruptcy Court that would amend the provisions contained in the
current Plan of Adjustment that impair certain classes of the DWSD Bonds, including, without
limitation, those provisions which provide for the impairment of the interest rate and call
protection in respect of the DWSD Bonds. Under such amended Plan of Adjustment, all of the
DWSD Bonds would be unimpaired.

Consummation of the purchase of the Tender Bonds pursuant to the Invitation is
conditioned upon the entry of and the validity and enforceability of the Bankruptcy Order. No
assurance can be given as to the entry of and the validity or enforceability of the Bankruptcy
Order and the City’s ability to consummate the purchase of any Tender Bonds pursuant to the
Invitation.

To the extent the City elects, in its sole discretion, not to purchase Tender Bonds offered
pursuant to the Invitation, or the purchase of Tender Bonds pursuant to the Invitation does not
close for any reason, no amended Plan of Adjustment that unimpairs the DWSD Bonds would be
filed, and the treatment of the Tender Bonds under the Plan of Adjustment, as currently
proposed, would continue to include an impairment under the Plan of Adjustment of a material
portion of the Tender Bonds. See “CITY OF DETROIT BANKRUPTCY MATTERS.”

In either event, there can be no assurance that the Plan of Adjustment that is confirmed
by the Bankruptcy Court will ultimately impair or not impair any DWSD Bonds. There can also
be no assurance that any Plan of Adjustment will be confirmed by the Bankruptcy Court.
Moreover, any order of the Bankruptcy Court confirming the Plan of Adjustment may be
appealed to a higher court. Even if confirmed, there can be no assurance if or when the Plan of
Adjustment will become effective or ultimately be consummated.

The purchase of any of the Tender Bonds is conditioned upon the City receiving all
legally required approvals to issue the 2014 DWSD Refinancing Bonds, the City and the
Department completing the issuance of the 2014 DWSD Refinancing Bonds on terms
satisfactory to it, with net proceeds sufficient to pay the Purchase Price of the Tender Bonds
being purchased, and other conditions set forth in the Invitation. No assurances can be given that
the 2014 DWSD Refinancing Bonds will be approved by the Bankruptcy Court, or that such
financing will be issued or obtained in amounts sufficient to pay the Purchase Price of the Tender
Bonds selected for purchase or that the purchase of the Tender Bonds will be completed. In the
event sufficient funds are not available, no Tender Bonds will be purchased through the
Invitation.

The 2014 DWSD Refinancing Bonds are not being offered for sale by the Invitation or
this Disclosure Statement. If the City determines to undertake a public offering of 2014 DWSD
Refinancing Bonds, the City will disseminate one or more disclosure documents in connection
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with any such offering. While no predictions can be made as to the information to be contained
in any such disclosure documents, the City anticipates that, after giving effect to the issuance of
one or more series of 2014 DWSD Refinancing Bonds, the financial disclosures made in such
disclosure documents may be materially different from those set forth in this Disclosure
Statement.

By tendering their Tender Bonds pursuant to the Invitation, Bondholders shall be deemed
to have acknowledged and represented to the City that they have received, and have had the
opportunity to review, this Disclosure Statement, the Invitation and the other tender materials
prior to making the decision as to whether or not they should tender their Tender Bonds.

Availability of Documents

The descriptions and summaries of various documents set forth in this Disclosure Statement do
not purport to be conclusive or definitive and reference is made to each such document for the
complete details of all terms and conditions hereof. All references herein to the 2014 DWSD
Refinancing Bonds and the DWSD Authorizing Documents, to the extent such documents have
been prepared, are qualified in their entirety by such documents, copies of which are available
from the Dealer Manager and may be examined or obtained at the expense of the person
requesting the same at the corporate trust office of the Information and Tender Agent.

As described in greater detail in “CITY OF DETROIT BANKRUPTCY MATTERS”
below, the City has filed a voluntary petition for relief under Chapter 9 of the Bankruptcy Code,
which case is pending under case number 13-53846. Pursuant to Section 941 of the Bankruptcy
Code, the City has filed with the Bankruptcy Court the Plan of Adjustment, as amended, and the
accompanying Disclosure Statement to the Plan of Adjustment (the “Bankruptcy Disclosure
Statement”). The Plan of Adjustment sets forth the manner in which all claims in the Bankruptcy
Case will be treated if the Plan of Adjustment is confirmed by the Bankruptcy Court and
becomes effective. For a complete understanding of the Plan of Adjustment, as it may be
modified from time to time, Bondholders should read the Plan of Adjustment and Bankruptcy
Disclosure Statement (including all supplements, exhibits and appendices attached thereto).
Electronic copies of certain documents filed with the Bankruptcy Court, including among others,
the current Plan of Adjustment and the Bankruptcy Disclosure Statement, may be found at
http://www.detroitmi.gov/EmergencyManager/BankruptcyChapter9.aspx. This reference is for
convenience only and the information on this website is not incorporated in, and shall not be
incorporated in, and shall not be deemed a part of, this Disclosure Statement. There can be no
assurance that any filed Plan of Adjustment will be reflective of the City’s final plan of
adjustment in the Bankruptcy Case, and there can be no assurance that any plan of adjustment
will be confirmed by the Bankruptcy Court or become effective.

SECURITY AND SOURCES OF PAYMENT FOR THE DWSD BONDS

Pursuant to the provisions of Act 94, Public Acts of Michigan, 1933, as amended (“Act
94”), all bonds issued, including the Tender Bonds, and to be issued by the City under Ordinance
No. 18-01 adopted by the City Council of Detroit (the “City Council”) on October 18, 2001 (the
“Bond Ordinance”) (collectively, the “DWSD Bonds”) are payable solely from the Pledged
Assets (as hereinafter defined), which include the Net Revenues of the Sewage Disposal System
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and amounts available in certain funds and accounts established in accordance with the Bond
Ordinance. The DWSD Bonds are secured by a statutory lien on Pledged Assets pursuant to Act
94 and the Bond Ordinance. In addition, the City and the Department have entered into a Trust
Indenture with U.S. Bank National Association, as trustee (the “DWSD Trustee”) dated as of
June 1, 2012 (the “DWSD Indenture”) to hold in trust the amounts required or permitted to be
transferred by the City to certain funds and accounts under the Bond Ordinance for the payment
of the DWSD Bonds. Funds and accounts held by the DWSD Trustee under the DWSD
Indenture are administered by the DWSD Trustee, in specified circumstances upon the direction
of the Department. Capitalized terms used under the heading “SECURITY AND SOURCES OF
PAYMENT FOR THE DWSD BONDS” that are not otherwise defined herein have the
definitions ascribed to such terms in the Bond Ordinance.

In accordance with the City Charter of the City of Detroit (the “City Charter”), monies
from fees collected for water, drainage or sewerage services are to be used exclusively for the
payment of expenses incurred in the provision of these services, including the interest or
principal of any obligations to finance the water supply or sewerage disposal facilities of the
City, and shall be kept in separate funds.

Pledged Assets

“Pledged Assets” under the Bond Ordinance consist of:

Net Revenues (defined below);

the funds and accounts established by or pursuant to the Bond Ordinance except for
the Operation and Maintenance Fund and the Construction Fund and any account
thereof;

investments of amounts credited to any fund, account or subaccount that is a Pledged
Asset; and

any income or gain realized from investments that are Pledged Assets to the extent
that such income or gain is not a Net Revenue.

“Revenues” are defined in the Bond Ordinance and the DWSD Indenture as the revenues
of the City from the Sewage Disposal System (construed in accordance with Act 94) and include
amounts received by the City under its hedge agreements with respect to its DWSD Bonds,
including any termination payments, and income earned and gains realized from the investment
of amounts in the various funds, accounts and sub-accounts established by the DWSD Indenture
in accordance with the Bond Ordinance (other than the Construction Fund for any Fiscal Year
that earnings on the Construction Fund are not credited to the Receiving Fund).

“Net Revenues” are defined in the Bond Ordinance and the DWSD Indenture as
Revenues except for those credited to the Operation and Maintenance Fund.
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Priority of Lien and Payment Status

DWSD Bonds are secured under the Bond Ordinance in accordance with their relative
priorities by a statutory lien on Pledged Assets, as described below. The Bond Ordinance
permits the City to secure Ancillary Obligations (as defined herein) by a lien on Pledged Assets
having the same or a lower priority than the lien securing the particular DWSD Bonds to which
the Ancillary Obligations relate. Ancillary Obligation Fees and Expenses (as defined herein)
have a higher payment status than DWSD Bonds and Ancillary Obligations, as described below.

“Ancillary Obligations” are obligations incurred by the City with respect to particular
DWSD Bonds and consist of Hedge Obligations and Reimbursement Obligations. Hedge
Obligations are payment obligations under a hedge agreement, such as an interest rate swap,
other than the fees and expenses to be paid in the ordinary course of the transaction.
Reimbursement Obligations are repayment obligations under a credit enhancement or liquidity
facility, other than the fees and expenses to be paid in the ordinary course of the transaction. The
fees and expenses payable by the City in connection with any hedge agreement, credit
enhancement or liquidity facility in the ordinary course of the transaction are referred to as the
“Ancillary Obligation Fees and Expenses,” and are treated separately under the DWSD
Authorizing Documents from payments on DWSD Bonds.

All Ancillary Obligation Fees and Expenses are paid from Revenues in the Operation
and Maintenance Fund on the same basis as operating and administrative fees and
expenses of the Sewage Disposal System, with the result being that they are paid
before debt service on the DWSD Bonds, which are paid from Net Revenues, and
before Ancillary Obligations.

Senior Lien Sewage Disposal System Revenue Bonds (“Senior Lien DWSD Bonds”)
and related Ancillary Obligations are secured by a first lien on Pledged Assets and
rank first in the order of payment from Net Revenues.

Junior Lien Sewage Disposal System Revenue Bonds (“Junior Lien DWSD Bonds”)
include all DWSD Bonds issued under the Bond Ordinance other than Senior Lien
DWSD Bonds. To date, the City has issued two priorities of Junior Lien DWSD
Bonds:

Second Lien Sewage Disposal System Revenue Bonds (“Second Lien DWSD
Bonds”) and related Ancillary Obligations, which are secured by a lien on
Pledged Assets that is senior to the liens securing all other Junior Lien DWSD
Bonds and second only to the Senior Lien DWSD Bonds and their related
Ancillary Obligations, and rank second in order of payment from Net
Revenues; and

State Revolving Fund Junior Lien Sewage Disposal System Revenue Bonds
(“SRF Junior Lien DWSD Bonds”) and related Ancillary Obligations, which
have the lowest priority lien on Pledged Assets, junior to the liens securing all
other DWSD Bonds and their related Ancillary Obligations, and rank last in
order of payment from Net Revenues.
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Flow of Funds

General

In accordance with the requirements of Act 94, the City Charter and the Bond Ordinance,
the City has established certain funds and accounts for the Sewage Disposal System under the
DWSD Indenture to be held in trust by the DWSD Trustee. The DWSD Authorizing Documents
permit the establishment of additional funds for additional priorities of DWSD Bonds.

The Revenue Receipts Fund

All Revenues of the Sewage Disposal System are deposited upon receipt or, if applicable,
upon completion of credit card processing activities, in either the “Revenue Receipts Fund” or
the “Receiving Fund” established under the DWSD Indenture. In general, Revenues from
wholesale customers are directly deposited into the Receiving Fund. Since almost all Detroit
retail customers receive both water and sewer services, revenues collected by the Department
from these customers are initially deposited in the Revenue Receipts Fund. All Revenues
collected and deposited into the Revenue Receipts Fund will be allocated by the DWSD Trustee,
at the direction of the Department, to the Sewage Disposal System Receiving Fund and a Water
Supply System Receiving Fund. The Revenues may be temporarily commingled with gross
revenues of the Water Supply System. The DWSD Trustee will then transfer certain funds from
the Sewage Disposal System Receiving Fund to the Operation and Maintenance Fund, the Senior
Lien Bond Interest and Redemption Fund, the Second Lien Bond Interest and Redemption Fund,
the Junior Lien Bond Interest and Redemption Fund and other System funds pursuant to the flow
of funds under the Bond Ordinance and the DWSD Indenture.

Flow of Funds

In accordance with the terms of Act 94, the City Charter and the Bond Ordinance, all
Revenues received by the City are set aside as collected and credited to the Receiving Fund,
which shall be held by the DWSD Trustee in accordance with the DWSD Indenture. As of the
first day of each month, amounts credited to the Receiving Fund are transferred seriatim into the
following funds and accounts but only within the respective limitations and only if the maximum
amount within such limitation has been credited to the preceding fund or account:

First: to the Operation and Maintenance Fund held by a custodian, a sum
identified by the Department, in its sole discretion, as sufficient to provide for the
payment of the next month’s expenses of administration and operation of the Sewage
Disposal System (including Ancillary Obligation Fees and Expenses) and such current
expenses for the maintenance thereof as may be necessary to preserve the same in good
repair and working order;

Second: to the Senior Lien Bond Debt Service Account, an amount that, when
added to all other amounts then on deposit therein, shall equal the Debt Service
Installment Requirement for Senior Lien DWSD Bonds and related Ancillary Obligations
of the same priority as of the first day of such month;
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Third: to the Senior Lien Bond Reserve Account, an amount that when added to
all other amounts then on deposit therein shall equal the Reserve Requirement for Senior
Lien DWSD Bonds;

Fourth: to the Interest and Redemption Fund established for each priority of
Junior Lien DWSD Bonds, beginning with the Second Lien DWSD Bonds and
continuing in descending order of priority to, and including, the SRF Junior Lien DWSD
Bonds, as follows:

First: to the Debt Service Account established for such
priority, an amount that, when added to all other amounts
then on deposit therein, shall equal the Debt Service
Installment Requirement for Junior Lien DWSD Bonds and
related Ancillary Obligations of the same priority as of the
first day of such month; and

Second: to the Reserve Account, if any, established for
such priority an amount that, when added to all other
amounts then on deposit therein, shall equal the Reserve
Requirement for such priority of Junior Lien DWSD
Bonds; and

Fifth: to the Extraordinary Repair and Replacement Reserve Fund, the amount of
the Extraordinary Repair and Replacement Minimum Requirement to the extent that the
balance thereof is less than the Extraordinary Repair and Replacement Maximum
Requirement, except that an amount withdrawn from such Fund and transferred to the
Improvement and Extension Fund as provided in the DWSD Indenture, shall be deducted
from the Extraordinary Repair and Replacement Maximum Requirement in the Fiscal
Year of withdrawal.

In any month, funds on deposit in the Receiving Fund in excess of the requirements set
forth above may, upon the direction of the Department, be transferred to the Improvement and
Extension Fund (provided that no amount shall be deposited to the Improvement and Extension
Fund or credited thereto for so long as a borrowing from the Extraordinary Repair and
Replacement Reserve Fund remains unpaid).

Amounts remaining in the Receiving Fund as of the last day of each Fiscal Year shall be
credited to the Surplus Fund. For additional information on the use and application of amounts in
the funds and accounts established by the DWSD Indenture, see the DWSD Indenture in
APPENDIX C – DWSD AUTHORIZING DOCUMENTS.

Priority of Funds and Accounts

Pursuant to the Bond Ordinance, if amounts in the Receiving Fund are insufficient to
provide for current requirements of the Operation and Maintenance Fund and each Interest and
Redemption Fund (including the Reserve Account, if any, therein), then any amounts or
securities held in the Surplus Fund, the Improvement and Extension Fund and the Extraordinary
Repair and Replacement Reserve Fund shall be credited or transferred, first, to the Operation and
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Maintenance Fund and second, to the particular Interest and Redemption Fund, to the extent of
the insufficiency therein from the aforesaid funds in the order listed.

If any principal (and redemption premium, if any) of or interest on DWSD Bonds of a
priority or any related Ancillary Obligations become due (whether on a stated or scheduled date,
by reason of call for redemption or otherwise), and there are insufficient amounts for the
payment thereof in the Interest and Redemption Fund established for such priority of DWSD
Bonds and Ancillary Obligations after applying payments in the Reserve Account, if any,
established for such priority of DWSD Bonds, then there shall be applied to such payment
amounts in each Interest and Redemption Account1 established for each lower priority of DWSD
Bonds, beginning with the lowest priority and proceeding seriatim in ascending order of priority,
until such payments are made in full.

Certain Other Funds

The Extraordinary Repair and Replacement Reserve Fund

Amounts in the Extraordinary Repair and Replacement Reserve Fund may be used to pay
costs of making major unanticipated repairs and replacements to the Sewage Disposal System
which individually cost or are reasonably expected to cost in excess of $1 million. The
Extraordinary Repair and Replacement Reserve Fund is funded by monthly transfers of
Revenues in minimum amounts equal to 1/12 of 3% of the budgeted operation and maintenance
expense of the Sewage Disposal System for the Fiscal Year, until the balance in such fund equals
no greater than 15% of the budgeted operation and maintenance expense of the Sewage Disposal
System for such Fiscal Year, less in any Fiscal Year any amount that is withdrawn from such
fund for paying a major unanticipated repair or replacement, but only in the Fiscal Year that such
amount is withdrawn. The DWSD Indenture authorizes the Department, on and after the first day
of each Fiscal Year, to transfer not more than 50% of the balance in the Extraordinary Repair and
Replacement Reserve Fund to the Improvement and Extension Fund, but only if in the month of
such transfer the full amount of the minimum monthly transfer has been credited to the fund, and
the amounts of all prior transfers from the fund to the Improvement and Extension Fund have
been restored in full.

The Improvement and Extension Fund

Amounts in the Improvement and Extension Fund shall be used for improvements,
enlargements, extensions or betterment to the Sewage Disposal System.

The Rate Stabilization Fund

The Bond Ordinance permits the creation of a Rate Stabilization Fund, the purpose of
which is to enable the City to set aside Prior Revenues (as defined herein) to augment Revenues
in future years in order to satisfy the requirements of the Bond Ordinance with respect to rate
covenants related to DWSD Bonds. See “—Rate Covenant” below for a description of the

1 Although the Bond Ordinance refers to an “Interest and Redemption Account” in this particular section, the correct defined term
is “Interest and Redemption Fund,” as otherwise used in the Bond Ordinance.
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restriction on use of transfers from the Rate Stabilization Fund in meeting the rate covenant’s
coverage requirements. Any funding of the Rate Stabilization Fund is at the sole discretion of
the Board of Water Commissioners. To date, the City has not transferred any funds into the Rate
Stabilization Fund.

Only Prior Revenues may be deposited in the Rate Stabilization Fund. “Prior Revenues”
are Revenues or Net Revenues only to the extent they may be applied to any lawful purpose of
the Sewage Disposal System, in effect limiting Prior Revenues to Net Revenues that, in the
Fiscal Year of receipt, exceed the required deposits described above under “—Flow of Funds”
and the amounts needed to meet the coverage requirements described below under “—Rate
Covenant.” The deposit of Prior Revenues into the Rate Stabilization Fund is limited in any
Fiscal Year as described in APPENDIX C—DWSD AUTHORIZING DOCUMENTS—Rate
Stabilization Fund. Except as taken into account in connection with a coverage determination,
amounts on deposit in the Rate Stabilization Fund may be applied for any lawful purpose of the
Sewage Disposal System.

The Surplus Fund; Uses and Replenishments of Deficits in Other Funds

Amounts from time to time on deposit in the Surplus Fund may, at the option of the
Department, be withdrawn upon written request to the DWSD Trustee and used for any purposes
related to the System. These purposes can include depositing such funds in the Receiving Fund
and applying such funds pursuant to the Flow of Funds described above. If and whenever there is
any deficit in the Operation and Maintenance Fund or in any Interest and Redemption Fund
(including any Reserve Account therein), the DWSD Trustee shall transfer funds to the extent of
any such deficit from the Surplus Fund to such funds in the order and priority described above.

Reserve Accounts and Reserve Requirements

Pursuant to the Bond Ordinance and the DWSD Indenture, there has been established a
Senior Lien Bond Reserve Account and a Second Lien Bond Reserve Account. SRF Junior Lien
DWSD Bonds are not secured by any Reserve Account. Amounts in a Reserve Account shall be
used solely for the payment of the principal (and premium, if any) of and interest on the DWSD
Bonds and Ancillary Obligations of the priority for which such Reserve Account was
established, as to which there would otherwise be a default.

The Reserve Requirement for Senior Lien DWSD Bonds is the maximum Annual Debt
Service on all Senior Lien DWSD Bonds then outstanding for the current or any future Fiscal
Year or the maximum amount permitted by the Internal Revenue Code of 1986, as amended (the
“Code”). “Annual Debt Service” means, for any Fiscal Year and with respect to Indebtedness of
any particular priority, the amount of such Indebtedness due in such Fiscal Year in accordance
with their respective terms. The Reserve Requirement for Second Lien DWSD Bonds is the
average Annual Debt Service on all Second Lien DWSD Bonds then outstanding for the current
or any future Fiscal Year or the maximum amount permitted by the Code. If a Reserve Account
is established for any other priority of Junior Lien DWSD Bonds, the Reserve Requirement for
such other Junior Lien DWSD Bonds shall be the amount set forth in the supplemental action
establishing such Reserve Account, and if no amount is set forth, shall be the average Annual
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Debt Service on all Junior Lien DWSD Bonds of such priority then outstanding for the current or
any future Fiscal Year or the maximum amount permitted by the Code.

Concurrently with the issuance of DWSD Bonds of a priority for which a Reserve
Account has been or is being established, the Bond Ordinance and the DWSD Indenture require
there be credited to such Reserve Account the amount that, when added to the amount on deposit
in such account or credited thereto, equals the Reserve Requirement for the DWSD Bonds then
to be issued and all DWSD Bonds of the same priority then outstanding. As of the date of this
Disclosure Statement, the funds on deposit in the Senior Lien Bond Reserve Account and Second
Lien Bond Reserve Account were sufficient to meet or exceeded the Reserve Requirement for
the outstanding Senior Lien DWSD Bonds and Second Lien DWSD Bonds, respectively.
Pursuant to the Bond Ordinance, any Reserve Requirement with respect to variable rate bonds is
calculated based on an interest cost assumption for unhedged variable rate debt of 125% of the 5-
year average of the SIFMA Municipal Index.

The Bond Ordinance permits the use of Credit Enhancement to fund any Reserve
Account or to substitute for amounts on deposit in a Reserve Account, if the provider is rated in
the highest rating category of each Rating Agency then rating the DWSD Bonds having the
benefit of such Reserve Account, and the City receives an opinion of nationally recognized bond
counsel to the effect that such Credit Enhancement will not adversely affect the tax-exempt
status of interest on any DWSD Bonds. There is no Bond Ordinance requirement that the rating
of Credit Enhancement which has been properly credited to a Reserve Account be maintained.

The following table summarizes the funding of the Reserve Requirements for the Senior
Lien Bond Reserve Account and Second Lien Bond Reserve Account as of June 30, 2014.

Senior Lien
Bonds

Second Lien
Bonds

Aggregate
System

Reserve Requirement $152,787,913 $80,586,930 $233,374,843
Funding Amounts:

Cash and Investments(1) 76,492,103 29,170,577 105,662,680
Credit Enhancement(2) 77,139,555 51,421,379 128,560,934

Total $153,631,658 $80,591,956 $234,223,614
_______________________

(1) Represents market value of amounts in cash and cash equivalents as of June 30, 2014.
(2) For series-specific policies represents the lesser of (a) the maximum amount of the policy or (b) the amount of Reserve

Requirement allocated to the specific series covered by such policy.

Source: The Department

As of the date of this Disclosure Statement, the Reserve Requirement for the Senior Lien
Bond Reserve Account is satisfied with Cash and Investments and Credit Enhancement in the
form of the following surety or insurance policies:

(a) MBIA Insurance Corporation (“MBIA”) policy unconditionally
guaranteeing the payment of principal of and interest on the Series 1999-SRF2, Series
1999-SRF3 and Series 1999-SRF4 Bonds up to a maximum aggregate available amount
of $7,482,000 and with a termination date equal to the earlier of October 1, 2022, or the
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date on which the City has made all payments required to be made on the three series of
related bonds. Because the applicable Reserve Requirement allocated to the specific
series covered by the series specific surety is less than the maximum amount of the
surety, the City is currently allocating $7,329,318 of the series specific surety to the
Series 1999 SRF Bonds.

(b) Financial Guaranty Insurance Corporation (“FGIC”) policy
unconditionally guaranteeing the payment of principal of and interest on any Senior Lien
Bonds Series 1999A, up to a maximum aggregate available amount of $17,301,095 and
with a termination date of July 1, 2029.

(c) FGIC policy unconditionally guaranteeing the payment of principal of and
interest on any Senior Lien Bonds Series 2001A, up to a maximum aggregate available
amount of $3,618,077 and with a termination date of July 1, 2031.

(d) Financial Security Assurance Inc. (“FSA”), now known as Assured
Guaranty Municipal Corp. (“Assured”), policy unconditionally guaranteeing the payment
of principal of and interest on any Senior Lien Bonds up to a maximum aggregate
available amount of $51,800,0002 and with a termination date equal to the earlier of July
15, 2033, or the date on which the Series 2003(A) and 2003(B) Bonds are no longer
outstanding.

As of the date of this Disclosure Statement, the Reserve Requirement for the Second Lien
Bond Reserve Account is satisfied with Cash and Investments and Credit Enhancement in the
form of the following surety or insurance policies:

(a) MBIA policy unconditionally guaranteeing the payment of the principal of
and interest on the Series 2001(D) Bonds up to a maximum aggregate available amount
of $7,379,761 and with a termination date equal to the earlier of July 1, 2032, or the date
on which the City has made all payments required to be made on the Series 2001(D)
Bonds (includes any bonds that are issued to refund the 2001(D) Bonds). Because the
applicable Reserve Requirement allocated to the specific series covered by the series
specific surety is less than the maximum amount of the surety, the City is currently
allocating $5,817,054 of the series specific surety to the Series 2001(D) Bonds.

(b) FGIC policy unconditionally guaranteeing the payment of the principal of
and interest on the Series 2001(E) Bonds up to a maximum aggregate available amount of
$10,605,321 and with a termination date equal to July 1, 2031. The City is currently
allocating the full value of the series specific surety to the Series 2001(E) Bonds.

(c) MBIA policy unconditionally guaranteeing the payment of the principal of
and interest on any Second Lien DWSD Bonds up to a maximum aggregate available
amount of $22,000,000 and with a termination date equal to the earlier of July 1, 2035 or
the date on which the City has made all payments required to be made on the Series
2005(A), Series 2005(B) and Series 2005(C) Bonds.

2 The FSA policy limit is the dollar amount of debt service reserve fund required to be maintained for the Series 2003(A) and
Series 2003(B) Bonds by the related bond document from time to time, but in no event will the policy limit exceed $51,800,000
to July 15, 2029, $69,200,000 from July 15, 2029 to July 15, 2031, and thereafter $72,800,000 to the termination date.
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(d) FGIC policy unconditionally guaranteeing the payment of the principal of
and interest on any Second Lien DWSD Bonds up to a maximum aggregate available
amount of $17,000,000 and with a termination date of July 1, 2036.

As noted, certain of the Reserve Account requirements currently are satisfied through
surety or insurance policies issued by MBIA, FGIC and FSA. Certain obligations of FGIC have
been reinsured by National Public Finance Guarantee Corporation (“National”), pursuant to the
restructuring by MBIA and the assignment of certain FGIC obligations to National by MBIA.
National has confirmed that each of the FGIC debt service Reserve Account Credit
Enhancements listed above is covered by such reinsurance pursuant to the FGIC Reinsurance
Agreement.

Although the Bond Ordinance requires that Credit Enhancement used to fund a Reserve
Account be rated in the highest rating category of each rating agency at the time of its
acquisition, there is no requirement that such rating be maintained. Accordingly, all Credit
Enhancements are valued at their full face value for purposes of determining satisfaction of the
applicable Reserve Account Requirement, regardless of the provider’s rating. If the Credit
Enhancement were determined to have no value, as for example, if a court made such a
determination in connection with the dissolution of the provider, then the City would be required
to replenish the applicable Reserve Account with cash or through a replacement Credit
Enhancement Policy, as described herein under “SECURITY AND SOURCES OF PAYMENT
FOR THE DWSD BONDS–Flow of Funds” and in APPENDIX C – DWSD AUTHORIZING
DOCUMENTS.

Rate Covenant

The Bond Ordinance contains a covenant to fix and revise rates for sewage disposal
service from time to time as may be expected to be necessary to produce the greater of:

1. The amounts required to provide for:

a. the payment of the expenses for maintenance of the Sewage Disposal
System as are necessary to preserve the same in good repair and working
order; and

b. the payment of Indebtedness coming due for the Fiscal Year of
calculation; and

c. the creation and maintenance of reserves therefor as required by the Bond
Ordinance or any ordinance or resolution adopted in accordance with the
terms thereof; and

d. such other expenditures and funds for the Sewage Disposal System as the
Bond Ordinance may require; and

2. The Required Combined Coverage (i.e., with respect to the rate covenant,
projected Net Revenues for the Fiscal Year of calculation, divided by the
Indebtedness coming due for such Fiscal Year). For purposes of the rate
covenant, the coverage requirements for determining the Required Combined
Coverage are the following percentages:
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Priority of DWSD Indebtedness: Percentage:
Senior Lien DWSD Indebtedness 120%
Second Lien DWSD Indebtedness (together with Senior Lien Indebtedness) 110%
SRF Junior Lien DWSD Bonds (together with Senior and Second Lien
Indebtedness)

100%

Rates are established by the Board of Water Commissioners.

The Bond Ordinance defines “Indebtedness” as (i) principal of and interest on DWSD
Bonds outstanding in the Fiscal Year of calculation, (ii) Reimbursement Obligations, and (iii)
amounts payable by the City under a Hedge by reason of the early termination thereof. The City
may take into account transfers from the Rate Stabilization Fund in calculating compliance with
the rate covenant, but the City shall also comply with the rate covenant by maintaining rate
coverage percentages of at least 100% without taking into account any transfers from the Rate
Stabilization Fund.

Enforceability of Rates

The Bond Ordinance and Act 94 provide that payment of charges for sewage disposal
service or storm water disposal service to a premises may be enforced by discontinuing water
service, sewage disposal service, storm water disposal service or any combination of such
services to the premises. Further, the Bond Ordinance and Act 94 provide for the collection of
delinquent charges for sewage disposal service by means of a lien on the respective premises of
retail customers. Any such lien shall be enforced in the same manner as provided for the
collection of taxes assessed upon the roll and the enforcement of tax liens. See “DWSD
FINANCIAL PROCEDURES—Collections and Delinquencies.” Act 94 provides that the rates
charged for services furnished by any public improvement constructed under Act 94 shall not be
subject to supervision or regulation by any State of Michigan (“State”) bureau, board,
commissioner or other like instrumentality or agency thereof.

DWSD Additional Bonds

The City may not incur any obligations payable from Pledged Assets except for DWSD
Bonds, Ancillary Obligations and Ancillary Obligation Fees and Expenses, and no obligations of
the City may be secured by a lien on Pledged Assets except as provided in the Bond Ordinance.

Coverage Requirements

The coverage requirements for determining the Required Combined Coverage (i.e., with
respect to the DWSD Additional Bonds test described below, projected Net Revenues for the
current or next succeeding Fiscal Year or historical Net Revenues for the immediately preceding
audited Fiscal Year divided by the maximum Annual Debt Service) for the issuance of additional
DWSD Bonds are as follows:

[Remainder of Page Intentionally Left Blank]
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Priority of DWSD Bonds: Percentage:
Senior Lien Bonds 120%
Second Lien Bonds (together with Senior Lien Bonds) 110%
SRF Junior Lien Bonds (together with Senior Lien and Second Lien Bonds) 100%

General Authority

The City may issue DWSD Bonds of any priority (the “DWSD Additional Bonds”) for
repairs, extensions, enlargements, and improvements to the Sewage Disposal System (including
repaying amounts withdrawn from the Extraordinary Repair and Replacement Reserve Fund),
refunding all or a part of any outstanding DWSD Bonds and paying the costs of issuing such
DWSD Additional Bonds, including deposits, if any, to be made to any Reserve Account
established or to be established for such DWSD Additional Bonds or any other DWSD Bonds if
there is Required Combined Coverage under either the Projected Net Revenues Test or the
Historical Net Revenues Test (the “Additional Bonds Test”). See “DEPARTMENT
FINANCIAL OPERATIONS—Summary of Historical Revenues and Expenses” and
APPENDIX A—FEASIBILITY CONSULTANT’S REPORT.

Projected Net Revenues Test

For purposes of the Projected Net Revenues Test, the Required Coverage Requirement
means the result produced by dividing the Net Revenues for the current or next succeeding Fiscal
Year, by the maximum composite Annual Debt Service in any Fiscal Year on outstanding
DWSD Bonds and the DWSD Additional Bonds to be issued.

Projected Net Revenues may include 100% of the estimated increase in Net Revenues to
accrue as a result of the acquisition of the repairs, extensions, enlargements and improvements to
the Sewage Disposal System to be paid for in whole or in part from the proceeds of the
Additional Bonds. In projecting Net Revenues, the City shall engage the services of and be
guided by a consultant of national reputation for advising municipalities with respect to setting
rates and charging for the use of sewage disposal systems.

“Annual Debt Service” is a defined term in the Bond Ordinance, and reference should be
made to APPENDIX C – DWSD AUTHORIZING DOCUMENTS for the definition and the
rules for determining Annual Debt Service. If any DWSD Additional Bonds are to be issued to
refund outstanding DWSD Bonds, the Annual Debt Service to be used for determining the
Required Combined Coverage shall be the Annual Debt Service on the DWSD Additional Bonds
to be issued and not the Annual Debt Service on the DWSD Bonds to be refunded.

Historical Net Revenues Test

For purposes of the Historical Net Revenues Test, the Required Coverage Requirement
means the result produced by dividing the actual Net Revenues for the immediately preceding
audited Fiscal Year, by the maximum composite Annual Debt Service in any future Fiscal Year
on outstanding DWSD Bonds and the DWSD Additional Bonds to be issued.

Instead of the immediately preceding audited Fiscal Year, the City may use any audited
Fiscal Year ending not more than sixteen months prior to the date of delivery of such DWSD
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Additional Bonds. If any change in the rates, fees and charges of the Sewage Disposal System
has been authorized at or prior to the date of sale of such DWSD Additional Bonds, the Net
Revenues for the particular preceding Fiscal Year shall be augmented by an amount reflecting
the effect of such change had the Sewage Disposal System’s billings during such Fiscal Year
been at the increased rates.

Net Revenues for the particular preceding audited Fiscal Year also may be augmented by
100% of the estimated increase in Net Revenues to accrue as a result of the acquisition of the
repairs, extensions, enlargements and improvements to the Sewage Disposal System to be paid
for in whole or in part from the proceeds of such DWSD Additional Bonds and 100% of any
acquisition, extension or connection which was made subsequent to the end of the particular
preceding audited Fiscal Year. With respect to augmentation of Net Revenues, the City shall
engage the services of and receive the certificate of a consultant of national reputation for
advising municipalities with respect to setting rates and charges for the use of sewage disposal
systems regarding the existence of such conditions.

Alternate Test for Refundings

The City may issue DWSD Bonds of any Priority without regard to the above tests for the
purpose of refunding all or part of DWSD Bonds then Outstanding and paying costs of issuing
such DWSD Additional Bonds, including deposits which may be made to any Reserve Account
established or to be established for such DWSD Additional Bonds or any other DWSD Bonds if,
but only if: (i) the combined Annual Debt Service coming due in the current Fiscal Year and
each Fiscal Year thereafter until maturity on (A) the DWSD Additional Bonds to be issued and
(B) giving effect to the refunding, all Outstanding unrefunded DWSD Bonds of equal and higher
Priority, is less than (ii) the combined Annual Debt Service coming due in the current Fiscal
Year and each Fiscal Year thereafter until maturity on all DWSD Bonds of equal and higher
Priority, without giving effect to the refunding.

Amendments Without Consent

The Bond Ordinance may be amended or supplemented from time to time by Act of
Council or Supplemental Action,3 without the consent of the Holders of DWSD Bonds:

• To issue DWSD Bonds of any Priority;

• To add to the covenants and agreements of the City in the Bond Ordinance
contained, other covenants and agreements thereafter to be observed or to
surrender, restrict or limit any right or power reserved to or conferred upon the
City (including but not limited to the right to issue DWSD Bonds or incur other
Secured Obligations of, in either case, any Priority);

3 “Act of Council” is defined by the Bond Ordinance as a resolution or ordinance of the City Council. “Supplemental Action” is defined by the
Bond Ordinance as an Act of Council or a sale order or other document signed by the Finance Director of the City pursuant to an Act of Council.
The authority of the Finance Director of the City and City Council under the Bond Ordinance and the City Charter has been modified by the
District Court Orders and the appointment of the Emergency Manager. For further information see “THE DEPARTMENT – Court Mandated
Changes” and “THE CITY.”
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• To make such provisions for the purpose of curing any ambiguity, or curing,
correcting or supplementing any defective provisions contained in the Bond
Ordinance, or in regard to matters or questions arising under the Bond Ordinance,
as the City may deem necessary or desirable;

• To increase the size or scope of the Sewage Disposal System; and

• To amend or supplement the Bond Ordinance in any respect with regard to one or
more Priorities of DWSD Bonds so long as such amendment does not materially
adversely affect the Holders of outstanding DWSD Bonds.

The Bond Ordinance provides that no Holders of a Priority of DWSD Bonds shall be
“materially adversely affected” for the purposes of the Bond Ordinance by the change of any
coverage percentage established for any other Priority of DWSD Bonds, and no amendment of or
supplement to the Bond Ordinance that provides for or facilitates the issuance of DWSD Bonds
or incurs Ancillary Obligations or Ancillary Obligations Fees and Expenses, in either case, of
any Priority shall “materially adversely affect” the Holders of DWSD Bonds of any other
Priority for the purposes of the Bond Ordinance so long as such amendment does not change any
coverage percentage established for such Priority or is not an amendment that requires the
consent of the Holder of such DWSD Bonds because it (i) reduces the applicable percentage of
Holders of DWSD Bonds required to consent to an amendment to the Bond Ordinance, (ii)
extends the fixed maturity of such Holder’s DWSD Bonds or reduces the rate of interest thereon
or extends the time of payment of interest, or reduces the amount of the principal or redemption
premium thereof, or reduces or extends the time for payment of any premium payable on the
redemption thereof or (iii) changes the Priority of Lien of such DWSD Bonds or deprives such
Holder of the right to payment of such DWSD Bonds from Pledged Assets.

Amendments With Consent

With the consent of the Holders of not less than 51% in principal amount of Securities
then Outstanding, the City may from time to time and at any time amend the Bond Ordinance in
any manner by Act of Council; provided, that no such amendment shall:

reduce the applicable percentage of Holders of Securities required to consent to an
amendment to the Bond Ordinance without the consent of the Holders of all
Securities then Outstanding, or

without the consent of the Holder of each Security affected thereby:

o extend the fixed maturity of such Security or reduce the rate of interest thereon or
extend the time of payment of interest, or reduce the amount of the principal or
redemption premium thereof, or reduce or extend the time for payment of any
premium payable on the redemption thereof, or

o change the Priority of such Security or deprive such Holder of the right to
payment of such Security from Pledged Assets.
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It shall not be necessary for the consent of the Security holders as described above to
approve the particular form of any proposed Act of Council but it shall be sufficient if such
consent shall approve the substance thereof. The consent of the Holder of a Security shall bind
all Holders of any Security for which such Security was the predecessor.

For the purpose of acquiring consent for the purposes of the provision of the Bond
Ordinance described above, the consent of a Securityholder acquiring a Security in an offering
remarketing in which the offering or remarketing circular or other disclosure document fully
disclosed the terms of such amendment or supplement shall be considered obtained as if such
consents were being solicited under this Section, but no actual consent shall be required, and no
more than one such disclosure shall be required.

Promptly after an Act of Council amending the Bond Ordinance has obtained the
requisite consent, the Finance Director of the City shall cause the Transfer Agent to notify, by
mail at their addresses shown in the Registry, or by publication, Holders of all Outstanding
Securities affected by such amendment, of the general terms of the substance of such Act of
Council. Filing notice pursuant to the continuing disclosure agreement in respect of such
Securities shall constitute sufficient notice for the purposes of the Bond Ordinance.

The City is considering soliciting consents to certain provisions of the Bond Ordinance.
Any such solicitation would be implemented through a process separate and distinct from the
Invitation. No consents are being solicited pursuant to the Invitation and this Disclosure
Statement.

Remedies under the DWSD Indenture and the Bond Ordinance

Under the DWSD Indenture, if there is a Default (as defined in the DWSD Indenture) on
any DWSD Bond, the DWSD Trustee may pursue any remedy permitted by law and the Bond
Ordinance to enforce the performance of or compliance with the provisions of the DWSD
Indenture.

Upon the happening and continuance of a Default on any DWSD Bond, and if requested
to do so by the Holders of at least 20% in aggregate principal amount of the Outstanding DWSD
Bonds and the DWSD Trustee is indemnified as provided in the DWSD Indenture and the Bond
Ordinance, the DWSD Trustee shall exercise such of the rights and powers as the DWSD Trustee
shall deem most effective to enforce and protect the interests of the Holders.

The Holder or Holders of DWSD Bonds representing in the aggregate not less than 20%
of the entire principal amount thereof then Outstanding, shall have the right at any time, by a
written instrument executed and delivered to the DWSD Trustee, to direct the method and place
of conducting all proceedings to be taken in connection with the enforcement of the terms and
conditions of the DWSD Indenture, or any other or any other proceedings under the DWSD
Indenture; provided, that such direction shall not be otherwise than in accordance with the
provisions of law and of the DWSD Indenture, and provided that the DWSD Trustee shall be
indemnified to its satisfaction.
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The Holder or Holders of DWSD Bonds representing in the aggregate not less than 20%
of the entire principal amount thereof then Outstanding, may, by suit, action, mandamus or other
proceedings, protect and enforce the statutory lien upon Pledged Assets, and may, by suit, action,
mandamus or other proceedings, enforce and compel performance of all duties of the officers of
the City, including the fixing of sufficient rates, the collection of Revenues, the proper
segregation of the Revenues of the Sewage Disposal System and the proper application thereof.
The statutory lien upon Pledged Assets, however, shall not be construed to compel the sale of the
Sewage Disposal System or any part thereof.

If there is a Default in the payment of the principal (and premium, if any) of and interest
on any DWSD Bonds, any court having jurisdiction in any proper action may appoint a receiver
to administer and operate the Sewage Disposal System on behalf of the City and, under the
direction of the court, perform all of the duties of the officers of the City more particularly set
forth herein and in Act 94.

A Holder of DWSD Bonds shall have all other rights and remedies given by Act 94 and
by law for the payment and enforcement of the DWSD Bonds and the security therefor. The
rights and remedies of Bondholders and the enforceability of the DWSD Bonds, the DWSD
Authorizing Documents, and Act 94 may be subject to and limited by bankruptcy, insolvency,
reorganization, moratorium, fraudulent conveyance, or similar laws affecting the enforcement of
creditors’ rights generally heretofore or hereafter enacted to the extent constitutionally
applicable, and by the application of general principles of equity including those relating to
equitable subordination and the enforcement of such rights and remedies may also be subject to
and limited by the exercise of judicial discretion in appropriate cases.

CITY OF DETROIT BANKRUPTCY MATTERS

For a complete summary of events in the City’s pending Chapter 9 bankruptcy case,
please review the Corrected Fifth Amended Plan of Adjustment and the Fourth Amended
Disclosure Statement filed by the City in its bankruptcy case, both of which are available
free of charge from the internet at http://www.kccllc.com/detroit.

Chapter 9 of the Bankruptcy Code provides for the court-supervised reorganization of a
municipality’s financial affairs. On July 18, 2013 (the “Petition Date”), the City filed a voluntary
petition for relief under Chapter 9 of the Bankruptcy Code in the United States Bankruptcy Court
for the Eastern District of Michigan (the “Bankruptcy Court”), which case is pending under case
number 13-53846 (the “Bankruptcy Case”). On December 5, 2013, the Bankruptcy Court issued
its Order for Relief Under Chapter 9 of the Bankruptcy Code [Docket No. 1946] (the “Eligibility
Order”) ordering that the City was an eligible debtor under Chapter 9 of the Bankruptcy Code.
The Eligibility Order has been appealed and those appeals are currently pending before the
United States Court of Appeals for the Sixth Circuit (the “Court of Appeals”).

A Chapter 9 debtor has the exclusive right to file a Chapter 9 plan of adjustment. A
Chapter 9 plan of adjustment may provide for, among other things, the extension of a Chapter 9
debtor’s debt maturities, the reduction of principal of or interest on its debts, the refinancing of
its debt, in whole or in part, or other modifications to the debtor’s debt obligations.
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The City has prepared a Plan of Adjustment and filed the most recent corrected Plan of
Adjustment with the Bankruptcy Court on July 29, 2014 (as may be further amended from time
to time, the “Plan of Adjustment”). The Plan of Adjustment has not yet been confirmed by the
Bankruptcy Court. On August 6, 2014, the Bankruptcy Court issued its Seventh Amended Order
Establishing Procedures, Deadlines and Hearing Dates Relating to the Debtor’s Plan of
Adjustment (the “Seventh Amended Order”). Under the Seventh Amended Order, the hearing to
consider confirmation of the Plan of Adjustment will commence on August 21, 2014. Additional
confirmation hearing dates, as necessary, have been scheduled for August 22, August 25-29,
September 2-5, September 8-12, September 15-19, and September 22-23, 2014. These dates, and
the other dates set forth in the Seventh Amended Order, may be further modified by the
Bankruptcy Court.

Sections 3(a) through 3(c) of the Plan of Adjustment set forth the proposed treatment of
claims (the “Water and Sewer Bond Claims”) arising from the existing water and sewer bonds
which were outstanding as of the Petition Date (the “Existing Water and Sewer Bonds”). The
Water and Sewer Bond Claims are classified in Classes 1A, 1B and 1C under the Plan of
Adjustment. Bondholders should reference the Plan of Adjustment for a complete description of
the proposed treatment of the Water and Sewer Bond Claims.

Numerous and varied objections (the “Water and Sewer Objections”) have been filed
with the Bankruptcy Court to the proposed treatment of the Water and Sewer Bond Claims in the
Plan of Adjustment. The Water and Sewer Objections raise a myriad of legal and factual issues
in opposition to the Plan of Adjustment. The Water and Sewer Objections include the
following:4

Objecting Party Docket Reference
Oakland County Docket No. 4627
Macomb County Docket No. 4636
U.S. Bank National Association as DWSD Bond Trustee Docket No. 4647
Berkshire Hathaway Assurance Corporation Docket No. 4657
Wayne County Docket No. 4663
National Public Finance Guarantee Corporation Docket No. 4665
Ad Hoc Committee of DWSD Bondholders Docket No. 4671
Assured Guaranty Municipal Corp. Docket No. 4674

A summary of the foregoing Water and Sewer Objections (and the City’s responses)
appears on Exhibit A to Docket No. 5034 in the City’s Bankruptcy Case. The summary, and the
complete Water and Sewer Objections are available for review free of charge from the internet at
http://www.kccllc.com/detroit.

The parties filing the Water and Sewer Objections, including holders and insurers of
existing bonds and certain counties within the Department’s service areas, have retained

4 The summary of Water and Sewer Objections contained herein may not be an exhaustive listing of all objections put forth
by parties in interest to the treatment of Water and Sewer Bonds Claims in the Plan of Adjustment. In that regard, reference
should be made to the Bankruptcy Court docket in the City’s Chapter 9 Bankruptcy Case.
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numerous experts. Those experts have prepared reports raising a myriad of legal and factual
claims regarding the Plan of Adjustment and raising various issues relating to the Department’s
operations, the Plan of Adjustment’s treatment of the Department’s General Retirement System
(“GRS”) pension liabilities, the sufficiency of the Department’s approved capital improvement
plan, the affordability of its rates, the accuracy of its historical and current forecasts and its
current credit quality and its likely future bond ratings and cost of capital should the Plan of
Adjustment be confirmed, among numerous other matters. These reports were served on parties
to the Bankruptcy Case, but, in accordance with the procedures outlined by the Bankruptcy
Court, have not been filed with the Bankruptcy Court. This Disclosure Statement may be
inconsistent in some respects with one or more of these reports.

For a Chapter 9 plan of adjustment to become effective, it must be confirmed by order of
a bankruptcy court. The requirements for confirming a Chapter 9 plan of adjustment are
complex. Section 943(b) provides that a bankruptcy court shall confirm a Chapter 9 plan of
adjustment if: (1) the plan complies with the provisions of the Bankruptcy Code made applicable
in Chapter 9 cases by section 901 of the Bankruptcy Code; (2) the plan complies with the
provisions of Chapter 9; (3) all amounts to be paid by the debtor or by any person for services or
expenses in the case or incident to the plan have been fully disclosed and are reasonable; (4) the
debtor is not prohibited by law from taking any action necessary to carry out the plan; (5) except
to the extent that the holder of a particular claim has agreed to a different treatment of such
claim, the plan provides that on the effective date of the plan each holder of a claim of a kind
specified in Section 507(a)(2) of the Bankruptcy Code will receive on account of such claim cash
equal to the allowed amount of such claim; (6) any regulatory or electoral approval necessary
under applicable non-bankruptcy law in order to carry out any provision of the plan has been
obtained, or such provision is expressly conditioned on such approval; and (7) the plan is in the
best interests of creditors and is feasible.

Section 901 of the Bankruptcy Code incorporates Section 1129(a)(10) of the Bankruptcy
Code into Chapter 9. Accordingly, for a Chapter 9 plan of adjustment to be confirmed, at least
one class of impaired claims must vote to accept that plan of adjustment (without counting the
votes of any “insiders” whose claims are classified within that class). A class of impaired claims
has accepted a Chapter 9 plan of adjustment only when the holders of at least a majority in
number and at least two-thirds in dollar amount of the allowed claims actually voting in that
class vote to accept the plan of adjustment.

Section 901 of the Bankruptcy Code makes applicable in Chapter 9 the so-called
“cramdown” provisions of Sections 1129(a)(8), 1129(b)(2)(A) and 1129(b)(2)(B) of the
Bankruptcy Code. Section 1129(b)(1) provides that, if one class of impaired claims accepts a
Chapter 9 plan of adjustment, but other impaired classes do not, then the Chapter 9 debtor must
demonstrate that its Chapter 9 plan of adjustment is “fair and equitable” and does not
discriminate unfairly with respect to each impaired class that has not accepted the plan. With
respect to a class of dissenting secured creditors, Section 1129(b)(2)(A) provides that a plan is
“fair and equitable” to such dissenting secured creditors to the extent it provides:
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(i) (I) that the holders of such claims retain the liens securing such claims, whether the
property subject to such liens is retained by the debtor or transferred to another entity, to
the extent of the allowed amount of such claims; and

(II) that each holder of a claim of such class receive on account of such claim deferred
cash payments totaling at least the allowed amount of such claim, of a value, as of the
effective date of the plan, of at least the value of such holder’s interest in the estate’s
interest in such property;

(ii) for the sale, subject to Section 363(k) of the Bankruptcy Code, of any property that is
subject to the liens securing such claims, free and clear of such liens, with such liens to
attach to the proceeds of such sale; or

(iii)for the realization by such holders of the indubitable equivalent of such claims.

The deadline for the City to mail voting solicitation packages to the various holders of
claims classified under the Plan of Adjustment was May 12, 2014 for purposes of soliciting the
votes of such holders on whether to accept or reject the Plan of Adjustment. Among the creditors
solicited in connection with the Plan of Adjustment were the holders of the Water and Sewer
Bond Claims classified in the classes of claims comprising Class 1A. Classes 1B and 1C are
unimpaired under the Plan of Adjustment and are, therefore, deemed to have accepted the Plan of
Adjustment and did not vote on the Plan of Adjustment. The deadline for the holders of claims to
submit their votes to accept or reject the Plan of Adjustment was July 11, 2014. Voting results
for each class of claims under the Plan of Adjustment are summarized in the Declaration of
Michael J. Paque Regarding the Solicitation and Tabulation of Votes On, and the Results of
Voting with Respect to, Fourth Amended Plan for the Adjustment of Debts of the City of Detroit
dated July 21, 2014, which appears at Docket No. 6179 in the City’s Bankruptcy Case, and can
be viewed free of charge from the internet at http://www.kccllc.com/detroit.

Section 944 of the Bankruptcy Code governs the effect of confirmation of a Chapter 9
plan of adjustment. Under that section, the provisions of a confirmed plan bind the debtor and
any creditor, whether or not (1) a proof of such creditor’s claim is filed or deemed filed under the
Bankruptcy Code; (2) such claim is allowed under Section 502 of the Bankruptcy Code; or (3)
such creditor has accepted the plan. Except as provided in Section 944(c) of the Bankruptcy
Code, the debtor is discharged from all debts as of the time when (a) the plan is confirmed; (b)
the debtor deposits any consideration to be distributed under the plan with a disbursing agent
appointed by the court; and (c) the court has determined (i) that any security so deposited will
constitute, after distribution, a valid legal obligation of the debtor; and (ii) that any provision
made to pay or secure payment of such obligation is valid. Under Section 944(c), the debtor is
not discharged from any debt (A) excepted from discharge by the plan or order confirming the
plan; or (B) owed to an entity that, before confirmation of the plan, had neither notice nor actual
knowledge of the case.

There can be no assurance that the City’s Plan of Adjustment will ultimately conform to
the Plan of Adjustment currently proposed by the City. There can also be no assurance that the
Plan of Adjustment will be confirmed by the Bankruptcy Court, and, in particular, whether the
Bankruptcy Court will overrule the Water and Sewer Objections or otherwise approve the
proposed treatment of the Water and Sewer Bond Claims. Moreover, any order confirming the
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Plan of Adjustment may be appealed to a higher court. Even if confirmed, there can be no
assurance if or when the Plan of Adjustment will become effective or ultimately be
consummated.

Once confirmed and consummated, however, the Water and Sewer Bond Claims will be
discharged under the Plan of Adjustment in exchange for the treatment proposed thereunder. The
provisions of the Plan of Adjustment, if confirmed and effectuated, are intended to alleviate
many of the City’s most significant financial problems. However, there can be no assurance that
the City will not file another bankruptcy petition in the future pursuant to Chapter 9 of the
Bankruptcy Code.

RISK FACTORS

Introduction

In making a decision whether to tender their Tender Bonds, Bondholders should consider
certain risks and investment considerations which could affect the ability of the Department to
pay debt service on its Tender Bonds or, if the tender is successfully completed, on any existing
untendered DWSD Bonds remaining outstanding after consummation of the tender, including the
potential 2014 DWSD Refinancing Bonds and which could affect the marketability of or the
market price for such bonds. These risks and investment considerations are discussed throughout
this Disclosure Statement. Certain of these risks and considerations are set forth in this section,
but this section is not intended to be comprehensive or to be a compilation of all possible risks
and investment considerations, nor a substitute for an independent evaluation of the information
set forth in and presented in this Disclosure Statement, which each Bondholder should read in its
entirety in order to make an informed investment decision.

Additional risks and uncertainties not currently known by the Department or the City, or
that the Department or the City does not currently consider to be material, or that are generally
applicable to all municipalities and their ability to repay obligations, may exist. Any one or more
of the factors discussed herein, and other factors not described herein, could lead to a decrease in
the market value or liquidity of the Tender Bonds. There can be no assurance that other risk
factors not discussed below will not become material in the future. Bondholders are advised to
consider the following risk factors, among others, and to review the other information
incorporated by reference into this Disclosure Statement in evaluating whether to tender the
Tender Bonds.

General Economic and Political Risks

The financial performance of the City and the Department will be affected by, and will be
subject to, general economic and political events and conditions that will change in the future to
an extent and with effects that cannot be determined at this time. These general economic and
political events and conditions include, among other things, decisions by communities and
counties currently served by the Sewage Disposal System to exit the system, controversies
regarding the Department’s efforts to enforce payment of bills through shut-off of service and
other available remedies, population declines and other demographic and employment changes
and trends; periods of inflation or deflation; variable patterns of national and regional economic
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growth, whether cyclical or structural in nature; disruptions in credit and financial markets;
political gridlock concerning, among other matters, national tax and spending policies;
economic, financial and political developments in the City and the State; budget and debt limit
controversies, both nationally, at the State level and locally; and unusually large numbers of
business failures and business and consumer bankruptcies and policy responses, or lack thereof,
to the foregoing. See APPENDIX E – CHARACTERISTICS OF THE SEWAGE DISPOSAL
SYSTEM SERVICE AREA.

Potential for Issuance of Unsecured Obligations by the City

While the issuance of DWSD Additional Bonds is limited by an Additional Bonds Test,
the Bond Ordinance, the Resolution Authorizing the Invitation, adopted by the Board of Water
Commissioners on August 6, 2014 and approved by the Emergency Manager (the “DWSD
Resolution”) and the DWSD Indenture (collectively, the “DWSD Authorizing Documents”) do
not prohibit the City from incurring other, additional debt, regardless of amount, that is not
secured by the Pledged Assets. While this debt will not directly impact the debt service coverage
on the Tender Bonds, if the City is unable to repay the principal of, and interest on, such
unsecured debt, it might, in extreme circumstances or in combination with other adverse
conditions (such as those which existed when the City filed the Bankruptcy Case), cause the City
to have to file for relief under Chapter 9 again in the future. See “—Future Bankruptcy,” below.

Sewer Revenues

There can be no assurance that the sewer revenues collected by the Department will
remain at current levels since the current level of collections is dependent on many factors,
including delinquencies, non-payment and a reduced customer base. The revenues of the Water
Supply System do not secure any payments of DWSD Bonds.

Rate Covenant and Limits on Future Rate Increases

The Bond Ordinance contains a covenant that provides, so long as any DWSD Bonds are
outstanding, sufficient rates for services furnished by the Sewage Disposal System shall be fixed
and maintained. See “SECURITY AND SOURCES OF PAYMENT FOR THE DWSD
BONDS—Rate Covenant.” Notwithstanding this provision of the Bond Ordinance, under
Michigan law, sewer rates established by the Department must be reasonable and
nondiscriminatory and are subject to review by the courts in that regard. In establishing the rates,
the actions of the Department are presumed by the courts to be reasonable, but the rates must not
be arbitrary, discriminatory or excessive. Consequently, the rates established by the Department
pursuant to the Bond Ordinance could be challenged as being arbitrary, discriminatory or
excessive. The Department currently has affordability waivers in place with respect to certain
aspects of environmental compliance to avoid excessive rate increases.

Rate Covenant Not a Guarantee

The ability to pay debt service on the Tender Bonds depends on the ability to generate
Net Revenues that meet the levels required by the Bond Ordinance. Although the Bond
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Ordinance contains a covenant to impose rates, fees and charges, as more particularly described
herein under “SECURITY AND SOURCES OF PAYMENT FOR THE DWSD BONDS—Rate
Covenant,” and the Department expects that sufficient Revenues will be generated through the
imposition and collection of such rates, fees and charges and other Revenues described herein,
there is no assurance that such imposition of such rates, fees and charges or other Revenues will
result in the generation of Net Revenues in the amounts required by the Bond Ordinance. The
Bond Ordinance covenant does not constitute a guarantee that sufficient Net Revenues will be
available to pay debt service on the Tender Bonds.

Pending Bankruptcy Case

As described above under “CITY OF DETROIT BANKRUPTCY MATTERS,” the City
is currently proceeding under Chapter 9 of the Bankruptcy Code. The City has filed a Plan of
Adjustment and several amendments thereto. A condition to purchase of the Tender Bonds is that
(i) DWSD Bonds identified as unimpaired in the Plan of Adjustment remain unimpaired during
the period through and including confirmation of the Plan of Adjustment and (ii) DWSD Bonds
currently identified as impaired under the Plan of Adjustment will, upon the closing of the tender
and prior to and at the time of confirmation of the Plan of Adjustment, be treated under the Plan
of Adjustment as unimpaired. To effectuate this condition to the purchase of the Tender Bonds,
the City would file an amended Plan of Adjustment with the Bankruptcy Court that would amend
the provisions contained in the current Plan of Adjustment that impair certain classes of the
DWSD Bonds, including, without limitation, those provisions which provide for the impairment
of the interest rate and call protection in respect of the DWSD Bonds.

Confirmation hearings are scheduled to begin on August 21, 2014. There can also be no
assurance that once finalized, the City’s Plan of Adjustment will be confirmed or become
effective. Additionally, the City is currently projecting that, if the Plan of Adjustment is
confirmed, it may exit from Chapter 9 bankruptcy protection in the fall of 2014. There is a risk
that confirmation or exit may be delayed as a result of litigation or otherwise. Bondholders
should consult with their legal advisors regarding the risks associated with any delay in the
City’s exit from Chapter 9 bankruptcy protection.

As described under “THE DEPARTMENT—Ongoing Discussion of Formation of
Regional Water Authority,” “—Potential DWSD Public-Private Partnership” and “CITY OF
DETROIT BANKRUPTCY MATTERS,” the Bankruptcy Case is still pending and during the
pendency of the City’s Bankruptcy Case, the discussions regarding potential private management
and Bankruptcy Court ordered confidential mediations regarding a regional authority have
occurred and are continuing to occur. The Bankruptcy Code and Act 436 (as defined herein)
allow the Emergency Manager to take actions without regard to City Charter procedures. The
outcome of ongoing discussions and confidential mediation, and the outcome of the Bankruptcy
Case, and its impact on the Department, is uncertain, and could affect the Department and its
operations, and accordingly the market price for Tender Bonds.

Appeal of Eligibility Order

As described above under “CITY OF DETROIT BANKRUPTCY MATTERS,” the
Eligibility Order is currently subject to multiple appeals. If the Eligibility Order were to be
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reversed, or the City was otherwise not subject to Chapter 9 of the Bankruptcy Code, the City’s
ability to repay the DWSD Bonds could be adversely affected.

Appeal of Bankruptcy Order

Following entry by the Bankruptcy Court, the Bankruptcy Order may be subject to
appeals. No prediction can be made as to whether the Bankruptcy Order will be appealed or, if
appealed, the outcome of any such appeal. Consummation of the tender offer is conditioned upon
the entry of and validity and enforceability of the Bankruptcy Order, that the Bankruptcy Order
has not been stayed pending appeal, and the closing and funding of the 2014 DWSD Refinancing
Bonds. With respect to any appeal of the Bankruptcy Order, Section 364(e) of the Bankruptcy
Code provides that “[t]he reversal or modification on appeal of an authorization under this
section to obtain credit or incur debt, or of a grant under this section of a priority or a lien, does
not affect the validity of any debt so incurred, or any priority or lien so granted, to an entity that
extended such credit in good faith, whether or not such entity knew of the pendency of the
appeal, unless such authorization and the incurring of such debt, or the granting of such priority
or lien, were stayed pending appeal.” Nevertheless, no prediction can be made as to an appellate
court’s interpretation of Section 364(e) or of the outcome of any appeals of the Bankruptcy
Order.

Treatment of Water and Sewer Bond Claims If Tender Transaction Does Not Close

Regardless of whether a Bondholder agrees to sell all or a portion of its Tender Bonds,
there is risk that the City may be unable to close or consummate the tender offer. To the extent
the tender offer does not close or is otherwise not consummated, the City would seek treatment
of the Water and Sewer Bond Claims under the Plan of Adjustment, as currently proposed.

Future Bankruptcy

There can be no assurance that the City will not file another bankruptcy petition under
Chapter 9. If, however, another Chapter 9 case were to be commenced by the City prior to the
payment in full of the Tender Bonds, the rights and remedies of the Holders of the Tender Bonds
would be subject to the provisions of Chapter 9.

Five-Year Projections for Disclosure Statement Compared with Ten-Year Business Plan
for Plan of Adjustment

As part of the City’s Chapter 9 proceeding, a ten-year business plan with forecasted
results, referred to as the “DWSD Business Plan” is included as an Appendix to the Plan of
Adjustment. In contrast, the projections included in this Disclosure Statement are based on a
five-year period and were prepared subsequent to the DWSD Business Plan contained in the Plan
of Adjustment. The five-year projections included in this Disclosure Statement assume
successful consummation of the tender and amendment of the Plan of Adjustment to remove the
provisions impairing certain of the Tender Bonds. Accordingly, the five-year Disclosure
Statement projections include only those Plan of Adjustment provisions relating to the
Department that will remain in the Plan of Adjustment after the bond impairment provisions
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have been removed. These provisions are described more fully below. The five-year projections
also include greater detail than the ten-year business plan.

Certain factors can affect the projections included in this Disclosure Statement following
confirmation of the Plan of Adjustment, including: (i) if the Department remains a part of the
City; (ii) if the operations of the Department are outsourced to a contractor; or (iii) if a regional
authority is created to replace the Department.

Financial Impacts of the Plan of Adjustment

The financial projections presented in this Disclosure Statement were prepared in a
dynamic environment. Although the City of Detroit’s Chapter 9 Plan of Adjustment has not been
confirmed, it was deemed reasonable to include certain elements of the Plan of Adjustment in the
projections included in this Disclosure Statement.

The following scenarios described in the Bankruptcy Disclosure Statement are included
in the assumptions for the financial projections for the purposes of this Disclosure Statement.

1. Rates and Revenues – The Department will maintain its Fiscal Year 2015 rate setting
protocols for a minimum of five years, including a policy of setting its rates and
charges at levels designed to achieve a 4% annual increase in revenues, subject to
certain changes necessary to stabilize water and sewer revenues.

2. Pension Funding Contribution - The current Plan of Adjustment contemplates that
the Department will contribute a total of $428.5 million to GRS over the nine-year
period ending June 30, 2023. The Bankruptcy Disclosure Statement states that the
payments to be made by the Department constitute its presently-calculated full
allocable share of the GRS unfunded accrued actuarial liability remaining after taking
into account the pension modifications contemplated by the current Plan of
Adjustment and related administrative and restructuring costs. The amount of the
payments has been determined as the amount necessary to fund, by June 30, 2023, the
underfunded GRS liabilities allocable to the Department that had accrued as of June
30, 2014. The total amount of the payments to be made by the Department has been
calculated based on an assumed investment rate of return of 6.75% and further
assumes that the GRS pension plan has been frozen as of June 30, 2014, which has
occurred. According to the current Plan of Adjustment, after the initial nine-year
period ending June 30, 2023 is completed, the Department will remain responsible for
its allocable share of GRS unfunded actuarial accrued liability (“UAAL”) but is
expected by the City to have only small contributions, if any, to make to the GRS on
account of this liability.

3. New B Notes (Allocable Share) - The Plan of Adjustment provides, among other
things, for the satisfaction of certain claims in exchange for the receipt of the “New B
Notes” which are unsecured bonds to be issued by the City with a term of 30 years.
As it relates to the Department, the New B Notes documents settle the City’s other
post-employment benefit (“OPEB”) liability and citywide pension obligation
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certificates (“POC”). The New B Notes include funding for settlement of other City
claims that do not impact the Department. The Department will be responsible for its
allocable share of the New B Notes consistent with prior years’ formulas for
allocation of OPEB and POC liabilities.

The following potential scenarios described in the Bankruptcy Disclosure Statement are
not reflected in the financial projections for the purposes of this Disclosure Statement.

1. A potential transaction involving the transfer to a third party (including, but not
limited to, a lease) of a majority of the assets of, or the right to operate and manage,
the City’s water and/or sewage disposal systems currently operated by the
Department in one or a series of related transactions.

2. The Plan of Adjustment contemplates an interest rate reset for certain impaired series
of sewer system revenue bonds, which interest rate reset will be reflected in new
bonds referred to in the Plan of Adjustment as the “New DWSD Bonds.” If the tender
is not accepted or if it does not close, the Department will exchange the New DWSD
Bonds for those impaired DWSD Bonds as set forth in the Plan of Adjustment. The
definitive documentation governing the New DWSD Bonds will be filed with a Plan
of Adjustment supplement.

3. The Bankruptcy Disclosure Statement specifically addresses the status of negotiations
regarding the potential formation of a regional authority. These negotiations remain in
confidential Federal Court mediation. See “THE DEPARTMENT—Ongoing
Discussion of Formation of Regional Water Authority” below.

In addition, the City may seek to implement a rate stability program for City residents,
the purpose of which would be to (i) provide a source of funds to mitigate against rate increases,
(ii) enhance affordability and (iii) provide a buffer against delinquent payments. The projections
contained in this Disclosure Statement do not reflect the potential impact of such a program.

Enforceability of Remedies

The remedies available under the DWSD Authorizing Documents upon the occurrence of
an event of default are in many respects dependent upon judicial actions, which are often subject
to substantial discretion and delay. Additionally, under State constitutional and statutory law and
judicial decisions concerning remedies, certain of these remedies may be limited, or may not be
readily available or enforceable. The enforceability of remedies or rights with respect to the
DWSD Bonds also is limited by State and federal bankruptcy, reorganization, insolvency,
sovereign immunity, moratorium and other similar laws regarding creditors’ rights or remedies
currently in effect and may be limited by such laws hereafter enacted.

DWSD Additional Bonds

DWSD Additional Bonds may be issued in accordance with the provisions of the DWSD
Authorizing Documents, either as additional Senior Lien DWSD Bonds on a parity with the
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currently outstanding Senior Lien DWSD Bonds, or as Junior Lien DWSD Bonds subordinate to
the lien of the Senior Lien DWSD Bonds. The DWSD Additional Bonds would, in some cases,
increase the debt service requirements to be serviced by the Pledged Assets. See “SECURITY
AND SOURCES OF PAYMENT FOR THE DWSD BONDS—DWSD Additional Bonds.”

Limits on Future Borrowing

In certain circumstances described herein, the Sewage Disposal Fund may be required to
provide funds to pay the costs of capital improvements to the Sewage Disposal System. If the
Sewage Disposal System does not generate sufficient revenues to pay for such capital
improvements, or if other funds are not available, the City, through the Department, will have to
borrow the funds. In order to issue DWSD Additional Bonds, certain conditions, including the
Additional Bonds Tests, must be satisfied as described in greater detail above in “SECURITY
AND SOURCES OF PAYMENT FOR THE DWSD BONDS—DWSD Additional Bonds.”

It cannot be determined at this time whether the Sewage Disposal System will be able to
satisfy the requirements for the issuance of DWSD Additional Bonds, and no assurance can be
given that the Sewage Disposal System will be able to satisfy such requirements for a
considerable period of time. If the Sewage Disposal System is able to satisfy these requirements,
it is not possible to predict what terms such additional debt may contain or whether there will be
a market for such additional debt. Likewise, if the Sewage Disposal System cannot satisfy the
requirements for the issuance of DWSD Additional Bonds or if the Sewage Disposal System
qualifies to issue DWSD Additional Bonds but is unable, due to market conditions or otherwise,
to obtain funds through the issuance of DWSD Additional Bonds, no assurance can be given that
the Sewage Disposal System will be able to obtain needed funds through the issuance of
unsecured debt.

Additional Capital Improvements

In order to maintain the operations of the Sewage Disposal System over the terms of the
DWSD Bonds, the Department will have to pay the costs of capital improvements to the Sewage
Disposal System. As part of its Fiscal Year 2015-2019 CIP (as defined herein), the Department
expects to spend $553,075,000 for capital improvements to the Sewage Disposal System. The
exact source of funds to pay for all capital improvements included in the CIP, and to pay capital
costs exceeding those included in the CIP, is not presently known. The Department uses an
incremental method of capital project funding rather than funding all projects in advance. The
Department’s capital financing strategy is designed to align capital project financing sources
with program requirements in a framework that balances multiple goals, including to: (i) recover
the costs of capital investment over the useful lives of the capital assets; (ii) minimize the impact
of the capital programs on sewerage rates; and (iii) protect and enhance the Department’s
financial position. The shortfall between total capital requirements in the CIP (as defined below)
and funds available in advance to pay capital costs may be substantial. It is not certain that the
Department’s CIP will be adequate to meet the capital investment needs of the Sewage Disposal
System or that the Department will be able to raise rates and/or access capital markets to borrow
such funds or satisfy the requirements of the DWSD Authorizing Documents to issue DWSD
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Additional Bonds at the time such improvements are required to be financed or made. See “THE
CAPITAL IMPROVEMENT PROGRAM.”

Operating Risks

As with any sewer system of its size and complexity, operation of the Sewage Disposal
System could be affected by many factors, the nature and extent of which are not currently
determinable, including the breakdown or failure of equipment or processes, inability to achieve
expected levels of efficiency, failure to operate at design specifications, failure to operate in a
manner that avoids violations of its environmental pollution elimination discharge permits and
results in the incurrence of penalties and fines related to such violations, failure by third parties
to perform their obligations under agreements with the Department (whether or not excused by
force majeure), costs of supplies or services not under contract, changes in law or regulatory
protocols, delays in receipt of or failure to obtain or maintain necessary permits or similar events.

The Sewage Disposal System is also at risk from catastrophic events such as an
intervening act of God or public enemy, water shortage, drought, flooding, extreme or unusual
weather conditions, earthquake or other natural disaster, war, act of terror, sabotage, civil
commotions, interference by civil or military authorities, nuclear or other explosion, radioactive
or chemical contamination, fire, subsurface condition, public disorder, epidemic, quarantine
restriction, strike, labor dispute or other labor protest, stop-work order or injunction issued by a
governmental authority or government embargo. The occurrence of such events could
significantly reduce revenues and/or significantly increase the costs of operating the Sewage
Disposal System, thereby jeopardizing the ability of the Sewage Disposal System to generate
revenues sufficient to make timely payments of debt service on the Tender Bonds, to pay
operating expenses of the Sewage Disposal System and/or to pay for necessary capital
improvements to the Sewage Disposal System.

Future Governmental Actions

Federal, State and local statutory and regulatory requirements (including requirements to
obtain permits or other governmental approvals) applicable to the operation of the Sewage
Disposal System are subject to change, and no assurance can be given that the Department will
be able to comply with such changes. The timing and impact of such future legislative or
regulatory action cannot be predicted with certainty, and the impact of such action on the
financial position of the Department currently cannot be determined. Delay in obtaining or
failure to obtain and maintain in full force and effect any required permits or other governmental
approvals may result in additional costs or reduced revenues, including fines, a moratorium on
sewer extensions and/or connections and, in extreme circumstances, the complete shutdown of
the Sewage Disposal System or a substantial portion thereof. Such a change in legal
requirements could occur because (i) existing laws or regulations are revised or reinterpreted; (ii)
new laws or regulations are adopted or become applicable to the Department; or (iii) a
combination thereof. Further, there can be no assurance that the technology and equipment
selected by the Department to comply with such revised or reinterpreted or new laws will be
implemented in a timely fashion or will meet such changed requirements upon implementation.
Consequently, any future revision or reinterpretation of existing laws or regulations or adoption
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of new laws or regulations could materially increase the cost of operating the Sewage Disposal
System, which could have a negative and material impact on the Department’s ability to make
timely payment of debt service on the Tender Bonds.

Any future revision or reinterpretation of existing laws or regulations or adoption of new
laws or regulations could also impose significant capital costs on the Department. See “RISK
FACTORS—Additional Capital Improvements” for a description of certain risks relating to the
Department’s ability to fund such additional capital costs.

Rating Agency Actions

Actions by the rating agencies, such as the recent downgrades of the credit ratings of
DWSD Bonds to non-investment grade, could raise the Department’s cost of borrowing, which
could affect the Department’s ability to borrow in the future and may have other adverse effects
on the Department’s financial condition. The market for non-investment grade securities is
smaller and less liquid that the market for investment grade securities. As a result, it is possible
that there may not be sufficient demand for the Department to issue any future bonds or notes in
the amounts required by the Department or that the cost to the Department of borrowing could be
substantially higher than if it were able to issue more highly-rated securities.

Lack of Liquidity and Pricing

There is no assurance that an active secondary market for DWSD Bonds will develop or
be maintained, so holders of DWSD Bonds might not be able to sell such bonds in the future. If
a secondary market does develop, prices of DWSD Bonds traded in the secondary market are
subject to adjustment upward and downward in response to changes in the credit markets. From
time to time it may be necessary to suspend indefinitely secondary market trading in selected
issues of bonds as a result of the financial condition or market position of the broker dealer,
prevailing market conditions, lack of adequate current financial information regarding DWSD
Bonds, whether or not DWSD Bonds are in default as to principal and interest payments, and
other factors which may give rise to uncertainty concerning prudent secondary market practices.
As a result, holders of the DWSD Bonds may not be able to liquidate their investment quickly, at
an attractive price, or at all.

Environmental Regulation

The operation of the Sewage Disposal System is subject to extensive and continuing
environmental regulation. Federal, state and local standards and procedures that regulate the
environmental impact of the Sewage Disposal System are subject to change. These changes may
arise from continuing legislative, regulatory and judicial action regarding such standards and
procedures. Additionally, the Department is subject to an Administrative Consent Order issued
by the Michigan Department of Environmental Quality (“MDEQ”) on July 8, 2011.
Consequently, there is no assurance that facilities in operation will remain subject to the
regulations currently in effect, will always be in compliance with further regulations or will
always be able to obtain all required operating permits. An inability to comply with
environmental standards could result in reduced operating levels and fines. Legislative,
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regulatory, administrative or enforcement actions involving environmental controls could also
adversely affect the operation of the facilities of the Sewage Disposal System. For example, if
property owned or operated by the Department is determined to be contaminated by hazardous
materials, the Department could be liable for significant clean-up costs even if it were not
responsible for the contamination. See “THE SEWAGE DISPOSAL SYSTEM—Environmental
Matters.”

Reliance on the Feasibility Report and Historical Financial Information

In preparing the Feasibility Report, the Feasibility Consultant has relied upon certain
assumptions and projections regarding future operating expenses, capital expenditure and debt
service on the Tender Bonds, some of which are those of the Department or its consulting
engineer. See “FEASIBILITY CONSULTANT’S REPORT.” The Feasibility Consultant has
also made other assumptions, including assumptions regarding population decline, rate increases,
collection rates, usage of the Sewage Disposal System’s services, weather patterns and the
response customers of the Sewage Disposal System will have to the rate increases. Projected
operating and financial performance of the Sewage Disposal System may not be indicative of
future performance; actual results will differ from those included in the Feasibility Report, and
such differences may be material. The Department cannot give any assurance that the events
assumed will materialize or that actual results will match those projected, and any such
differences may be material. In addition, the future policies, operations and financing decisions
of the Department may not be the same as those assumed in the Feasibility Study. No
representation is made or intended, nor should any representation be inferred, with respect to the
likely existence of any particular future set of facts or circumstances, and Bondholders are
cautioned not to place undue reliance upon the Feasibility Report or the revenue forecasts or
other projections contained therein.

In addition, certain historical financial information is included in this Disclosure
Statement. There can be no assurance that the financial results achieved by the City in the future
will be similar to historical results, and the financial information is expressly qualified in its
entirety by the disclaimers set forth in such financial information and the disclosure in this
Disclosure Statement. Such future results will vary from historical results, and actual variations
may be material. Therefore, the historical operating results of the Sewer Disposal System
contained in this Disclosure Statement cannot be viewed as a representation that sufficient
revenues will be generated in the future to make timely payment of principal of, redemption
premium, if any, and interest on the DWSD Bonds.

Forward-Looking Statements are Subject to Risks and Uncertainties

If and when included in this Disclosure Statement, the words “expects,” “forecasts,”
“projects,” “intends,” “anticipates,” “estimates,” “assumes” and analogous expressions are
intended to identify forward looking statements and any such statements inherently are subject to
a variety of risks and uncertainties that could cause actual results to differ materially from those
that have been projected. Such risks and uncertainties include, among others, general economic
and business conditions, changes in political, social and economic conditions, regulatory
initiatives and compliance with governmental regulations, litigation and various other events,
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conditions and circumstances, many of which are beyond the control of the Department. These
forward-looking statements speak only as of the date of this Disclosure Statement. The parties
disclaim any obligation or undertaking to release publicly any updates or revisions to any
forward-looking statement contained herein to reflect any changes in the Department’s
expectations with regard thereto or any change in events, conditions or circumstances on which
any such statement is based.

OUTSTANDING DEPARTMENT INDEBTEDNESS

The following table sets forth information with respect to outstanding DWSD Bonds as
of July 15, 2014.

[Remainder of Page Intentionally Left Blank]
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SOURCE: The Department

Original Principal Outstanding as of
Amount July 15, 2014

Senior Lien Bonds

Sewage Disposal System Revenue Bonds (Senior), Series 1993-B-SRF 6,603,996$ 775,000$
Sewage Disposal System Revenue Bonds (Senior), Series 1997-B-SRF 5,430,174 1,870,000
Sewage Disposal System Revenue Refunding Bonds, Series 1998A 67,615,000 59,500,000
Sewage Disposal System Revenue Refunding Bonds, Series 1998B 67,520,000 59,040,000
Sewage Disposal System Revenue Bonds (Senior), Series 1999-SRF1 21,475,000 7,590,000
Sewage Disposal System Revenue Bonds (Senior), Series 1999-SRF2 46,000,000 25,860,000
Sewage Disposal System Revenue Bonds (Senior), Series 1999-SRF3 31,030,000 14,295,000
Sewage Disposal System Revenue Bonds (Senior), Series 1999-SRF4 40,655,000 18,725,000
Sewage Disposal System Revenue Bonds, Series 1999A 302,995,178 (1) 21,180,779
Sewage Disposal System Senior Lien Revenue Refunding Bonds, Series 2001C1 154,870,000 (2) 151,800,000
Sewage Disposal System Senior Lien Revenue Refunding Bonds, Series 2001C2 122,950,000 (2) 121,045,000
Sewage Disposal System Senior Lien Revenue & Revenue Refunding Bonds, Series 2003A 599,380,000 177,295,000
Sewage Disposal System Senior Lien Revenue Bonds, Series 2003B 150,000,000 150,000,000
Sewage Disposal System Senior Lien Revenue Refunding Bonds, Series 2004A 101,435,000 53,485,000
Sewage Disposal System Revenue Refunding Senior Lien Bonds, Series 2006C 26,560,000 26,560,000
Sewage Disposal System Revenue Refunding Senior Lien Bonds, Series 2006D 370,000,000 288,780,000
Sewage Disposal System Revenue & Revenue Refunding Senior Lien Bonds, Series 2012A 659,780,000 653,960,000

2,774,299,348$ 1,831,760,779$

Second Lien Bonds

Sewage Disposal System Second Lien Revenue Bonds, Series 2001B 110,550,000$ 110,550,000$
Sewage Disposal System Second Lien Revenue Bonds, Series 2001D2 72,450,000 21,300,000
Sewage Disposal System Second Lien Revenue Bonds, Series 2001E 136,150,000 136,150,000
Sewage Disposal System Revenue Second Lien Bonds, Series 2005A 273,355,000 237,260,000
Sewage Disposal System Revenue Refunding Second Lien Bonds, Series 2005B 40,215,000 29,420,000
Sewage Disposal System Revenue Refunding Second Lien Bonds, Series 2005C 63,160,000 45,440,000
Sewage Disposal System Revenue Second Lien Bonds, Series 2006A 123,655,000 123,655,000
Sewage Disposal System Revenue Second Lien Bonds, Series 2006B 250,000,000 241,405,000

1,069,535,000$ 945,180,000$

SRF Junior Lien Bonds

Sewage Disposal System Revenue Bonds, Series 2000-SRF1 44,197,995$ 21,947,995$
Sewage Disposal System Revenue Bonds, Series 2000-SRF2 64,401,066 36,051,066
Sewage Disposal System Revenue Bonds, Series 2001-SRF1 82,200,000 54,145,000
Sewage Disposal System Revenue Bonds, Series 2001-SRF2 59,850,000 39,430,000
Sewage Disposal System Revenue Bonds, Series 2002-SRF1 18,985,000 9,710,000
Sewage Disposal System Revenue Bonds, Series 2002-SRF2 1,545,369 865,369
Sewage Disposal System Revenue Bonds, Series 2002-SRF3 31,549,466 19,189,466
Sewage Disposal System Revenue Bonds, Series 2003-SRF1 48,520,000 34,215,000
Sewage Disposal System Revenue Bonds, Series 2003-SRF2 25,055,370 15,205,370
Sewage Disposal System Revenue Bonds, Series 2004-SRF1 2,910,000 1,890,000
Sewage Disposal System Revenue Bonds, Series 2004-SRF2 18,353,459 11,008,459
Sewage Disposal System Revenue Bonds, Series 2004-SRF3 12,722,575 7,622,575
Sewage Disposal System Revenue Bonds, Series 2007-SRF 167,565,000 145,765,000
Sewage Disposal System Revenue Bonds, Series 2009-SRF 16,785,000 11,355,062
Sewage Disposal System Revenue Bonds, Series 2010-SRF 4,899,000 3,655,763
Sewage Disposal System Revenue Bonds, Series 2012-SRF 14,950,000 14,950,000

614,489,300$ 427,006,125$

Total Sewerage Disposal System Revenue Bonds 4,458,323,648$ 3,203,946,904$

(1) Amount includes $33,510,117.80 of Capital Appreciation Bonds.
(2) Original Principal Amount reflects par amount of most current remarketing.

Sewage Disposal System Revenue Bonds
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DEBT SERVICE REQUIREMENTS

The following table sets forth the annual principal and interest requirements for the
outstanding Senior Lien DWSD Bonds, Second Lien DWSD Bonds, and SRF Junior Lien
DWSD Bonds.

[Remainder of Page Intentionally Left Blank]
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Fiscal Outstanding
Year Outstanding Outstanding SRF Total
Ended Senior Lien Second Lien Junior Lien System

June 30 (1) Debt Service (2) Debt Service (3) Debt Service (4) Debt Service
2015 135,022,642$ 63,391,746$ 36,861,602$ 235,275,991$
2016 142,779,242 54,504,616 37,383,924 234,667,783
2017 142,831,556 54,520,491 37,325,149 234,677,196
2018 142,876,800 54,513,691 37,277,237 234,667,728
2019 142,604,962 54,755,491 37,308,371 234,668,824
2020 140,787,412 56,518,591 37,367,296 234,673,299
2021 129,805,375 67,420,391 37,447,481 234,673,246
2022 138,122,387 58,878,386 37,671,656 234,672,429
2023 147,360,975 49,689,155 37,620,269 234,670,399
2024 140,885,762 64,235,193 29,548,223 234,669,177
2025 135,212,150 70,652,930 29,543,365 235,408,445
2026 152,545,950 67,182,530 14,982,514 234,710,994
2027 152,896,372 70,066,993 11,901,033 234,864,397
2028 154,009,080 69,133,593 11,889,074 235,031,746
2029 154,604,324 60,822,593 11,883,824 227,310,740
2030 122,749,722 100,686,243 11,889,992 235,325,956
2031 134,712,320 99,873,205 1,218,282 235,803,807
2032 152,985,899 53,300,530 949,500 207,235,929
2033 152,787,913 56,076,800 947,500 209,812,213
2034 19,345,413 186,233,275 949,938 206,528,625
2035 19,238,238 186,291,150 951,750 206,481,138
2036 19,122,638 186,344,000 - 205,466,638
2037 124,819,138 - - 124,819,138
2038 124,817,288 - - 124,817,288
2039 124,814,275 - - 124,814,275
2040 -
2041 -
2042 -
2043 -
2044

3,147,737,825$ 1,785,091,593$ 462,917,980$ 5,395,747,398$

(1) Amounts due July 1 are shown as debt service for the preceding Fiscal Year ending
June 30 (the amounts actually required to be setaside in that Fiscal Year)
For example, debt service payments due July 1, 2015, are shown in the Fiscal Year
ending June 30, 2015. Al l figures are net of capitalized interest.

(2) The interest rate on the Series 2006 D Bonds is assumed at 2.29%
(3) The interest rate on the Series 2001 D 2 Bonds is assumed at 3.46%
(4) Assumes all draws have been made and projects debt service at project completion.

Source: The Department.
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THE DEPARTMENT

Organization

The Department is established under the City Charter. The Department is governed by a
seven-member board, known as the Board of Water Commissioners, which meets monthly. Four
members of the Board of Water Commissioners (each being a resident of the City) are appointed
by the Mayor of the City (the “Mayor”). Key executives of the Counties of Wayne, Oakland, and
Macomb each nominate a member to the Board of Water Commissioners for appointment by the
Mayor.

The Sewage Disposal System, which provides sewage disposal services to the residents
of the City and to a substantial area outside the City, is owned by the City and is accounted for
by the City as a separate enterprise fund (the “Sewage Disposal Fund”) through the Department.
The Department is empowered to supply sewage disposal services within and outside the City
under the City Charter. The Sewage Disposal System is accounted for separate and apart from
the Water Supply System.

The Department continues to implement a number of changes mandated by the United
States District Court, Eastern District of Michigan, Southern Division (the “District Court”) as
part of a lawsuit filed by the United States Environmental Protection Agency (the “EPA”)
against the City in 1977, United States v. City of Detroit, et al., Case No. 77-71100 (E.D.
Michigan). All of the changes are intended to separate many affairs of the Department from the
City and give the Department greater authority and autonomy to manage and operate the Water
Supply System and the Sewage Disposal System. See “—Court Mandated Changes” below.

Court Mandated Changes

As a result of several decades of intermittent noncompliance with the Federal Water
Pollution Control Act, as amended by the Clean Water Act of 1977 and the Water Quality Act of
1987 (collectively, the “Clean Water Act”) during the pendency of United States v. City of
Detroit, the District Court mandated changes intended to rectify the root causes of
noncompliance through a series of orders, including, but not limited to, the Stipulated Order
dated February 11, 2011 (the “February 11, 2011 Stipulated Order”), the Order dated November
4, 2011 (the “November 4, 2011 Order”), the Order dated October 5, 2012 (the “October 5, 2012
Order”) and the Order dated December 14, 2012 (the “December 14, 2012 Order” and,
collectively, the “District Court Orders”). The District Court Orders were intended to provide for
a more empowered and autonomous regional governing Board of Water Commissioners, as well
as operational independence from the City in several key administrative areas.

The February 11, 2011 Stipulated Order required certain changes in the composition of
the Board of Water Commissioners, to provide for more meaningful regional inclusion.
Additionally, the February 11, 2011 Stipulated Order established minimum professional
qualifications for members of the Board of Water Commissioners. Through a subsequent District
Court Order, the District Court ordered that members of the Board of Water Commissioners
could only be removed for cause, instead of serving at the pleasure of the Mayor. See “—The
Board of Water Commissioners” below.
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The November 4, 2011 Order required the Department to establish its own autonomous
divisions of Purchasing, Human Resources, Law and Finance. The heads of the Department’s
new divisions are required to report to the Director of the Department, rather than to the directors
of the other City departments.

The November 4, 2011 Order sets forth specific hiring and removal procedures for all
future Directors of the Department. See “—Management Initiatives” below. The November 4,
2011 Order also provided that the Department shall develop its own Department-specific job
titles and shall enter into its own collective bargaining agreements with unions that represent its
employees instead of being a party to City-wide collective bargaining agreements. The
November 4, 2011 Order also struck and enjoined certain provisions in the existing collective
bargaining agreements that permit an employee from outside the Department to be transferred
into the Department based on seniority and requires that future collective bargaining agreements
adopt a seniority system that does not provide for transfer rights across City departments. When
the existing collective bargaining agreements expire, the Department is required to have its own
collective bargaining agreements that cover Department employees only. See “—Employees and
Employee Bargaining Units” below.

Under the City Charter, the Board of Water Commissioners has the authority to establish
rates for sewage disposal services. Prior to 2012, the City Council approved rates for water and
sewage disposal services pursuant to Section 5e of Act 279 (as defined herein), which required
rate approval by the governing body of a city for a municipal water or sewerage system that
served more than 40% of the population of the State. The City Charter further provided for City
Council approval of the Department’s annual budgets as part of the City’s overall authority over
annual City budgets. The November 4, 2011 Order extended the Department’s rate setting
authority by giving the Board of Water Commissioners sole authority to establish revenue
requirements for sewage disposal services and limiting the City Council’s authority to the
approval of retail rates charged to customers in the City. Thus, the City Council no longer has the
authority to vote on rates charged to suburban wholesale customers. The November 4, 2011
Order also expanded the Board of Water Commissioners’ budget authority by affording it sole
authority to approve the Department’s annual budgets, subject only to the City Council’s
approval authority with respect to inside-city rates. The November 4, 2011 Order also required
the By-laws of the Board of Water Commissioners to be amended to reflect these changes in its
authority and require a majority of five votes to approve rates and take certain other actions. The
City Council, which previously approved all rates, now may vote only on retail rates charged to
customers in the City, and no longer has the authority to vote on rates charged to suburban
customers. The Board of Water Commissioners has sole authority to approve the budget for the
Department, set revenue requirements for the Sewage Disposal System, and approve rates for
wholesale customers. The By-laws were amended to reflect these changes on January 25, 2012.
Almost a year into the implementation of the November 4, 2011 Order, pursuant to various
motions filed by the Department, the District Court issued the October 5, 2012 Order and the
December 14, 2012 Order, to clarify and supplement the provisions of the November 4, 2011
Order.
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The October 5, 2012 Order granted several requests of the Department that were aimed at
clarifying the particular functions that the Department would handle independently from the
City. The October 5, 2012 Order provided, among other things, that (i) any City laws,
ordinances, resolutions, executive orders, policies and regulations inconsistent with the District
Court Orders were not applicable to the Department, (ii) the Department’s General Counsel,
rather than the City’s Corporation Counsel, may provide legal advice to the Department
regarding implementation of the District Court Orders, (iii) the Department is exempt from the
application of City ordinances, resolutions, policies, orders and regulations and Civil Service
Commission rules pertaining to payroll, employee benefits and employee and labor relations, and
(iv) that the Department could establish its own finance policies and sub-units within its Finance
Division to implement the November 4, 2011 Order.

The December 14, 2012 Order provided, among other things, that (i) the Department is
only required to reimburse the City for actual costs, including indirect costs, of providing
transition services to the Department, (ii) the Board of Water Commissioners is authorized to
delegate to the Director of the Department or the Department’s General Counsel final approval
authority for the settlement of litigation and for the resolution of contract claims paid by the
Department, (iii) the Department is authorized to establish its own self-insurance fund, and (iv)
the Department is authorized to approve the issuance of debt and to refinance debt upon the sole
approval of the Board of Water Commissioners unless the debt contains a full or partial general
obligation pledge of the City, in which case City Council approval would be required prior to
issuance.

Previously, certain contracting and policy-making powers of the Board of Water
Commissioners were subject to approval or rejection by the City Council and approval or veto of
the Mayor. The November 4, 2011 Order provides that, notwithstanding anything in the City
Charter or state law, the Board of Water Commissioners shall have the authority to approve legal
settlements, claims, collective bargaining agreements, budgets and contracts. The City Council’s
authority to approve Department contracts is now limited to personal services contracts over
$150,000, goods or commodities contracts over $2,000,000, professional services contracts over
$2,000,000 and construction contracts over $5,000,000.

The Department believes that the terms of the November 4, 2011 Order have resulted and
will continue to result in greater efficiency in its operations. Citing the Department’s operational
and compliance progress, on March 27, 2013, the District Court issued an order closing the case
(the “Order of Dismissal”) and declining to address a recommendation for the further
restructuring of the Department. In the Order of Dismissal, the District Court stated that it was
satisfied that the District Court Orders had been substantially implemented and would remain in
effect following dismissal of the case. Within the Order of Dismissal, the District Court retained
limited jurisdiction to enforce the District Court Orders.

Twelve days after entry of the Order of Dismissal, the Court of Appeals issued an opinion
reversing the District Court’s denial in 2011 of a motion by a union representing certain
Department employees to intervene in the case to challenge provisions of the District Court
Orders affecting labor matters. The Court of Appeals’ opinion and resulting mandate directed the
District Court to permit limited intervention by the union to contest the District Court’s rulings
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on labor-related issues. The Court of Appeals’ opinion did not address the Order of Dismissal, or
address its procedural interaction with the Order of Dismissal. On May 22, 2013, the City filed a
notice of appeal of, inter alia, the District Court Orders. Approximately two weeks after the
City’s notice of appeal, the District Court entered an order directing the parties to show cause
why the District Court had not been divested of jurisdiction over the case by the filing of the
City’s appeal after the Court of Appeals had issued its mandate to the District Court. In response,
the Department filed a brief expressing its agreement with the District Court’s suggestion that it
did not have jurisdiction to take action other than action necessary to enforce the prior District
Court Orders. The union filed a brief asserting that the District Court had authority to consider its
intervention and challenge to the District Court Orders. The District Court has taken no action
since the issuance of its order to show cause. After the City filed the Bankruptcy Case, the Court
of Appeals issued an order holding the City’s appeal in abeyance pending resolution of the
Bankruptcy Case. See “LITIGATION” and APPENDIX F – DISTRICT COURT ORDERS.

Application of Financial Stability Agreement to the Department

In April 2012, the City and the State entered into a Financial Stability Agreement which
established an independent Financial Advisory Board for the City (the “Financial Stability
Agreement”). In March 2014, the City, the State and the Financial Advisory Board amended and
restated the Financial Stability Agreement to reflect the appointment of the City’s Emergency
Manager. Under the Financial Stability Agreement, as amended and restated, the Financial
Advisory Board is empowered to monitor, assist, advise and support the City in a number of
respects. The Financial Stability Agreement, as amended and restated, does not require the City
or the Department to seek approval of the Financial Advisory Board to issue DWSD Bonds, and
it is not anticipated that any action of the Financial Advisory Board will be requested in
connection with the potential issuance of the 2014 DWSD Refinancing Bonds.

The Board of Water Commissioners

The seven-member Board of Water Commissioners is appointed by the Mayor to head
the Department based on the geography of the Sewage Disposal System’s service area. Four
members are residents of the City, and three members are residents of Wayne, Oakland and
Macomb Counties who are nominated by the Wayne County Executive, the Oakland County
Water Resources Commissioner and the Macomb County Public Works Commissioner,
respectively. Each member of the Board of Water Commissioners must be a citizen of the United
States and a resident of the State of Michigan. Pursuant to a Stipulated Order of the District
Court, members of the Board of Water Commissioners are also required to possess certain
defined professional experience and qualifications. The members of the Board of Water
Commissioners serve four-year terms which are staggered so that not more than two members’
terms expire each year.

In order to more efficiently oversee the Department’s operations, the Board of Water
Commissioners has adopted a committee structure. Four committees were established: (i)
Operations, Regulatory Compliance and Procurement; (ii) Management Development and
Human Resources; (iii) Financial Management and Audit; and (iv) Legal.
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The current members of the Board of Water Commissioners and the year of their original
appointment to the Board of Water Commissioners are as follows:

James Fausone, Chair (2011). Mr. Fausone is a resident of Canton Township. He is a
partner in the law firm of Fausone Bohn, LLP, of Northville, where he practices business law,
municipal law, veterans’ disability law and environmental law. He previously served as president
of an environmental remediation, industrial service, and waste transportation company for three
years. Mr. Fausone holds a Bachelor of Science in environmental engineering and a Bachelor of
Science in oceanography from the University of Michigan and a Juris Doctorate degree from
Gonzaga University Law School. He serves as a trustee of Schoolcraft College, Livonia, MI and
Canton Public Library. He is a Director of the University of Michigan, College of Engineering –
Civil and Environmental Engineering Board, and has served as a Director of the Livonia
Chamber of Commerce, among other affiliations.

Fred Barnes (2011). Mr. Barnes is a registered professional engineer from Sterling
Heights. He owns and operates Fred W. Barnes Associates Inc., a consulting engineering firm.
Before starting his company, Mr. Barnes was a senior project engineer with Atwell-Hicks Inc.,
where he managed engineering projects and supervised engineers, planners, and designers. Mr.
Barnes, a former Chief engineer for the Office of the Macomb County Public Works
Commissioner, he was involved with the design, operation and maintenance of more than 700
county drains, supervision of two CSO facilities, as well as the review of residential and
commercial developments for 24 years. He holds a Bachelor of Science in engineering from the
U.S. Military Academy at West Point.

Mary E. Blackmon (1989). Mrs. Blackmon is a retiree of Ameritech, where she served as
a director of public relations and associate director of urban and civic affairs. She is a current
member of the Wayne County Regional Educational Service Agency Board of Education, where
she has served since 1982. Mrs. Blackmon also served for 10 years as a member of the Detroit
Board of Education. She has served on several committees for the Southeast Michigan Council
of Governments, where she is a vice president and is a graduate of Leadership Detroit. Mrs.
Blackmon is active in a number of civic and community organizations.

Linda Forte (2011). Ms. Forte, a senior vice president at Comerica Inc., brings more than
30 years of business, finance, and commercial banking expertise to the board. A member of
Comerica’s senior leadership team, she is responsible for defining and driving business strategies
that establish Comerica as a leader in diversity and corporate responsibility practices. Ms. Forte
holds a Bachelor of Science in education psychology and French from Bowling Green State
University and a Master’s of Business Administration in finance and accounting from the
University of Michigan. She serves as a director of the Economic Development Corporation of
the City of Detroit and serves on a number of other agency and organization boards as well.

Bradley Kenoyer (2011). Mr. Kenoyer brings more than a decade of cross-functional
problem-solving experience in delivering customer-driven results to technical and service quality
issues for Ford Motor. An honoree of the Ford/Massachusetts Institute of Technology/University
of Detroit Mercy program for engineering excellence, Mr. Kenoyer holds a Bachelor of Science
in mechanical engineering from Rensselaer Polytechnic Institute and a Master’s of Science in
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product development from the University of Detroit Mercy. He has served on the Board of
Directors of Preservation Wayne and has volunteered at the Ruth Ellis Center, which provides
residential safe space and support services for runway, homeless and at risk youth in Detroit and
Southeastern Michigan.

Conrad L. Mallett Jr. (2014). Mr. Mallett is the Detroit Medical Center’s Chief
Administrative Officer and General Counsel. His assignment places him on the cutting edge of
hospital organization re-design with a particular focus on physician and patient satisfaction, cost
containment, and increased medical quality. Mr. Mallett holds a Juris Doctorate degree from the
University of Southern California, a Master’s in Public Administration, also from the University
of Southern California, a Master’s of Business Administration from Oakland University with a
concentration in Healthcare Management, and a Bachelor of Arts degree with a major in English
from the University of California, Los Angeles. He is a member of the Board of Directors of two
publicly traded companies, Lear Corporation and Kelly Services.

J. Bryan Williams (2011). Mr. Williams is an attorney with the Dickinson Wright law
firm. Mr. Williams, a resident of Birmingham, practices in the areas of corporate and municipal
finance law. He has served as counsel to the Oakland County Water Resources Commissioner on
municipal bond financings, and has significant experience providing counsel to both privately
and publicly-held companies. He holds a Bachelor of Arts in economics from the University of
Notre Dame and a Juris Doctorate degree from the University of Michigan. He is a member of
the City of Birmingham Planning Board, and a past member of the Board of Directors of the
Economic Club of Detroit. He is also a past vice chairman of the Detroit Regional Chamber of
Commerce.

Management Team

The Department was recently reorganized into five operating groups: Operations,
Customer Service, Financial Services, Administration and Compliance, and Executive. The
Department is staffed so that cross-functional employee assignments provide services for both
the Water Supply System and Sewage Disposal System.

The Department’s key personnel and their qualifications are summarized below.

Sue F. McCormick, Director. Ms. McCormick was appointed by the Board of Water
Commissioners as the Director of the Department on November 17, 2011, and assumed that
position on January 3, 2012. Prior to joining the Department, Ms. McCormick was the Public
Services Area Administrator for the City of Ann Arbor, Michigan, where she managed that city’s
entire physical infrastructure, including the water and sewer system. She joined Ann Arbor city
government as Water Utilities Director in January 2001. Prior to that, she was employed for 22
years by the Lansing Board of Water and Light, serving as environmental chemist,
environmental laboratory manager, manager of water and steam planning, water technical
support manager and business development manager. Ms. McCormick holds a Bachelor of
Science in biological science from Lyman Briggs College at Michigan State University. Ms.
McCormick is active in the 58,000-member American Water Works Association (“AWWA”), a
prominent international organization for water industry professionals. She has served as
AWWA-Michigan Director and as an association Vice President.
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William M. Wolfson, Chief Administrative and Compliance Officer/General Counsel. Mr.
Wolfson joined the Department as the utility’s first General Counsel in June 2012. His duties
expanded to include those of Chief Operating and Compliance Officer in August 2013, and Chief
Administrative and Compliance Officer in January 2014. Prior to joining the Department, Mr.
Wolfson served the City of Detroit Law Department as an attorney from 1986 to 1998 under
Mayors Young and Archer. In 1998, Mr. Wolfson was appointed Wayne County’s Deputy
Corporation Counsel by County Executive Edward McNamara. The succeeding County
Executive, Robert Ficano, appointed Mr. Wolfson to the position of Assistant Deputy County
Executive/Director of Legal Affairs. In that position, Mr. Wolfson was responsible for the day-
to-day operations of county government and its 4,500 employees. In July 2009, Mr. Wolfson
retired from his Wayne County position, went into private practice and contracted to serve as
Wayne County’s Interim Corporation Counsel. Mr. Wolfson is a graduate of the University of
Michigan and the University of Minnesota Law School. He currently serves as Co-Chairman of
the Detroit-Wayne County Stadium Authority, Vice Chairman of the Wayne County Zoological
Authority, and is a member of the Detroit Zoological Society’s Board of Directors.

Darryl A. Latimer, Deputy Director and Chief Customer Service Officer. Mr. Latimer
was named Chief Customer Service Officer in January 2014 and has served as Deputy Director
since February 15, 2010. Mr. Latimer served as Contracts and Grants General Manager since
March 2003. Previously, he was the Head Governmental Analyst in Contracts and Grants,
leading the Consultant and Local Economic Development Units. Mr. Latimer has been with the
Department since 1989, and with the City of Detroit since 1985. Mr. Latimer holds a Bachelor of
Science in general studies from Wayne State University and a Master’s of Science in general
business administration from Central Michigan University.

Cheryl Porter, Chief Operating Officer. Ms. Porter was named Chief Operating Officer
in January 2014. Ms. Porter served as Assistant Director – Water Supply Operations since
September 2008 and has been employed by the Department since March 1996. She holds a
Bachelor of Science in chemistry from the University of Michigan, a Juris Doctor degree from
the University of Detroit Mercy School of Law and a Master’s of Business Administration with a
concentration in human resources management from the Madonna University. She began her
career with the Department as a junior chemist and has worked her way through the ranks at each
level of the organization. Ms. Porter holds her F1 license for Water Treatment with the State of
Michigan. Prior to joining the Department, Ms. Porter was an Analytical Chemist for Blue Planet
Technologies and, earlier, a Research Assistant for the University of Michigan Department of
Chemistry. Ms. Porter also participates in various community service activities, having served on
the Board of Directors for Intense Mentoring, Inc., a local non-profit committed to attacking
poverty through education, and mentoring young people throughout Southeastern Detroit.

Nicolette Bateson, CPA, Chief Financial Officer, Financial Services. Ms. Bateson, a
certified public accountant, is the department’s first CFO and began working for the Department
in February 2013. Ms. Bateson has extensive financial experience. In the public sector, she
served as both Assistant City Manager and Finance Director in local government. Ms. Bateson
was an audit supervisor with a national accounting firm, an independent financial consultant, and
most recently a visiting specialist for the State and Local Government Program at Michigan State
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University Extension. As a visiting specialist, Ms. Bateson worked with state and local officials
to address the needs of cities in fiscal stress. In addition, Ms. Bateson was involved with
research, education, and writing related to public-sector financial challenges. Ms. Bateson has
experience working with public agencies moving through substantial restructuring to attain
operational and financial sustainability with reduced resources. Ms. Bateson earned a bachelor’s
of business administration degree in professional accounting from the University of Michigan-
Dearborn and a Master’s of Public Administration degree in government management from
Eastern Michigan University.

Dan Rainey, Information Technology Director. Mr. Rainey came to the Department in
March 2013 with more than 20 years of experience leading and transforming IT organizations –
most recently including the City of Ann Arbor, the top-ranked digital city in its class. Mr. Rainey
holds a master’s degree in management with a specialization in strategic leadership from Walsh
College and a bachelor’s degree in computer science from Wayne State University. Mr. Rainey
was recognized as a Computerworld Premier 100 Leader and was awarded the Michigan
Excellence in Technology Leadership Award. Mr. Rainey previously served as Vice President
for the Metropolitan Information Exchange, a national organization of local government Chief
Information Officers. He is a member of the Society for Information Management and
participates on various intergovernmental collaboration committees and advisory boards.

Terri Tabor Conerway, Organizational Development Director. Ms. Conerway was
named Organizational Development Director in December 2013. She previously served as the
Department’s Process and Quality Control Manager since January 2006. Prior to that, Ms.
Conerway served as the Department’s Human Resource Manager. She has worked in various
managerial positions since beginning her career with the City of Detroit in 1972. She holds a
Bachelor of Science degree from Wayne State University in Psychology. Ms. Conerway is a
certified Franklin Covey facilitator and is active in the International Public Management
Association – Human Resources.

W. Barnett Jones, Chief Security and Integrity Officer. Chief Jones was appointed the
Chief Security and Integrity Officer for the Department in May 2012. His extensive experience
in law enforcement and security covers a 30-year career. Chief Jones is responsible for the
Department’s entire security posture that includes the physical security and safety of employees,
facilities, and assets. In addition, Chief Jones has been pivotal in developing and implementing
entity-wide integrity policies and procedures. Prior to his arrival at the Department, Chief Jones
served as Chief of Police, Police Administrator, Captain, Lieutenant, and Deputy Sheriff with
large local units of government in Michigan including the supervision of both police and fire
personnel. Chief Jones earned a Master’s degree in liberal studies from Eastern Michigan
University and a bachelor’s degree in general studies and human resources from the University
of Michigan – Dearborn. He has been involved in many professional and civic organizations,
including the Deputy Sheriffs’ Association, the Crime Prevention Association of Michigan, and
the Executive Board of the March of Dimes.

Bill Johnson, Public Affairs Officer. Mr. Johnson joined the Department in November
2013 after serving as CEO of the Bill Johnson Group, a media consulting, public affairs, public
relations firm. Mr. Johnson is an award-winning freelance journalist and former Detroit News
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editorial writer and columnist. He was press secretary/director of public information for Wayne
County Executive Bill Lucas from 1983 until 1986, and later was director of administration for
the Wayne County Commission. Mr. Johnson has been a frequent Detroit radio and television
commentator and has won broadcast journalism awards for investigative reporting from the
Associated Press and UPI. Mr. Johnson earned a bachelor’s degree from Wayne State University
and graduated Cum Laude.

Management Initiatives

As reported in the Director’s Final Compliance Report in March 2013 and noted in the
Order of Dismissal, the Department has made significant progress since the November 4, 2011
Order. To advance the Department’s goals of regulatory compliance and long-term
sustainability, primary management initiatives include restructuring, optimization, independence
from the centralized primary government functions, financial stability measures and a
commitment to collaborative relationships with regulators and customers. The Director reports
the status of these initiatives to the Board of Water Commissioners on a monthly basis. The
Director also reports to the public on these initiatives in the Director’s Compliance Report,
published monthly at www.dwsd.org.

Restructuring

The Department has established structural and management changes to align operations,
customer service, finance, administration and compliance. Several key executive positions have
been filled since February 2013, including the Chief Administrative and Compliance Officer,
Chief Operating Officer, Chief Financial Officer, Chief Customer Service Officer and Chief
Security and Integrity Officer. The Department has created an office of General Counsel and
Organizational Development Division, as well as realigned its Financial Services and
Information Technology Divisions towards an independent operating structure.

Organizational Optimization

In October 2012, the Board of Water Commissioners approved a contract with an
organizational consultant to facilitate organizational optimization. In December 2012, five
distinct employee teams began the work to evaluate over 50 business processes by focusing on
three key operating elements: people, processes and technology. In March 2013, the employee
teams reported their findings, which supported an optimized Department through job redesign,
increased use of technology and the introduction of efficiencies to reduce the vehicle fleet and
operating expenses.

In April 2013, the Department began implementing the new organizational design. Pilot
programs of the new job and business process designs are in process throughout the wastewater,
water, field services, information technology and customer service areas. The Department has
drafted and published 57 new job classification descriptions replacing the prior, narrowly defined
257 job classifications. Since December 2013, the Department has been in the process of posting
and filling the new job classifications. Employees not selected for the new positions may be
assigned to special projects teams.
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The Department has been meeting with its represented workforce to discuss the terms and
conditions of employment to implement the new job designs as well as changes to employee
healthcare and pensions ordered by the Emergency Manager.

Prior to and throughout this timeframe, the Department instituted a modified hiring freeze
and some strategic separations. This has resulted in a system-wide downsizing of over 30% since
July 1, 2011. The Department reduced its total staff from 2,102 employees at the end of July
2011 to 1,512 employees at the end of June 2014. In some areas of the Department, the
reductions in staffing have been more rapid than projected. Contractual assistance is engaged
when necessary to fill gaps and to assure continuity of successful operations. By the end of
Fiscal Year 2019, it is estimated that the Department will have reduced its workforce to 1,000
employees. The following chart illustrates staff reductions since July 2011:

[Remainder of Page Intentionally Left Blank]
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SOURCE: The Department

Partial Independence from the Centralized Primary Government Functions

Historically, the Department’s Financial Services Group was a satellite department of the
City. The District Court Orders permitted the Department to establish an independent finance
function. In February 2013, the Department hired its first Chief Financial Officer, and has since
made progress in separation of funds, accountability, analysis, treasury and procurement
practices. “Finance Transformation” is the initiative underway to expand the capacity of the
Department to professionally and independently manage its financial operations. This expanded
initiative complements the Department-wide effort to optimize the deployment of people,
redesign business processes, and invest in technology.

The Department remains dependent upon the centralized City information technology
department to support many of its business processes, including finance, human resources, law,
and risk management. The Department hired its first Information Technology Director in March
2013. The Department is now engaged in addressing its information technology governance
process to ensure that updates, changes, selection of new applications and decisions to retire
applications are made with an understanding of the impacts to the systems, support and staffing
throughout the Department.

Jul-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14
2,102 2,075 1,982 1,887 1,706 1,601 1,512

(a) Assumes average annual personnel costs of $75,000 per position
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Financial Stability

The Department’s long-term plan to build financial stability is founded upon (i)
reallocating optimization savings to revenue financed capital, and (ii) rate model simplification
that yields more stable and more predictable revenue and cash flow.

For many years, the Department relied on annual increases in rate revenues ranging from
approximately 4% to more than 14% in order to meet its revenue requirements and maximized
the issuance of debt to fund capital improvements. With increased authority for rate setting and
debt management granted by the District Court Orders, the Board of Water Commissioners has
maintained a 4% increase in revenue requirement for Fiscal Year 2014 and Fiscal Year 2015.
The Department’s management has expressed a commitment to moderate annual revenue
requirement increases (currently set at 4%) as shown in the revenue projections, a focus on
decreasing operational and maintenance costs through optimization, retiring debt, and, where
appropriate, funding future capital needs of the Sewage Disposal System through revenues and
cost containments rather than through maximized use of debt. Rates are set annually by the
Board of Water Commissioners in accordance with its standard rate-setting protocols.

Rate Simplification Initiative

The Board of Water Commissioners’ adoption of the Rate Simplification Initiative in
December 2013 (the “Rate Simplification Initiative”) may be the action that has the most
significant, long-term positive financial impact on the Department’s sewer revenue and cash
flow. The Rate Simplification Initiative was designed to improve the efficiency, understanding
and stability of the process of establishing sewerage rates. Under the new simplified structure,
each wholesale customer’s share of total sewer system costs is based on its historical average
share of costs to operate and maintain the Sewage Disposal System. Rate simplification
eliminates the volume variability in the rate model, moves from quarterly to monthly billing and
collection, and eliminates an arduous sewer rate “look-back” process. It provides both the
Department and its wholesale customers stability regarding revenues and cash flows. See
“DEPARTMENT FINANCIAL OPERATIONS – Rates” and APPENDIX A – FEASIBILITY
CONSULTANT’S REPORT.

Collaborative Relationships with Customers and Regulators

The Department maintains a wholesale customer outreach program which began in 1997.
The effort encompasses a Water Technical Advisory Committee (“TAC”), a Wastewater
Steering Committee (the “Steering Committee”) and their related work groups that include staff
from the Department, wholesale water and wastewater customers, the Southeast Michigan
Council of Governments and MDEQ. The Steering Committee maintains several standing
working groups to explore and work on issues of importance such as rates, industry best
practices, public education and metering. This wholesale customer outreach program includes
regular meetings and a wholesale customer portal that provides access to Department documents,
as well as wholesale customer committee agendas, meetings and supporting materials.
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To expand the Department’s retail customer outreach program, the Board of Water
Commissioners entered into its first consulting agreement in August 2013 to provide for a retail
advocate. The consulting firm provides the retail customer perspective regarding changes to the
rate model and related rate issues.

The Department provides office space at the wastewater treatment plant for personnel of
MDEQ, the State’s primary environmental regulatory agency. In addition, the Department and
MDEQ communicate monthly to address operational matters, compliance, reporting and
planning efforts.

Employees and Employee Bargaining Units

The total number of authorized positions for the Department in the budget for Fiscal Year
2015 was 1,674, consisting of 559 positions for the Sewage Disposal System and 1,115 for the
Water Supply System. Of the 1,115 positions assigned to the Water Supply System, only 185 are
entirely devoted to the Water Supply System. The other employees provide service to both the
Sewage Disposal System and the Water Supply System, and costs for these positions are
allocated appropriately. The budget necessarily contains more positions than are actually filled,
as the budget is a planning document that must accommodate the job design restructuring, and
cannot anticipate which positions will become vacant through attrition. As of June 30, 2014, the
Department had 1,512 full time equivalent employees, of which approximately 1,333 were
represented by the following unions:

Association of Detroit Engineers;
American Federation of State, County and Municipal Employees (“AFSCME”),
Locals 207, 2394 and 2920;
Association of Municipal Engineers;
Association of Professional Construction Inspectors;
Association of Professional and Technical Employees (“APTE”);
Building and Construction Trades Council;
Building and Construction Trades Foreman;
International Union of Operating Engineers, Local 324;
Senior Accountants, Analysts, and Appraisers Association;
Senior Water Systems Chemists Association;
Teamsters;
International Union, United Automobile, Aerospace and Agricultural Implement
Workers of America, Locals 2200 and 2334; and
Utility Workers of America (“UWA”), Locals 488, 504 and 531.

The Department’s collective bargaining agreements reflect provisions of the District
Court Orders, provide for a reopener by either side for economic issues followed by an intensive
bargaining period of between 30 and 60 days, and the Department’s ability to implement its last
best offer at the end of the bargaining period. Collective bargaining agreements currently are in
place for the following Department bargaining units: AFSCME Local 2920, Association of
Professional Construction Inspectors, Building Trades Council, International Union of Operating
Engineers, Senior Water Systems Chemists Association, UWA and Teamsters. The Department
believes that, when its reorganization process is complete, these unions will represent the

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 234 of 422



49

majority of its represented workforce. The collective bargaining agreements with the United
Auto Workers expired in June 2012 and the Department is currently discussing terms and
conditions of employment with its remaining unions. The November 4, 2011 Order struck and
enjoined certain provisions in the existing collective bargaining agreements that permit an
employee from outside the Department to be transferred into the Department based on seniority
and requires that future collective bargaining agreements adopt a seniority system that does not
provide for transfer rights across City departments. See “THE DEPARTMENT – Organization,”
“LITIGATION” and APPENDIX F – DISTRICT COURT ORDERS. In addition, the November
4, 2011 Order requires the Department to have in place its own collective bargaining agreements
for its employees by the time the existing collective bargaining agreements expire. The
Department continues to put collective bargaining agreements in place with all unions
representing its unionized work force. The Department has no knowledge of any planned
interruption of service from the unionized work force.

After the Department negotiated initial collective bargaining agreements with many of its
bargaining units, on August 20, 2013, the Emergency Manager advised the Department that
obligations to bargain collectively were suspended pursuant to section 27(3) of Act 436.
Thereafter, the Department began discussions of the terms and conditions of employment with its
represented workforce to reflect changes to employee healthcare and pensions ordered by the
Emergency Manager and to implement the new job classifications. To date, these discussions
have resulted in agreements with seven unions, and discussions continue with the remaining
unions.

Ongoing Discussion of Formation of Regional Water Authority

Since the fall of 2013, the Emergency Manager and the Department engaged in extensive
negotiations with the Counties of Macomb, Oakland and Wayne (the “Counties”) regarding the
potential formation of, and transfer of the functions of the DWSD to, a regional water authority,
which would have been created by agreement among the City and the Counties and incorporated
as a part of the Plan of Adjustment in the City’s Bankruptcy Case. Upon confirmation of the Plan
of Adjustment, the regional water authority would have assumed operating control of most of the
assets (including the physical plant and wholesale water and sewer service contracts) currently
owned and operated by DWSD. These negotiations among the City, the Department and the
Counties did not result in any agreement.

On April 10, 2014, Wayne County filed a motion (Docket No. 3945) requesting that the
Bankruptcy Court refer all matters relating to the potential formation of a regional water
authority to facilitative mediation. On April 17, 2014, the Bankruptcy Court entered an order
(Docket No. 4156) referring to mediation (1) the matter of whether to create a regional water
authority involving the City and the Counties and (2) all issues relating to DWSD and the
Counties. This mediation is ongoing.

Potential DWSD Public-Private Partnership

Through the Emergency Manager, the City has been in contact with certain potentially
interested parties regarding a request for information (the “DWSD RFI”) for a transaction that
would establish a public-private partnership with respect to the DWSD (the “Public-Private
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Partnership”). The DWSD RFI provides that the Emergency Manager is considering the potential
Public-Private Partnership for the operation and management of the water system and sewage
disposal system currently operated by DWSD. The DWSD RFI states that the Public-Private
Partnership could take the form of an operating and management agreement and would be
effectuated in conjunction with confirmation of the Plan of Adjustment. The DWSD RFI further
provides, however, that the Emergency Manager will also consider responses that contemplate
alternative transaction structures, e.g., a long-term lease and concession arrangement or a sale
that meets the bid criteria incorporated in the DWSD RFI, while maximizing the value to the
City, maintaining or enhancing the Water Supply System and Sewage Disposal System’s
operational viability and capital needs and complying with applicable law. The DWSD RFI
requires that any Public-Private Partnership include a commitment to limit rate increases to no
more than 4% per year for the first 10 years.

The Department would only enter into a potential agreement if it were compliant with the
Bond Ordinance and the DWSD Indenture and it received an opinion of nationally-recognized
bond counsel that the tax-exempt status of outstanding DWSD Bonds would not be impaired
thereby.

The deadline for interested parties to submit indications of interest was April 7, 2014.
The City received 13 indications of interest regarding the DWSD RFI, which the City is
reviewing and analyzing. The Board of Water Commissioners will be asked to review and act
upon any proposal that the Emergency Manager may recommend.

THE CITY

Pursuant to the provisions of the State Constitution and Act 279, Public Acts of
Michigan, 1909, as amended (“Act 279”), the City is a home rule city with significant
independent powers. In accordance with the City 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 unless a special election is required as
provided for in the Charter. The most recent regular election for the positions of Mayor and City
Council members was on November 5, 2013, when Mike Duggan was elected for his first term
as Mayor.

On March 14, 2013, Kevyn D. Orr was appointed to act as Emergency Financial Manager
pursuant to the provisions of Act 72. Mr. Orr became the Emergency Manager of the City on
March 27, 2013, pursuant to the provisions of Act 436, Public Acts of Michigan, 2012 (“Act
436”). Act 436 provides an emergency manager with broad powers and authority to take certain
actions with respect to a local government that is in receivership under Act 436, notwithstanding
any charter provision to the contrary. Act 436 provides that the governing body and the chief
administrative officer of a local government in receivership under Act 436 shall not exercise any
of the powers of those offices except as may be specifically authorizing in writing by the
emergency manager or as otherwise provided for in Act 436 and are subject to any conditions
required by the emergency manager.
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On July 28, 2014, the Emergency Manager issued his Order No. 31, which supplemented
Order No. 20 and conferred on the Mayor the power he would have had with respect to the
Department and the Board of Water Commissioners, absent Act 436. The Emergency Manager
has retained his authority under Act 436 over, among other things, the Invitation and the
solicitation of Offers by the City, as well as the Department’s financial restructuring, ability to
seek and obtain financing.

APPROVALS OF THE INVITATION

As described under “THE DEPARTMENT—Organization” and “—Court Mandated
Changes” and “—The Board of Water Commissioners,” the Department is governed by the
Board of Water Commissioners. Pursuant to the District Court Orders, the Board of Water
Commissioners has approved the Invitation and the solicitation of Offers contemplated by the
Invitation.

As described under “THE CITY,” an emergency manager has been appointed for the
City. Pursuant to Act 436, the Emergency Manager has approved the action of the Board of
Water Commissioners regarding the Invitation and the solicitation of Offers contemplated by the
Invitation.

THE CAPITAL IMPROVEMENT PROGRAM

General

The Department utilizes a five-year Capital Improvement Plan (“CIP”) to maintain and
improve the reliability of the Sewage Disposal System, meet regulatory standards as well as to
achieve greater operating and maintenance efficiency. The Department annually updates the CIP
based on continual monitoring and review of the needs of the Sewage Disposal System. In
accordance with the terms of the February 11, 2011 Order, the CIP must be approved by a super
majority of at least five members of the Board of Water Commissioners. The Department can
modify individual projects within the CIP during the year to address changing costs and
management decisions on specific project scope as long as the changes are within the basic
framework approved by the Board of Water Commissioners.

The CIP is divided into the following major categories: Plant, Sewer Interceptor System,
Combined Sewer System, Lateral Sewer Replacement, and Information Technology. The Plant
category is further divided into sub-categories: Primary Treatment, Secondary Treatment, Solids
Handling, Disinfection Facilities and General Purpose. The Department has financed its ongoing
CIP with proceeds of the DWSD Bonds, federal and State grants and loans and revenues of the
Sewage Disposal System.

The original Fiscal Year 2015-2019 CIP was approved by the Board of Water
Commissioners in December 2013. In connection with potential issuance of new money bonds
following the issuance of the 2014 DWSD Refinancing Bonds, the CIP was updated to reflect
individual project activity subsequent to December 2013. An amended Fiscal Year 2015-2019
CIP was approved by the Board of Water Commissioners on July 9, 2014.
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The CIP provides a framework for ensuring capital plans are consistent with overall
organizational goals within a set of financial considerations including fiscal capacity, debt levels,
impact on operating budgets and reserve levels. Actual project proposals are initiated and
reviewed within the context of the CIP. Actual bid versus cost estimates, unforeseen cost-benefit
scenarios and grant opportunities are examples of why deviations from the CIP would occur.

Over the past ten years, the Department spent approximately $1.9 billion on capital
improvements to the Sewage Disposal System. One of the primary documents utilized in
developing the CIP is the Needs Assessment for the collection system and the Plant. The Needs
Assessment was originally developed over ten years ago as a comprehensive planning document
for the wastewater treatment plant, and was expanded in 2013 to address the pumping stations
and combined sewer overflow (“CSO”) control facilities. The Needs Assessment is used to
identify needs for the Plant to achieve a sustainable operating condition and provide for
continued regulatory compliance. The Department has worked over the past few years to
minimize capital spending by focusing on critical needs while still ensuring reliable service in
compliance with environmental regulations. This has included working with MDEQ to focus on
green infrastructure for wet weather control to significantly reduce the CSO expenditures. For
more information, see APPENDIX B – SYSTEM EVALUATION REPORT.

The following tables detail the planned expenditures and the projected funding sources
for the Fiscal Year 2015-2019 CIP.5

Capital Improvement Program Estimated Expenditure Schedule
Fiscal Year Ended June 30,

2014 2015 2016 2017 2018 2019 Total
$ $ $ $ $ $ $

estimate
Plant

Primary Treatment 5,326,000 6,998,000 12,225,000 12,525,000 4,047,000 0 41,121,000
Secondary Treatment 7,181,000 6,085,000 6,847,000 10,700,000 7,900,000 0 38,713,000
Solids Handling 45,665,000 112,398,000 51,580,000 13,628,000 1,968,000 0 225,239,000
Disinfection Facilities 3,496,000 3,201,000 1,589,000 4,950,000 10,200,000 29,000,000 52,436,000
General Purpose 23,178,000 29,843,000 15,973,000 18,100,000 21,760,000 17,200,000 126,054,000

Subtotal Plant 84,846,000 158,525,000 88,214,000 59,903,000 45,875,000 46,200,000 483,563,000

Sewer Interceptor System 1,280,000 5,005,000 5,000,000 5,000,000 5,000,000 5,000,000 26,285,000
Combined Sewer System 13,231,000 7,459,000 6,000,000 5,100,000 0 0 31,790,000
Lateral Sewer Replacement 9,280,000 14,772,000 11,000,000 25,000,000 24,000,000 20,000,000 104,052,000
Information Technology 5,015,000 7,923,000 3,599,000 1,500,000 1,500,000 1,500,000 21,037,000

Subtotal 28,806,000 35,159,000 25,599,000 36,600,000 30,500,000 26,500,000 183,164,000
Total Capital Program 113,652,000 193,684,000 113,813,000 96,503,000 76,375,000 72,700,000 666,727,000

SOURCE: The Department

5 In this Disclosure Statement, estimated figures for Fiscal Year 2014 are shown as the first year of the forecast period. See
“DEPARTMENT FINANCIAL OPERATIONS—Fiscal Year 2014 Estimate.”
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The CIP Funding

The current five-year CIP is estimated to cost $553,075,000 (excluding estimates for
2014). Of this amount, the Department expects that $335,000,000 (approximate net amount) will
be financed with proceeds of DWSD Bonds and the balance with Sewage Disposal System
revenues, draws on existing State Revolving Fund loans and funds on hand.

[Remainder of Page Intentionally Left Blank]
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Sewage Disposal System Capital Improvement Program
Projected Funding Sources

Fiscal Year Ending June 30,

2014 2015 2016 2017 2018 2019 Total

Existing Improvement and Extension Funds(a) 0 0 0 0 0 0 0

Existing Construction Funds(a) 162,645,600 0 0 0 0 0 162,645,600

Current Revenues 27,512,600 17,246,700 23,257,800 47,549,200 56,323,700 72,549,200 244,439,200

Bond Proceeds 0 163,175,000 209,750,000 0 0 0 372,925,000

Less: Defeasance Req'ts of Refunded Bonds 0 0 0 0 0 0 0

Issuance Expenses(b) 0 (13,175,000) (24,750,000) 0 0 0 (37,925,000)

Net Bond Proceeds Available 0 150,000,000 185,000,000 0 0 0 335,000,000

State Revolving Fund Loans 3,000,000 3,000,000 1,520,000 0 0 0 7,520,000

Total Funding Sources(d) 193,158,200 170,246,700 209,777,800 47,549,200 56,323,700 72,549,200 749,604,800

(a) Balance available June 30, 2013. (Applies only to Fiscal Year 2014).

(b) Includes net premium / original issue discount and other amounts and amount required from bond proceeds to fund maximum annual future debt service.

(c) The difference between the total amount available to finance the capital program and the cost of the program represents funds

available to finance the capital program after 2019.

SOURCE: The Foster Group LLC

THE SEWAGE DISPOSAL SYSTEM

The major components of the Sewage Disposal System include the wastewater treatment
plant (the “Plant”), a collection system within the City (including approximately 3,000 miles of
trunk and lateral sewers), 11 pump stations and three interceptors in the City. The Department
believes that the Sewage Disposal System is adequate to meet the current needs of its retail and
wholesale customers and to meet the current federal requirements of the EPA under the Clean
Water Act. The flow of wastewater is monitored and remotely controlled by the System Control
Center, which allows the Department to remotely control most collection system facilities. The
Central Service Facility houses the majority of the Department’s field maintenance equipment.
Some repairs, replacements and major improvements are necessary to improve operations and
ensure continued compliance with environmental standards. These repairs, replacements and
improvements are part of the Sewage Disposal System’s CIP. See “THE CAPITAL
IMPROVEMENT PROGRAM.”

Service Area

The Sewage Disposal System presently provides wholesale service through 21 contracts
to 76 municipalities in the surrounding metropolitan area and retail service to the customers in
the City. Of the total service area of approximately 850 square miles, 138 square miles are in the
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City. The Sewage Disposal System currently serves approximately 2.8 million people, or nearly
31% of the population of the State of Michigan, with suburban wholesale customers comprising
approximately 75% of the total. See APPENDIX E – CHARACTERISTICS OF THE SEWAGE
DISPOSAL SYSTEM SERVICE AREA. As a matter of general practice, the City does not
contract with individual or corporate customers outside the City, but only with municipal entities
and public sewage disposal districts or authorities.

Population in the service area has declined over the past decade, after remaining
relatively stable in the prior 20 years. The population decline is largely attributable to the recent
economic downturn, which has had an adverse effect on the Southeastern Michigan region.
Approximately 54% of the Sewage Disposal System’s estimated operating revenues for the
Fiscal Year ended June 30, 2013, were derived from wholesale customers and the balance from
retail customers and miscellaneous other income sources.

Over the past several years various legislative bills and resolutions have been introduced
in the State legislature from time to time that have provided for, or suggested studying, changes
in the composition of the Board, or have attempted to legislate changes in the management and
control of the Water Supply System. At present, there are two bills pending in the Michigan
House and Senate that could potentially impact the Department’s operations. Senate Bill 9 was
introduced in January 2013, and would subject the Department’s rate setting to regulation by the
Michigan Public Service Commission. House Bill 4009 was also introduced in January 2013,
and would attempt to create a regional authority to take over the operations of the Department.
Neither of these bills have proceeded beyond a first reading and referral to a committee.

Historical Wastewater Volumes

The treated wastewater volumes have not changed materially during the last fourteen
years largely due to the fact that only about one-third of the treated wastewater volumes are
related to sanitary volumes that result from customer water use. The majority of treated
wastewater volumes are related to the infiltration into the sewer system, or the runoff into the
combined sewer system, of wet weather flows. The volatility of wet weather events can
dramatically affect the level of flow received at the Plant, irrespective of population levels or
water use patterns. The billed wastewater volumes for wholesale customers are affected by wet
weather events because billed volumes for the majority of these customers are based on metered
wastewater volumes. Billed volumes for these customers will cease to exist starting in Fiscal
Year 2014-2015, because the Rate Simplification Initiative provides that bills will be issued in
equal monthly amounts, regardless of metered wastewater sales. Billed volumes for retail
customers are based on metered water volumes. The following table shows estimated service
population as well as treated and billed wastewater volumes during the past ten Fiscal Years,
based on 2010 census figures that estimate the suburban municipal population at 2,093,000 and
the Detroit retail population at 714,000.

[Remainder of Page Intentionally Left Blank]

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 241 of 422



56

Sewage Disposal System
Treated and Billed Wastewater Volumes

Estimated Population Served Annual
Wastewater

Treated
(mg)

Billed Volume

Suburban
Municipal

Detroit
Retail Total

Suburban
Municipal

(mg)

Detroit
Retail
(mg)

Total
(mg)

Fiscal
Year
2005 n/a n/a n/a 227,200 115,200 36,800 152,000
2006 n/a n/a n/a 253,900 117,000 34,800 151,800
2007 n/a n/a n/a 244,800 117,500 32,400 149,900
2008 n/a n/a n/a 248,600 114,200 27,800 142,000
2009 n/a n/a n/a 265,200 123,200 29,600 152,800
2010 n/a n/a n/a 225,800 100,600 27,100 127,700
2011 2,093,000 714,000 2,807,000 257,900 112,700 28,000 140,700
2012 2,093,000 714,000 2,807,000 259,900 112,600 24,900 137,500
2013 2,093,000 714,000 2,807,000 225,000 99,400 23,100 122,500
2014 2,093,000 714,000 2,807,000 238,900 107,200 22,100 129,300

_____________
mg = million gallons

SOURCE: The Department.

Historically, the Sewage Disposal System has expanded with the population increase in
the municipalities surrounding the City. No expansion of the Sewage Disposal System’s service
area is expected in the near future.

Retail and Other Billing

The Department has been the sole provider of all sewage interception, treatment and
disposal services in the City since 1940 and all sewage collection since 1964. The Department
has full responsibility for billing and collection of charges for approximately 322,000 retail
customer accounts. The Department proposes retail rate schedules for these customers for
consideration by the City Council, which has ultimate responsibility for setting the retail rates.
These customers are billed on a monthly basis and water and sewerage charges are included on
the same bill. The Department also bills various governmental agencies, including the City, for
service. Rate changes, once established, generally become effective the following July 1. For
information regarding current billing and collection activities, see “FINANCIAL
PROCEDURES—Collections and Delinquencies.”

Wholesale Customers

The Sewage Disposal System receives wastewater from its wholesale customers at
sewers owned by the City. The quantity of wastewater discharged by the wholesale customers
into the Sewage Disposal System is measured with a sewage meter or estimated on the basis of
water consumption and other factors. In all cases, wholesale customers and lower-tiered service
providers are responsible for the construction and maintenance of their own internal sewerage
systems for collecting the wastewater and delivering it to the Sewage Disposal System. Prior to
1968, wholesale customers were required to connect their systems to the Sewage Disposal
System sewers. In 1968, the Department constructed an interceptor system known as the
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Oakland Macomb Interceptor (the “OMI”) to provide service to Macomb County and the
Clinton-Oakland District of Oakland County. The Department owned and operated the OMI
until 2009, when an agreement was reached to sell it to a new entity jointly managed by Macomb
and Oakland Counties, known as the Oakland-Macomb Interceptor Drain Drainage District
(“OMID”). See “Settlement Agreements” below.

In 2012, MDEQ determined that water from Highland Park’s water treatment plant had a
high rate of turbidity and requested that the Department supply water to Highland Park on a short
term basis. At that time, Highland Park owed the Department approximately $10 million for
wastewater services. In 2013, Highland Park ceased making payments. As of July 1, 2014,
Highland Park owed approximately $20 million to the Department, including $18,357,188 for
wastewater treatment and $1,169,386 for industrial waste treatment services. The Department
filed an action in Wayne County Circuit Court to recover this debt and on July 31, 2014 was
awarded judgment against Highland Park. The State has declared a fiscal emergency in Highland
Park pursuant to Act 436 and, as a result, the Department and other creditors are currently
participating in Act 436’s Neutral Evaluation Process. The Department continues to supply water
to Highland Park on an interim basis. See “DEPARTMENT FINANCIAL PROCEDURES—
Collections and Delinquencies.”

Wholesale Contracts

Each wholesale customer has executed a sewage disposal agreement with the City for an
initial term ranging from ten years to an indefinite duration. The sewage disposal agreements
without an indefinite duration are typically beyond the initial term, and most agreements provide
for automatic renewal terms or renewal terms upon the consent of the parties. As reflected on the
following table, certain wholesale contracts that require renewal upon the consent of the parties
have not been formally renewed in writing, but the parties to such contracts continue to perform
in accordance with the terms of the original contracts. The agreements have notice requirements
for termination after the initial term of the contract, from six months to five years, for any reason
and from sixty days to three months for cause. The agreements typically may also be terminated
by mutual consent of the parties. Under the typical agreement, the City, subject to certain terms
and conditions, is obligated to receive and provide treatment for the wastewater from the
wholesale customers at designated points of connection. The wholesale customer is required to
pay for treatment of all wastewater delivered to the Sewage Disposal System at rates related to
the cost incurred in providing the service. The City intends to enter into standard agreements
with the wholesale customers. Until such time as the standard agreements are executed, the
existing agreements will govern the relationship between the City and the wholesale customers.
See “—Model Contracts” below.

The agreements generally include other provisions required for orderly operation of the
Sewage Disposal System such as: (i) restrictions on the collection of wastewater from outside the
service area of the wholesale customer, without the consent of the City; (ii) metering for all new
customers and for most other customers; and (iii) acceptance by wholesale customers of the
State’s water quality standards and of appropriate City ordinances for meeting the pollution
control standards imposed by the State and federal government. Wholesale customers are billed
on a monthly basis in accordance with the Rate Simplification Initiative.
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With respect to the wholesale contracts, user classes can be determined based upon use of
different facilities or differences in the degree of use but not differences in location.
Specifically, each contract requires the establishment of rates based upon a methodology under
which the same rate of return on capital asset rate base is charged to customers in and outside the
City. Since Fiscal Year 1979, the City has been permitted to charge the wholesale customers, in
the aggregate, $1,000,000 compounded at 5% annually for costs of indirect service to the
Sewage Disposal System provided by the City. The Fiscal Year 2015 rates include charges to
wholesale customers of their proportional share of approximately $5.8 million for such indirect
service costs. Provision for surcharges for those discharging pollutants in excess of normal
domestic sewage is also permitted. In all cases, the municipalities are responsible for the
construction and financing of sewer mains in such municipalities required to connect with the
Sewage Disposal System.

Settlement Agreements

At various times since 1975, several wholesale customers and industrial users have
challenged the sewerage rates established by the Board of Water Commissioners. The City and
certain municipal entities entered into settlement agreements in 1978, 1980, 1982, 1995 and 1999
(collectively, the “Settlement Agreements”). The Settlement Agreements generally set forth rate
schedules to be effective during a specified period of time and established principles by which
rates are to be developed. Pursuant to the Settlement Agreements and the Amended Consent
Judgment (described herein under “Environmental Matters”, below), all existing wholesale
contracts were amended to incorporate certain rate schedules and rate making principles and to
provide for observance of environmental controls. Contractual provisions regarding rate making
methodology are also subject to EPA regulations prescribing the rate making principles which
must be followed as a condition to participation in federal grant programs by the City. See
“DEPARTMENT FINANCIAL OPERATIONS – Rates.”

In 2009, an additional settlement agreement was negotiated to resolve several outstanding
disputes between the Department and its wholesale customers (the “2009 Settlement
Agreement”). The terms of the 2009 Settlement Agreement included a reimbursement of $27
million from the City to the Department for the cost of a City-wide 800 Mhz radio system that
was largely financed by the Department, as well as the ownership transfer of the OMI to OMID.
In connection with the transfer of the OMI, the OMID then signed a new 30-year service
agreement with the Department. In addition, the other major suburban wholesale customers
agreed to enter into new 30-year service agreements with the Department. Pursuant to the 2009
Settlement Agreement, the parties have actively and cooperatively sought federal funding
assistance for several infrastructure projects in the region, including repairs to the OMI.

Pursuant to the Settlement Agreements and the wholesale contracts, the Board of Water
Commissioners is responsible for providing treatment and disposal service as may be necessary
to conform with all Federal, State and local laws and regulations. The customer is required to
pay for such service at the rates established by the Board of Water Commissioners, subject to
certain principles including (i) annual review and adjustment, if necessary, to maintain
proportionate distribution of all costs among user classes and to generate sufficient revenue to
pay the total costs of the Sewage Disposal System and (ii) revenue requirements based on
experience and estimates of operating and maintenance expenses, the local share of capital costs,
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debt service coverage and any obligations imposed by law, and a working capital allowance to
cover lags in payments by the customers and by federal and State grant agencies. The Settlement
Agreements require the Board of Water Commissioners to finance, to the maximum extent
possible, the local share of capital costs of the Sewage Disposal System from bond proceeds.

The District Court entered a final Order to Incorporate Rate Settlement Agreements into
Wastewater Contracts and Dismiss all Prior Rate Settlement Agreements, dated August 31, 2011
(the “Final Rate Settlement Order”). This Final Rate Settlement Order served multiple purposes.
First, it clarified the thirty-three year history of various competing orders to compile the final
terms of the Settlement Agreements into one document. Second, it included an exhaustive list of
ratemaking terms required by prior consent judgments, rate settlement agreements and rate
orders that remain applicable and relevant (the “Surviving Terms”) and institutionalized the
wholesale customer partnering process, which requires that the Department regularly interact and
share information with its customers relating to the ratemaking process (the “Partnering
Process”). Third, it required that the Department and each of its existing wholesale customers
amend their current wastewater contracts within 180 days of the Final Rate Settlement Order to
include the Surviving Terms and the Partnering Process, subject to the Surviving Terms and
Partnering Process continuing in full force and effect until modified or terminated by agreement
among the Department and its wholesale customers. Fourth, it required the Department to amend
its model contract to incorporate the Surviving Terms and Partnering Process, subject to the
Surviving Terms and Partnering Process continuing in full force and effect until modified or
terminated by agreement among the Department and its wholesale customers. Finally, the Final
Rate Settlement Order provided that future disagreements concerning rates would be resolved as
a matter of contract law in State court, rather than continuing to maintain federal jurisdiction
over rate disputes. The Department is currently finalizing negotiations with its wholesale
customers to amend the existing wastewater contracts utilizing the standardized contract
language of the new model wastewater contracts. See “—Model Contracts” below.

Model Contracts

As part of a partnering process, the Department worked with its wholesale customers
over a period of several years to develop a new model contract with standardized contract
language. This model contract will ensure that all wholesale customers are treated uniformly and
equitably and will also provide the Department with the same rights and controls across all
agreements. The model contract language addresses items such as monthly billing, contract term
lengths, contract renewal, flow limitations, flow enforcement provisions, flow measurement,
regulatory compliance, connection points and contract enforcement. Using this model contract as
a basis, the Department established new contracts for the City of Center Line in 2008 and the
OMID in 2009. In 2012, the Department and its wholesale customers began negotiations on the
development of a new rate methodology referred to as the “Rate Simplification Initiative.” In
November 2013, the negotiations concluded and the model contract was amended to incorporate
the new Rate Simplification Initiative terms. The Department is currently using the model
contract, inclusive of the new Rate Simplification Initiative modifications, as it negotiates new
contracts with its remaining wholesale customers.
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Longevity

The Department believes that wholesale customers will continue to utilize the Sewage
Disposal System because (i) the Plant has the capacity required to provide service to those under
contract (ii) federal and State grant agencies have encouraged regional sewage treatment systems
and wholesale customers desiring to leave the Sewage Disposal System may not have the benefit
of federal grant funds covering a portion of the capital cost of eligible facilities, making such a
move economically unfeasible, and (iii) long standing contractual relationships exist between the
Sewage Disposal System and its wholesale customers, as described herein. Moreover, the
Department believes that the principles pertaining to the establishment of rates contained in the
Surviving Terms, the Partnering Process and the Rate Simplification Initiative, the Department’s
commitment to involve and inform the wholesale customers through a customer outreach
process, and the February 11, 2011 and the November 4, 2011 Orders establishing, in relevant
part, a new Board of Water Commissioners with enhanced wholesale customer representation
and a more autonomous Department, should serve to eliminate certain factors which precipitated
controversy and litigation in the past. Because of the complex nature of rate setting and cost
allocation, however, there can be no assurance that various assumptions which are used in the
formulation of future rate increases will not be the subject of controversy and possibly future
litigation.

Customer and Regional Water Quality Partnering

Since 1995, the Department has entered into several “partnering” agreements with
representatives of its suburban customer communities, establishing a framework for discussion
of major issues among Detroit and all of its suburban wholesale customers. The partnering
groups have established teams to explore a variety of topics, including flows in the Sewage
Disposal System, operating plans and efficiencies, billing protocol, service contracts, sewer rates
and communication strategies. The Sewer Rates Work Group reviews issues affecting rates and
rate levels and attempts to reach consensus on these issues. Through the Sewer Contracts Work
Group, the Department has created the new model contract with standardized contract language
as described above.

Wholesale Customer Information

Approximately 54% of the Sewage Disposal System’s estimated operating revenues for
the Fiscal Year ended June 30, 2013, were derived from wholesale customers and the balance
from retail customers and miscellaneous other income sources. The following table lists the
Department’s wholesale customers as of the date of this Disclosure Statement, the date of
initiation of service with the Sewage Disposal System and various details of the contracts.

[Remainder of Page Intentionally Left Blank]
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Wholesale Sewage Treatment Contracts

Total Billed Total Billed Total Billed Total Billed
Flow Mcf Revenue Flow Mcf Revenue Contract Term of
FY 2013 FY 2013 (1) FY 2014 FY 2014 (1) Date Contract

Mcf Mcf

Oakland Macomb Interceptor Drain
Drainage District 3,348,484 $62,302,424 3,421,342 $71,972,397 2009 30 Years
Wayne County - Rouge Valley 2,792,997 44,972,847 3,236,511 51,181,360 1961 (4)(8)

Oakland County - George W. Kuhn
Drainage District 2,566,319 38,148,325 2,823,146 41,658,188 1962 (4)(8)

Oakland County - Evergreen
Farmington Distrcit 1,635,006 27,556,982 1,707,570 29,198,838 1958 (4)

Wayne County - Northeast 1,324,062 19,293,968 1,344,036 20,406,419 1961 (4)

Dearborn East (2) 421,187 7,014,200 450,602 7,174,438 1957 (4)(8)

Dearborn West 510,176 6,995,894 598,452 7,668,651 1961 (4)(8)

Highland Park (2)(3) 105,589 5,007,724 109,927 6,887,428 N/A(7)

Hamtramck (2)(3) 62,447 3,586,927 61,725 3,941,094 1941 (5)

Grosse Pointe Farms 147,651 2,462,068 154,088 2,502,113 1941 (5)

Grosse Pointe Park 90,065 1,273,953 97,872 1,244,951 1940 (5)

Melvindale 75,107 1,165,444 82,489 1,275,075 1977 (6)(9)

Dearborn Northeast (2) 30,127 1,155,095 28,485 1,425,457 1955 (5)

Farmington District 54,361 854,232 75,476 1,074,471 1956 (6)(8)

Center Line 50,702 833,383 54,589 900,791 2008 15 years (10)

Grosse Pointe (2) 25,594 758,053 30,007 711,784 1940 (5)

Allen Park 35,475 516,419 42,338 594,733 1974 (5)

Harper Woods 5,814 196,010 5,657 242,834 1958 (5)

Wayne County Area #6 (2) 3,292 127,713 3,076 138,114 1951 (4)

Redford Township (2) 1,692 107,509 1,546 118,755 1940 (5)

Wayne County Area #3 (2) 314 41,262 268 71,951 1950 (4)

Mcf = Thousand cubic feet.

(1) Billed revenue does not include surcharges to wholesale area industrial users for pollutant discharges in excess of the local
ordinance limits or Industrial Waste Control charges.
(2) Billed flow does not include estimated storm drainage and infiltration.
(3) Account currently showing delinquent balances.
(4) Minimum term expired; automatic renewal may be canceled with one year’s notice.
(5) Duration is indefinite with no initial term. Contracts with indefinite term are generally terminable either by mutual consent or
within a specified period after a notice of termination has been given.
(6) Minimum term expired. Contracts are terminable by mutual consent, or by one party if violation of terms of the contract exist.
(7) 1982 Amendment indicates that the parties are guided in their legal relationship by a Michigan Supreme Court decision from 1949.
(8) Contract indicates that renewal is by mutual agreement of the parties. Although no formal written renewal is in place, the parties’
course of conduct has been to recognize the continuing enforceability of the contract.
(9) May also be terminated by either party upon one year prior written notice to the other party.
(10) Automatically renews for additional 15 years unless notice given by either party. After the first 15 year renewal, the contract
automatically renews year to year unless one year prior notice given.

Source: The Department

The Plant

The Plant is one of the largest single site wastewater treatment plants in the United States.
The Plant currently treats a daily wastewater flow that has averaged 670 MGD over the past five
years. The Plant services the needs of 31% of the State’s population within the City of Detroit
and 76 other surrounding communities.
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The Wastewater Master Plan dated October 2003 (the “Wastewater Master Plan”)
established that the current Plant and collection system has sufficient capacity to serve the
existing service area and a modest amount of growth. Since the Wastewater Master Plan was
completed in 2003, growth in Southeast Michigan has stagnated. Plant flows have been relatively
steady, fluctuating based on climatological conditions.

Major treatment processes at the Plant include raw wastewater pumping and preliminary
treatment (grit removal, screening and chemical addition) of the incoming wastewater; primary
clarifiers, to remove material suspended in the wastewater; gravity thickening of the solids,
solids dewatering using belt filter presses and centrifuges, and final solids disposal using a
combination of incineration, landfilling and land application; and disinfection of the final
effluent using chlorination to kill harmful bacteria followed by dechlorination to remove chlorine
from the water prior to discharge.

Collection System

The wastewater collection system consists of a network of sewers and pumping stations
which collect and transport wastewater to the Plant. During wet weather, additional wet weather
capture and treatment facilities, called combined sewer overflow (“CSO”) control facilities, are
also utilized. The collection system currently has a total service area of approximately 850
square miles. Ninety-eight percent of the collection system located within the City consists of
combined sewers, handling both sanitary sewage and stormwater drainage. The remaining 2% of
the collection system contains separate sanitary and storm sewers. Outside the City limits, the
Sewage Disposal System serves 76 suburban communities. In the suburban communities, the
majority of the collection systems (approximately 80%) are separated.

There are seven major pumping stations in the regional collection system, with a capacity
greater than 50 cubic feet per second. The pumping stations are used to lift the wastewater from
the low points in the sewer system in order to convey it by gravity the rest of the way to the
Plant. Pumping stations are normally controlled remotely from the Department’s System Control
Center via a telemetering system.

Consistent with the original design and common with wastewater systems using
combined sewers, the interceptor system does not have sufficient capacity to handle peak storm
flows. Therefore, the construction of CSO facilities, to store combined sewage prior to
discharging it back into the Sewage Disposal System after flows subside or in larger wet weather
events to treat combined sewage prior to discharging to the receiving waters of the Detroit and
Rouge Rivers, became a major part of the Sewage Disposal System’s Long-Term CSO Control
Plan. The Sewage Disposal System currently has nine CSO facilities in operation, six retention
treatment basins and three flow-through type facilities.

Environmental Matters

The operation of the System is subject to extensive regulation pursuant to the federal
Clean Water Act, the Clean Air Act, the Safe Drinking Water Act, the Michigan Natural
Resources and Environmental Protection Act, and the administrative rules and regulations that
have been promulgated pursuant to these statutes. These programs affect many facets of the
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System including the quality and quantity of wastewater discharged, monitoring and reporting
requirements, the process for disposing biosolids, design, construction and operation of
treatment and collection facilities, and the handling, storage, and management of hazardous
materials.

Included in the regulatory framework established by the Clean Water Act is the National
Pollutant Discharge Elimination System (“NPDES”) permit program, which requires operation
of wastewater treatment facilities according to discharge limitations, set forth in permits which
are issued to each facility. The NPDES permit program is administered by the EPA through
MDEQ. The NPDES permit sets forth requirements in four general classifications: (1) plant
operation and discharge of pollutants, (2) management of the wastewater collection system,
including various improvements to control CSO, (3) elements of the Industrial Pretreatment
Program (“IPP”), and (4) residuals management to dispose of solids generated as byproducts of
the treatment process. The System’s current NPDES permit was reissued on May 1, 2013 and
expires on October 1, 2017. The NPDES permit includes compliance schedules for several
capital improvement projects relating to the control of CSOs consistent with the Department’s
Long-Term CSO Control Plan (the “CSO Control Plan”). The Department is generally in
compliance with the permit deadlines.

Because the Plant is not designed to remove cadmium, copper, lead, PCBs, mercury, or
other toxic materials to the levels required by MDEQ, the Department controls these substances
primarily through the IPP. The NPDES permit incorporates requirements that the Department
administer the IPP to control and regulate wastewater discharge to the Sewage Disposal System,
including the adoption of local limits for various pollutants.

The Department is subject to a related Administrative Consent Order (the
“Administrative Consent Order”) entered into with MDEQ on July 8, 2011. The Administrative
Consent Order requires the Department to implement certain corrective measures to provide
reliable capacity to process and dispose of biosolids. The Administrative Consent Order also
identifies a series of additional corrective measures to be undertaken by the Department. The
Administrative Consent Order specifies the timetable for completing activities relating to
dewatering, conveyance, disposal, maintenance and other related items. The Department is
undertaking remedial measures consistent with the Administrative Consent Order. On March 27,
2013, after 35 years of federal oversight, the Honorable Sean F. Cox ruled that the Department
had achieved “substantial compliance” with its NPDES permit and the Clean Water Act.
Therefore, the District Court terminated the Second Amended Consent Judgment entered by the
District Court on August 3, 2000, terminating all environmental litigation against the
Department. In arriving at this conclusion, the District Court held that the existing
Administrative Consent Order is a “sufficient mechanism” to address any future issues regarding
compliance with the Department’s NPDES permit and the Clean Water Act. In order to further
long-term compliance with the Administrative Consent Order, the District Court held that the
position of Chief Operating Officer/Compliance Officer originally created in the District Court’s
March 26, 2012 order, should continue until March 27, 2014. However, before or after that date,
the Board of Water Commissioners is allocated the power to make this a permanent or temporary
position and if permanent, determine the terms and conditions of employment for the position. In
2013, William Wolfson was named Chief Operating and Compliance Officer/General Counsel to
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the Department, and he continues in that position. See “THE DEPARTMENT—Court Mandated
Changes.”

A small portion of the City is served by separate storm sewers that convey storm water
runoff directly to receiving waters. The City’s separated storm sewer tributary area is
approximately 140 acres, which is less than 0.2% of the total area in the City. The City’s storm
water discharges to the Detroit River and Rouge River are authorized pursuant to the State of
Michigan General Storm Water Discharge NPDES permit, and a Certificate of Coverage under
this permit was issued to the Department on November 5, 2004. The City has developed and
submitted a Storm Water Management Program Plan (the “SWMPP”) as required by that permit,
and updates to the SWMPP are prepared annually. The most recent SWMPP update dated
November 2011 establishes the timetable for various pollution prevention activities, as well as
monitoring and reporting on the progress being made to control discharges from the City-owned
storm sewers.

The Department is undertaking two significant capital projects at the Plant in order to
comply with federal emissions guidelines for existing sewage sludge incinerators, effective in
March 2016, and to provide reliable, cost effective and environmentally sound means of
disposing of biosolids. The first project includes upgrades to Complex II incinerators to ensure
compliance with the federal emissions guidelines, and associated retirement of incinerator
Complex I. The second project involves the construction of a new biosolids drying facility that
will provide additional disposal capacity and disposal cost savings. Both projects are expected to
be completed and in operation before March 2016.

Affordability Waiver

The median household income within the City of Detroit is approximately $27,000, and
roughly 38% of the City’s residents live below the poverty line. Although the City’s rates for
wastewater treatment are below the national average, the per household cost of wastewater
treatment totals approximately 2.6% of the median Detroit household’s income. The traditional
guideline for affordability is 2% of the community’s median household income.

MDEQ has granted the Department an affordability waiver under the NPDES permit
issued in 2012 for the next two five-year permit cycles, thereby allowing flexibility in the
schedule for implementing previously planned CSO construction. During these two permit
periods, the Department and MDEQ have agreed to focus on implementation of “green
infrastructure” solutions and use of operational flexibility to reduce untreated CSO discharges.
Evaluations will be completed during the ten-year period to determine the next steps to address
CSO solutions.

Additional details regarding these and other regulatory requirements applicable to the
System are included in APPENDIX B–SYSTEM EVALUATION REPORT.
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DEPARTMENT FINANCIAL PROCEDURES

Budget and Accounting Matters

Pursuant to authority granted by the November 4, 2011 Order, the Board of Water
Commissioners adopted a budget policy for the Department on September 26, 2012 which is
independent of the City’s budget policy. The Department’s budget policy, which has been in
place beginning with Fiscal Year 2014, is designed to be in alignment with the Department’s rate
setting cycle.

The budget cycle begins with a Board of Water Commissioners meeting on or before
November 1 each year to review programs, services, and activities to be included in the
upcoming budget and to receive public comment. Before the December meeting of the Board of
Water Commissioners, the Director submits a proposed budget for presentation at the regularly
scheduled December meeting. Prior to adoption of the budget, the Board of Water
Commissioners conducts a public hearing on the proposed budget which may be conducted at the
same meeting in which the Board of Water Commissioners adopts the budget. The Board of
Water Commissioners adopts the budget as proposed or with modifications at a meeting on or
before January 31 occurring prior to the Fiscal Year of the budget. If the Board of Water
Commissioners fails to adopt a budget prior to that date, the proposed budget shall be deemed
the adopted budget for the Department. If necessary, an amendment to the adopted budget shall
be adopted by the Board of Water Commissioners in a manner permitted by governing law as
presented by the Director. If the Board of Water Commissioners fails to act upon a proposed
budget amendment within 30 days following submission by the Director to the Board of Water
Commissioners, then that amendment shall be deemed a part of the adopted budget. See “THE
DEPARTMENT—Court Mandated Changes” and “—Management Initiatives.” The Fiscal Year
2015 budget has been developed and approved by the Board of Water Commissioners under the
new structure. See “DEPARTMENT FINANCIAL OPERATIONS—Fiscal Year 2015 Budget.”

The basis for preparation of the budget differs from preparation of the financial
statements for a given period. The financial statements are prepared in accordance with U.S.
generally accepted accounting principles (“GAAP”). Accordingly, the Department’s financial
statements reflect the accrual basis of accounting. Revenues from operations, investments, and
other sources are recorded when earned. Expenses (including depreciation) of providing services
to the public are accrued when incurred. The Department’s budget basis of accounting
recognizes revenues in a manner consistent with accrual basis of accounting. Certain expenses
accrued under GAAP are not recognized or treated in the same manner on a budgetary basis. For
example, depreciation of plant and equipment over the useful life of such capital asset is not
recognized in the budget; instead, amounts which might be spent in the fiscal year are treated as
an expense and the budget records equipment and other long-term purchases against the current
period.

Generally, the Department pays for certain personnel costs, supplies and equipment that
are shared between the Water Supply System and the Sewage Disposal System from Water
Supply System operations. The Sewage Disposal System is then billed monthly based on actual
operations, including the allocation of personnel costs and equipment usage.
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Because the Sewage Disposal System is generally self-insured, the Department includes
in its annual budget amounts estimated to be sufficient to pay various liability and workers’
compensation claims. The financial statements record the expense for such claims in the period
when the occurrence of the liability is probable and the amount can be reasonably estimated. In
addition, the budget includes amounts necessary to establish and maintain an account designated
the “Extraordinary Repair and Replacement Reserve Fund,” which has been created for the
purpose of providing funds for paying the costs of major unanticipated repairs and replacements
to the Sewage Disposal System. See “SECURITY AND SOURCES OF PAYMENT FOR THE
DWSD BONDS – Flow of Funds.”

The Department uses the City’s Oracle financial management system that includes
general ledger, purchasing, accounts payable, accounts receivables, project accounting and fixed
asset applications. These Oracle core financial applications are integrated with third party
Oracle-approved software providers for budget preparation, time and attendance management,
work order and inventory applications.

Despite the independence of financial operations granted by the District Court Orders, the
Department continues to be a department of the City for financial reporting purposes. Due to the
nature of this relationship, the Department is not eligible to issue audited financial reports or
reports of internal control independent from the City. This impacted the Department’s ability to
release audited June 30, 2013 financial statements. The City’s audit report was delayed for a
number of reasons, including the resolution of technical auditing and accounting matters related
to the City’s Chapter 9 proceeding. Ultimately, the City’s auditor, KPMG LLP, issued an audit
report for the City, including the Department on July 25, 2014.

The City’s audited financial statements as of and for the year ended June 30, 2013, are
available on the City’s website, and include an unmodified independent auditors’ report, with
emphasis of matter paragraphs which state:

the City has filed a voluntary petition under Chapter 9 of the Bankruptcy Code,
which raises substantial doubt about the City’s ability to continue as a going concern. The
City’s financial statements do not include any adjustments that might result from the
outcome of that uncertainty;

the City and the GRS and the Police and Fire Retirement Systems (“PFRS” and,
together with GRS, the “Retirement Systems”) included investments valued at
$702,000,000 and $722,000,000, respectively, as of June 30, 2013, whose fair values
have been estimated by management in the absence of readily determined fair values.
Management’s estimates are based on various methods, which may include information
provided by investment managers, general partners, real estate advisors, and other means;
and

the Retirement Systems utilized different actuarial assumptions in calculating the
unfunded actuarial accrued liability.

The independent auditors’ opinion was not modified with respect to these matters.
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The auditors will subsequently provide the City with a letter that highlights certain
internal control material weaknesses and related recommended improvements to the City’s
internal control environment. The City and the Department take such recommendations
seriously. In particular, the Department’s financial transformation process is designed to address
internal control matters noted by the auditors in the prior Fiscal Year.

Independent Auditors

The basic financial statements of the Sewage Disposal Fund, an enterprise fund of the
City as of and for the year ended June 30, 2013, included in APPENDIX D of this Disclosure
Statement, have been audited by KPMG LLP, independent auditors, as stated in their report
therein, which includes emphasis of matter paragraphs that state:

the City, including the Sewage Disposal Fund, has filed a voluntary petition under
Chapter 9 of the Bankruptcy Code, which raises substantial doubt about the City and the
Sewage Disposal Fund’s ability to continue as a going concern. The Sewage Disposal
Fund’s basic financial statements do not include any adjustments that might arise from
that uncertainty;

the City and the GRS utilized different actuarial assumptions in calculating the
unfunded actuarial accrued liability; and

the basic financial statements present only the Sewage Disposal Fund; the
statements of the Fund do not purport to, and accordingly do not, present fairly the
financial position of the City as a whole as of June 30, 2013, the changes in its financial
position, or, where applicable, its cash flows for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

The independent auditors’ opinion was not modified with respect to these matters.

Collections and Delinquencies

The Department accounts for its retail and wholesale customer account balances
separately. As of July 1, 2014, active retail customer accounts receivable are approximately $127
million, for water and sewer services combined. Of that amount, approximately $89 million is 60
days past due from 46% of the approximately 200,000 total active retail customer accounts. As
of July 1, 2014, there were two wholesale sewer customers out of a total of 21 with past due
balances of approximately $17 million.

The collection methods for retail customers differ substantially from wholesale
customers. The Department’s effort to address delinquent accounts receivable are described
below. It should be noted that the majority of the past due sewer wholesale receivable is due to
one entity, the City of Highland Park. That customer has a past due balance of approximately
$17.1 million out of a total sewer balance of $18.4 million as of July 1, 2014. Collection efforts
for that account have resulted in legal action. See “—Wholesale Customers” below.
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Despite the level of delinquencies, as of July 1, 2014, the Department has not
experienced cash flow problems, as sufficient operating capital has been available to the Sewage
Disposal System. The Department has been able to meet its obligations as they come due.

Retail Customers

The Department operates a computerized billing system which accounts for a total of
approximately 322,000 retail customer accounts, of which approximately 200,000 are active
accounts. Inactive accounts remain in the billing system while the Department pursues other
means of collection. Retail customer account categories include residential, commercial,
industrial and municipal. Based on the approved Fiscal Year 2015 retail rates, the typical
monthly bill is approximately $71 for combined water and sewer service charges based on 600
cubic feet of water consumed per month. All retail customers are billed monthly and are allowed
20 days to pay, after which a one-time 5% late payment charge is applied.

In accordance with State law, the Department has a right to discontinue the supply of
water to any premises for non-payment of water or sewer bills when due. It is the Department’s
policy that retail customers may have their service shut off for non-payment if the account is
more than sixty days in arrears with a past due balance of $150 or more. Residential customers
are notified of payment plan options and financial assistance programs if they indicate that their
account is delinquent due to financial hardship. Residential customers may be subject to
constitutional safeguards regarding due process, including notice and hearing requirements in the
event of discontinuation of services.

The Department’s collection efforts in the past, including shut-off for non-payment, had
not kept pace with an increasing level of delinquency since 2007. This resulted in a significant
number of accounts with past due balances. As of July 1, 2014, the average active residential
account delinquency, which includes water and sewer charges, is $541, based on approximately
80,000 of 177,000 accounts with past due balances of 60 days or more. As of the same date,
active commercial accounts, the next largest retail customer category, present approximately
10,000 of 18,000 accounts with a past due balance of 60 days or more with an average past due
amount of $2,071, which includes water and sewer charges.

To address the growing delinquency issue, the Department initiated a program utilizing
an outside contractor to expand the shut-off program to increase collections beginning in July
2013. The first three months of that program revealed a significant number of service
connections that were shut-off where there was no request to restore service. From July through
September 2013, 7,478 retail accounts were shut off, but only 2,366 customers contacted the
Department for service to be restored. The Department believes this is due to: (i) abandoned
properties where there was no contact with the Department to terminate service, and (ii) illegal
turn-ons. Understanding these challenges affects the Department’s collection strategy going
forward. To address the abandoned property concern, the Department is cross-referencing its
customer database with recently released data from the Detroit Blight Removal Task Force
which has gathered property condition data for all 380,000 parcels in the City. To address illegal
turn-ons, the Department has instituted a follow-up mechanism to detect illegal turn-ons and is
working with law enforcement to curb this activity.
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The shut-off program activity was reduced for most of the period from December 2013
through March 2014 to prevent frozen service lines. The program resumed in April 2014, and
14,766 retail accounts were shut-off during the period from April through June 2014. The
Department collected approximately $1,200,000 during that time period, compared with
approximately $492,000 for that same time period in the prior year for combined retail water and
sewer account balances. In addition, the shut-off program has generated active engagement with
customers whose service is preserved by participation in a payment plan program, as well as
payment assistance programs for those who meet certain eligibility criteria. Funding for the
assistance programs is provided by external sources.

A final barrier to active customer engagement has been the absence of customer names
associated with residential retail accounts. Presently, most residential retail customer accounts
are addressed to “Resident.” This presents an impediment to other methods of delinquent account
collection efforts. The Department has recently initiated a program to attach customer names to
accounts to support more effective collection efforts.

In the event that an account remains delinquent for more than six months, the Municipal
Water Lien Act, MCL 123.161 et seq., provides that the charges for water and sewage service
furnished to a premises may become a lien on such premises when the service is provided, and
the lien may be placed on the property tax roll. The lien may then be enforced in the same
manner as the collection of property taxes and enforcement of a lien for property taxes (assuming
proper statutory notice to the party responsible for the payment of the charges). The Department
transmits delinquent accounts to the City Treasurer who places the delinquent amount on the
winter tax bill. If the delinquent amounts are not collected by the City Treasurer by March 1 each
year, the City transfers unpaid real property tax bills to Wayne County for collection in
accordance with State law. The City receives payment for such taxes from Wayne County’s
delinquent tax revolving fund as of March 1 each year, which is funded by the issuance of
Delinquent Taxes Anticipation Notes. If the delinquent real property taxes remain uncollected
after three years, the County charges the respective amount of such taxes back to the City.
Chargebacks in Fiscal Year 2013 totaled approximately $22 million. See “—Fiscal Year 2009-
2013 Operations” below. In Fiscal Year 2013, the City Treasurer’s Office collected $7.4 million
on behalf of the Department for water and sewer charges combined. The Wayne County
Treasurer collected $9.1 million.

Wholesale Customers

Wholesale customers maintain their own retail billing systems. Through June 30, 2014,
wholesale customers paid the Department monthly or quarterly in accordance with contractual
agreements. Beginning with services rendered as of July 1, 2014, wholesale customers are billed
monthly. This monthly billing requirement was agreed to orally by the Department and each of
its wholesale customers outside of the existing wastewater contracts, and the Department intends
to memorialize the monthly billing requirement in the model contract that it is negotiating with
its wholesale customers. The late payment charge for wholesale customers varies by individual
contract, but generally is 5%. In the event of a wholesale customer delinquency, the Department
has options available to it under the relevant contractual agreement with such wholesale
customer, including the right to obtain a judgment against the wholesale customer. If a non-
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municipal wholesale customer does not pay the judgment amount, such amount may be collected
by placing a lien on the property tax roll of that wholesale customer.

Historically, the Sewage Disposal System has not experienced significant problems with
wholesale delinquencies. Wholesale delinquencies typically arise from disputed billings, which
often can be resolved through negotiation. However, as of the date of this Disclosure Statement,
the City of Highland Park had a delinquent balance of approximately $20 million for sewer and
water charges combined. Highland Park is experiencing financial difficulties and since Fiscal
Year 2008 has been unable to currently satisfy amounts due to the Department. The State has
declared a fiscal emergency in Highland Park pursuant to Act 436 and, as a result, the
Department and other creditors are currently participating in Act 436’s Neutral Evaluation
Process. The City and the Department have filed suit against Highland Park in Wayne County
Circuit Court. Both the City and Highland Park have filed and argued Motions for Summary
Judgment in the case. The Circuit Court took the matter under advisement and a decision was
issued on July 31, 2014 awarding judgment to the Department.

Accounting

The allowance for doubtful accounts reflected in the audited financial statements as of
June 30, 2013 represents the Department’s estimate of the amount of potential uncollectible
accounts receivable. Increases in the reserve are netted against revenues reported on the
financial statements. The amount reserved is determined based on a formula that takes into
account the total amount of accounts receivable as well as specific items within the category,
including reserves for disputed billings. Approximately $68.5 million was reserved as an
allowance for doubtful accounts as of June 30, 2013, against a total accounts receivable of
approximately $204.8 million. Estimates are not available as of June 30, 2014 due to the timing
of the billing cycle and accounts receivable analysis. Annual increases in the allowance for
doubtful accounts result in bad debt expense for that year, and are reflected as a reduction in
revenue for the customer class associated with the reserve. See “DEPARTMENT FINANCIAL
OPERATIONS—Fiscal Year 2009-2013 Operations.” The Settlement Agreements stipulate that
bad debt expense associated with a suburban wholesale customer is chargeable to the suburban
wholesale class at large, and that bad debt expense associated with a City retail customer is
chargeable to the City retail customers only. The Board of Water Commissioners currently
practices a “bad debt” policy which requires a write off of any doubtful accounts older than three
years.

Cash Management

In accordance with the City Charter, all funds and accounts of the Sewage Disposal
System are separate and distinct from all other City funds. No Sewage Disposal System monies
are commingled with general fund or other monies of the City.

All Revenues of the Sewage Disposal System are deposited upon receipt or, if applicable,
upon completion of credit card processing activities, in either the “Revenue Receipts Fund” or
the “Receiving Fund” established under the DWSD Indenture. See “SECURITY AND
SOURCES OF PAYMENT FOR THE DWSD BONDS – Flow of Funds” for information on
these Funds and the flow of funds under the DWSD Indenture. The Operation and Maintenance
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Fund is a custodial account that is controlled by the Department. It is not part of the Trust Estate
under the DWSD Indenture.

The Department maintains a budget system that monitors and controls funding in
accordance with actual funds available. This budget system includes annual budgeting and
project specific budgeting and payables management activities designed to ensure that retainage,
progress payments and final contract payments are properly aligned with funds on hand and
investment activities.

Investment Policy

The Department’s investment policy was adopted on January 21, 2014. Funds in excess
of current Sewage Disposal System requirements are invested by the Department in accordance
with State law. The Department may invest in direct obligations of the United States, obligations
of an agency or instrumentality of the United States, repurchase agreements, mutual funds that
invest solely in such government obligations and repurchase agreements, certain grades of
commercial paper, bankers acceptances of United States banks, and certificates of deposit,
savings accounts or depository receipts of savings and loan associations or member banks of the
Federal Deposit Insurance Corporation.

The investment policy purpose is to endeavor to accumulate a pool of assets sufficient to
build capital for future use with the corresponding obligations to support near-term and long-
term needs of the Department. The investment policy attempts to maintain and protect
investment principal while striving to maximize total return on the portfolio consistent with risk
limitations, pursuant to guidelines set forth in Act 20, Public Acts of Michigan, 1943, as
amended. The Department has not experienced material investment-related losses in any
Department managed funds. As of June 30, 2014, the Sewage Disposal Fund held investments
with a total market value of approximately $398,050,105, the longest investment had a maturity
date of June 20, 2018.

Rates

Under the District Court Orders, the Board of Water Commissioners has the authority to
establish rates for wholesale sewage disposal service. In accordance with Act 94 and the
November 4, 2011 Order, the retail rates charged to customers in the City are subject to review
by and concurrence of City Council. The Board of Water Commissioners has the sole authority
to establish rates for the wholesale suburban customers. In accordance with the February 11,
2011 Order, a super majority of at least five Board of Water Commissioners member votes is
required to approve the wholesale customer rates and recommend to the City Council the retail
rates to be charged to the City retail customers. Certain of the wholesale contracts have specific
notice requirements relating to rate changes, generally 90 or 120 days. At least one public
hearing is required to be held prior to action on rate changes. No other statutory procedures are
required as a condition precedent to a rate change. Rates, once established, generally become
effective the July 1 following their establishment.

Under the Bond Ordinance, the City covenants that the rates shall be fixed and revised
from time to time as may be expected to be necessary to produce the greater of (1) the sum of (a)
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administrative and operation and maintenance expenses of the Sewage Disposal System, (b) debt
service on Senior Lien DWSD Bonds, (c) creation and maintenance of a debt service reserve for
Senior Lien DWSD Bonds, (d) debt service on Junior Lien DWSD Bonds, if any, including
maintenance of a reserve therefor to the extent required by the Bond Ordinance, (e) creation and
maintenance of an extraordinary repair and replacement reserve fund; and (f) to provide for such
other expenditures and funds for the Sewage Disposal System as the Bond Ordinance and Act 94
require, and (2) an amount equal to the Required Combined Coverage where the numerator is the
Net Revenues projected for the Fiscal Year of calculation and the denominator is the
Indebtedness coming for such Fiscal Year. See “SECURITY AND SOURCES OF PAYMENT
FOR THE DWSD BONDS – Rate Covenant.” The City has covenanted at all times to fix and
maintain such rates for services furnished by the Sewage Disposal System as shall be sufficient
to provide for the foregoing. As a matter of operating policy, the Department has established a
debt service coverage policy of fixing rates so that net revenues exceed the debt service coverage
requirements of the Bond Ordinance by at least 15 percentage points. This policy may be
changed from time to time by the Board of Water Commissioners without approval of
Bondholders or any other party.

Under Act 94, rates must be fixed and revised as necessary to comply with the Bond
Ordinance. The contracts with wholesale customers typically provide that rates be reasonable in
relation to the costs incurred. The Department maintains a small staff to review and make
recommendations on rates for water and sewage service. The Department routinely retains
outside consultants to supplement the efforts of its staff. Act 94 also provides that the rates
charged by the Sewage Disposal System should not be subject to supervision or regulation by
any State bureau, board, commission or like agency or instrumentality of the State. In addition,
the November 4, 2011 Order specifies that the City Council, which previously approved all rates,
has the authority to approve only rates charged to retail customers in the City, but has no
authority to review or approve rates charged to wholesale suburban customers. See “THE
DEPARTMENT – Organization.”

Under the new, simplified rate-setting structure established by the Rate Simplification
Initiative, each wholesale customer’s share of total sewer system costs is based on its historical
average share of the costs to operate and maintain the system. The Department and its direct
wholesale contract customers reviewed information about shares in prior years and agreed on
percentages representative of each customer’s appropriate share of sewer system costs (the
“Shares”). Outside of the written terms of the existing wastewater contracts, the Department and
each of its wholesale customers orally agreed that the first rate period using the simplified rate-
setting structure begins Fiscal Year 2015, and will be incorporated into the model contracts that
the Department is negotiating with its wholesale customers. Shares are locked in for an initial
three year period, and no customer’s Share will be changed during this period. At the end of the
three-year period, the Department and its customers will review the Shares to determine if
changes are needed. Each wholesale customer’s revenue requirement will be established by
multiplying sewer system costs attributable to customers by the customer’s Share. That revenue
requirement will be billed in twelve equal installments. Wholesale customers are billed monthly,
and all costs from wholesale customers are recovered via fixed monthly charges. The current
sewage disposal rates became effective July 1, 2014, and were set at levels expected to generate
4% more revenue than the previous year’s rates. As noted in the table below, the impact of the
new rates on different customers and customer classes does not directly align with the overall 4%
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impact on the Sewage Disposal System. Specific customer and customer class rate impacts are
based on additional factors, including cost allocation results, changes in sales and revenue bases,
and expected collection rates.

The Board of Water Commissioners has approved the new rate schedule for the suburban
wholesale customers and the revenue requirement and the City Council has approved the rates
for the City retail customers proposed by the Board of Water Commissioners. The new sewage
disposal rates took effect on July 1, 2014. See “DEPARTMENT FINANCIAL OPERATIONS –
Projected Operations for Fiscal Year 2015 through 2019.” The following table presents a
summary of the annual changes in the effective average sewage disposal rates charged by the
Department for the last ten years.

Change in Effective Sewage Disposal Rate*

Date of
Implementation

City
Retail

Average
Suburban
Wholesale

7/01/2003 8.9% 7.8%
7/01/2004 16.2 4.5
7/01/2005 5.9 3.0
7/01/2006 7.8 5.0
7/11/2007 7.6 0.0
9/03/2008 10.1 2.5
7/01/2009 15.8 8.2
7/01/2010 8.4 3.7
7/01/2011 11.0 11.0
7/01/2012 9.9 6.7
7/01/2013 4.2 3.7
7/01/2014 9.1 2.8

______________
* Data for this table originally reflected changes in the average unit charge per

thousand cubic feet of billed volume (water sales for retail, metered
wastewater for wholesale); includes sewage and storm drainage treatment
charges. Due to Rate Simplification, such metric is not meaningful and data
for recent years reflects change in revenue requirement compared to baseline
pro forma revenue.

SOURCE: The Department.

Prior to rate simplification, the Department conducted an annual “look-back” adjustment
to amounts billed to customers and customer classes. In concert with establishing the Rate
Simplification Initiative, a final look-back adjustment for Fiscal Years 2008 through 2012 was
computed, and was implemented through the current rates. The implementation amounts will
remain in effect through Fiscal Year 2016. As part of the Rate Simplification Initiative, the look-
back process has been eliminated.

Sewage Rate Comparison

The following chart presents a comparison of the current charges for residential water
supply and sewage disposal services in the 50 largest U.S. cities. Note that such comparisons are
not always comparable as the elements included in charges for these services are often
inconsistent amongst communities. For instance, several of these communities listed below
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recover some portion of their sewage disposal services through other means, such as property
taxes and special assessments. In addition, several of these communities (including the City)
recover costs associated with stormwater drainage in their sewer rate schedules, while others
either do not yet have such costs or recover them through other means. Investors are encouraged
to review these survey reports in their entirety to fully understand the context of the comparisons.

As shown in the following chart, the survey indicates that current charges for residential
sewage disposal services in the City are generally consistent with the average rates in effect in
comparably sized cities. The average increase in charges for these communities since Fiscal
Year 2001 has been over 6% annually (or more than two and a half times the rate of inflation)
illustrating a trend in the industry requiring communities to address increased environmental and
infrastructure challenges. The Department anticipates increasing rates as necessary to continue
the funding of the CIP and expects that such increases will be comparable to those in other large
metropolitan areas of the country that have wastewater systems of comparable age and are facing
infrastructure challenges similar to those of the System.

[Remainder of Page Intentionally Left Blank]
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Comparison of Annual Residential Water and Sewage Charges in the 50 Largest U.S. Cities

$194.42
$177.93
$148.77
$125.78
$123.54
$107.68
$103.77

$98.94
$97.78
$95.25
$91.24
$89.43
$88.37
$85.50
$85.14
$80.41
$78.57

Average = $77.22 $77.04
$76.80
$74.96
$73.13
$72.79
$71.35
$70.89

Median = $70.18 $70.87
$69.49
$69.30
$69.11
$69.06
$68.50
$67.31
$66.61
$64.11
$62.46
$60.25
$60.07
$59.36
$56.37
$56.05
$55.55
$52.97
$50.14
$49.62
$47.34
$46.80
$46.38
$45.01
$41.40
$40.14
$27.46

Assumes 7,500 gallons (or 1,000 cubic feet) monthly usage and a 5/8” (or nearest equivalent) meter size. Actual average
use will vary by utility. Rates effective April 2, 2013

Source: 50 LARGEST CITIES WATER/WASTEWATER RATE SURVEY, A Black & Veatch 2012/2013 Report
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DEPARTMENT FINANCIAL OPERATIONS

Summary of Historical Revenues and Expenses

The table below shows historical revenue and expenses of the Sewage Disposal System
for each of the five Fiscal Years ended June 30, 2009 through June 30, 2013. Although Fiscal
Year 2014 has been completed, actual financial data is not yet available. Estimated results for
Fiscal Year 2014 are discussed below and included as the first year of the projection period. See
“—Projected Operations for Fiscal Year 2014 through 2019” below. Net Revenues are derived
from audited financial statements of the Sewage Disposal Fund for Fiscal Years ended June 30,
2009 through June 30, 2013. Financial statements and notes thereto for the Fiscal Year ended
June 30, 2013, together with the auditors’ report thereon, are included in APPENDIX D.

Act 94 defines “net revenues” as the revenues of a public improvement remaining after
deducting the reasonable expenses of administration, operation, and maintenance of the public
improvement. The Department’s financial statements are prepared on an accrual basis in
accordance with its financial reporting obligations. Accordingly, the results summarized in the
following table follow a “modified cash” approach of depiction, designed to adjust financial
statement based accrual accounting figures to more closely depict net revenues as defined under
Act 94.

The results summarized in the following table follow a “modified cash” approach of
evaluating revenues and revenue requirements. This approach attempts to align recognition of
performance on a common service period basis. For instance, revenues for June 2013 generally
reflect bills issued in July 2013, under the assumption that meters are read at the end of the
month and billed early in the subsequent month. Operating expenses are reflected as incurred,
but include accrual of amounts not yet paid. The “modified cash” approach does not include the
accrual of longer term elements that are contained in the Department’s accrual basis financial
statements; nor does it generally reflect recognition of activity that was related to cash receipts or
disbursements in prior years. Because many of these individual elements are derived from the
accrual basis financial statements, the summary below will not present a precise cash basis
statement.

[Remainder of Page Intentionally Left Blank]
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Summary of Historical Revenues and Expenses (Unaudited)
Fiscal Years 2009-2013

Fiscal Year 2009-2013 Operations

The following information summarizes the financial operations of the Sewage Disposal
System in Fiscal Years 2009 through 2013.

Revenues

As indicated in the above table, Sewage Disposal System service revenues from rates and
charges, net of bad debt expense, have increased approximately $51 million, or 13%, since Fiscal

Fiscal Year Ending June 30,
2009 2010 2011 2012 2013

Operating Revenues
1 Wholesale Service Revenue (a) 205,234,773 171,694,402 219,126,517 245,449,282 219,727,266
2 Retail Service Revenue (a) 164,978,185 166,581,001 166,951,437 164,334,364 190,846,578
3 Industrial Specific Service Revenue (a) 15,837,847 21,847,675 20,732,217 22,747,141 26,665,498

-------------- -------------- -------------- -------------- --------------
4 Subtotal Service Revenue 386,050,805 360,123,078 406,810,172 432,530,787 437,239,342

5 Miscellaneous Revenue 4,075,593 5,414,313 3,908,904 5,124,102 3,623,918
6 Non-Operating Revenue (b) 20,833,718 5,881,982 3,248,513 6,816,034 (200,179)

-------------- -------------- -------------- -------------- --------------
7 Total Revenue 410,960,116 371,419,373 413,967,589 444,470,922 440,663,081

8 Operation and Maintenance Expenses (c) 195,530,393 197,304,096 230,810,741 217,023,586 209,785,082

9 Net Operating Revenues 215,429,723 174,115,277 183,156,847 227,447,336 230,877,999

Debt Service Requirements
10 Senior Lien Bonds 117,875,550 117,160,400 113,234,500 104,581,000 133,476,800
11 Senior and Second Lien Bonds 168,206,747 173,536,200 173,189,300 166,788,600 188,444,100
12 All Bonds, Including SRF Junior Lien 195,544,837 200,985,100 209,063,900 203,092,300 225,222,900

13 Net Revenues After Debt Service 19,884,886 (26,869,823) (25,907,053) 24,355,036 5,655,099
14 Pension Obligation Certificates 5,190,100 5,481,500 5,896,300 6,232,100 6,568,200

-------------- -------------- -------------- -------------- --------------
15 Net Available for Other Purposes 14,694,786 14,694,786 14,694,786 14,694,786 14,694,786

Debt Service Coverage (d)
16 Senior Lien Bonds 1.83 1.49 1.62 2.17 1.73
17 Senior and Second Lien Bonds 1.28 1.00 1.06 1.36 1.23
18 All Bonds, Including SRF Junior Lien 1.10 0.87 0.88 1.12 1.03
__________________________
(a) Net of bad debt expense
(b) Excludes non-cash items such as changes in derivative values and capital contributions.
(c) Excludes Net OPEB obligation and other elements that do not impact net revenues as defined by the Ordinance. See below.

Operation and Maintenance Expense
19 Normal annual "cash" operations 195,530,393 197,304,096 230,810,741 217,023,586 209,785,082
20 Net OPEB obligation 9,056,245 12,527,602 12,751,799 13,632,242 13,609,015
21 Nonrecurring capital asset adjustments 16,152,869 0 3,687,227 1,700,000 36,970,235

-------------- -------------- -------------- -------------- --------------
22 Total F/S Operating Expense 220,739,507 209,831,698 247,249,767 232,355,828 260,364,332

(d) Computed consistent with Rate Covenant basis for rate determination purposes. Not applicable for purposes of Additional
Bonds Test calculations.

SOURCE: The Department
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Year 2009. This increase is primarily attributable to rate increases during that period, as
“billable” wastewater volumes in Fiscal Year 2013 were approximately 20% lower than in Fiscal
Year 2009, as well as the varying levels of bad debt expense throughout the period. Bad debt
expense is recognized in the Department’s financial statements based on an analysis of the size
and age of accounts receivable and the expected ability of the Department to collect those
receivables. Bad debt expense had the effect of decreasing revenues by $39 million in Fiscal
Year 2013. A material portion of this amount, $22 million, is due to an increase in estimated
chargebacks from Wayne County for uncollectible liens on property taxes from prior years, for
which the City was given an advance. See “DEPARTMENT FINANCIAL PROCEDURES—
Collections and Delinquencies.” The Sewage Disposal System recorded a bad debt credit (which
increased revenue) of approximately $3 million in 2009. Bad debt expense debit figures for
Fiscal Years 2010, 2011 and 2012 had the impact of decreasing reported revenues of
approximately $16 million, $25 million and $36 million, respectively.

Non-operating revenues experienced a significant decline during the same period,
principally due to lower earnings rates on investments.

Operation and Maintenance Expenses

Total operation and maintenance expenses in the table do not include expenses associated
with accruing liabilities for OPEB, which reflect future cash outlays, nor write-offs of amounts
for capital assets that were originally capitalized in prior years (prior cash outlays). Rather these
figures are intended to represent actual annual transfers to the Operation and Maintenance Fund
to fund the costs of operating the System. These expenses were stable from Fiscal Year 2007
through 2010, before experiencing a significant increase in Fiscal Year 2011. This increase is
primarily attributable to enhanced activities at the Plant to address compliance challenges, and a
large increase in wet weather flow volumes that adversely affected variable costs of pumping,
chemicals and similar charges. Operating expenses declined in both 2012 and 2013, primarily
reflecting the initial impacts of the Department’s optimization program. Overall, annual
operation and maintenance expenses in Fiscal Year 2013 represent an average annual increase of
1.8% compared to those in Fiscal Year 2009. Fiscal Year 2013 operating expenses were over 9%
lower than those experienced in Fiscal Year 2011, and the estimates for Fiscal Year 2014 are
lower than Fiscal Year 2013. Footnote (c) to the table above reconciles the depiction of operating
expenses for purposes of determining Net Revenues with the operating expenses reflected in the
audited financial statements. For Fiscal Year 2013, the large “nonrecurring capital asset
adjustment” is principally related to the cancellation in 2009 of work on a large CSO project on
the Rouge River. After the project was initiated, the Department implemented alternative, less
costly strategies to CSO control. The termination of the project led to capital write offs of
expenditures related to the original work, with the final adjustments being reflected in Fiscal
Year 2013. See “THE DEPARTMENT—Environmental Matters—Affordability Waiver.”

The relatively stable cost levels are primarily attributable to the Department’s
optimization program. Personnel expenses experienced by the Department have declined
significantly, consistent with the attrition-based decline in overall staffing levels. See “THE
DEPARTMENT—Management Initiatives.”

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 264 of 422



79

A portion of the annual variation in operation and maintenance expenses is associated
with the allocation of costs for functions that provide service to both the water and sewer
systems. These costs are assigned to the Water Supply System and Sewage Disposal System
based on detailed labor distribution systems and overall management policy, and will naturally
fluctuate based on where maintenance and related activities are focused. The Department has
made and continues to make significant efforts to ensure that financial plans accurately
accommodate this issue and that its financial accounting systems accurately report activity for
this matter. See “DEPARTMENT FINANCIAL PROCEDURES—Budget and Accounting
Matters.”

Non-Operating Revenue

The category “Non-Operating Revenues (Expenses)” reflected in the financial statements
is a “net” amount and has historically represented relatively small amounts of non-operating
income or certain non-cash write offs. In 2009, this category also included “contributions” of
assets (including principal forgiveness on SRF Bonds augmented with ARRA funds) and other
non-monetary amounts. This category also includes certain amounts related to changes in the net
valuation of swap agreements from year to year. These amounts are not included in the analysis
of current revenues and expenses (particularly for purposes of calculating coverage levels) as
they generally do not have an effect on the amount of cash available for Sewage Disposal System
operations or debt service. The presentation in the preceding table is intended to reflect cash
elements only and does not reflect any non-cash Non-Operating Revenues (Expenses) elements.

Debt Service Coverage

Debt service coverage levels have been lower than planned in recent years. Debt service
coverage in Fiscal Years 2010 and 2011 was below 1.1 for Second Lien DWSD Bonds and
below 1.0 for SRF Junior Lien DWSD Bonds. The lower than planned debt service coverage
levels occurred as a result of, among other things, revenues falling short of targeted levels each
year, lower than anticipated wet weather flows in Fiscal Year 2010 and higher than anticipated
bad debt expense in Fiscal Year 2011. Operation and maintenance expenses in Fiscal Year 2011
were higher than budgeted as the Department initiated efforts to address compliance issues and
experienced a large increase in wet weather flows. Debt service in Fiscal Years 2009 and 2010
was higher than planned as a result of the credit market crisis of 2008, which required
adjustments to the Department’s debt portfolio that increased the interest expense. Further, the
absence of a look-back during this period resulted in a lost opportunity to augment revenues to
meet coverage levels. Despite coverage levels of less than 1.0 in Fiscal Years 2010 and 2011, the
Department made timely debt service payments by utilizing operating reserve funds.

Debt service coverage ratios improved in Fiscal Year 2012, and were sufficient to fund
annual debt service requirements in Fiscal Year 2013. However, these amounts still did not
achieve the Department’s forecasted amounts, primarily due to continuation of some of the
trends experienced in 2010 and 2011, although to a lesser extent. Debt service coverage for 2014
is expected to show continued improvement. See “—Fiscal Year 2014 Estimate” and “—
Projected Operations for Fiscal Year 2014 through 2019.”
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Performance Summary

The Department has made adjustments to its financial planning approaches and
assumptions to avoid future poor performance. The fact that suburban wholesale rates are
comprised of fixed monthly charges under the Rate Simplification Initiative is a key element to
assure stable revenue performance from these customers. For retail customers in the City of
Detroit, projected sales volumes and bad debt expenses reflect more conservative assumptions.
The Department continues to provide monthly financial summary reports to the Board of Water
Commissioners. Beginning in April 2013, the Board of Water Commissioners Finance
Committee (the “Finance Committee”) began receiving an expanded monthly agenda binder with
supporting financial and operational reports. The Finance Committee binder is distributed
publicly through the wholesale customer outreach portal. Beginning in May 2013, the Finance
Committee began presenting a written synopsis of the monthly Finance Committee meetings
held during the regular Board of Water Commissioners meetings. Those reports are attached to
the Director’s compliance report, available on the Department’s website. The Board of Water
Commissioners actively reviews these materials to monitor the Department’s performance. The
management team utilizes this information to make any necessary changes during the year.

Fiscal Year 2014 Estimate

The Department has developed a forecast of estimated results for Fiscal Year 2014,
which concluded on June 30, 2014 (the “Fiscal Year 2014 Estimate”). The forecast is based on a
review of actual reported information regarding revenues, expenditures, and cash receipts and
disbursements during the first ten months of the Fiscal Year. It also reflects estimated activity
during the final two months of the Fiscal Year, derived from review of preliminary data and
discussions with Department managers. The Fiscal Year 2014 Estimate follows the “modified
cash” basis, consistent with the manner in which the historical revenues and expenses were
presented. See “—Summary of Historical Revenues and Expenses” above. The Department has
analyzed actual cash receipts and disbursements in developing the Fiscal Year 2014 Estimate.

Actual Fiscal Year 2014 revenues are estimated to be significantly below budgeted
levels, due in part to lower than expected “billable” wastewater volumes and in part to higher
than expected levels of bad debt expense. The Department estimates a negative revenue variance
(compared to budget levels) of $54 million for Fiscal Year 2014.

The Fiscal Year 2014 actual operating expenses include a contingency allowance of $10
million for unidentified amounts. Even after including this contingency, operating expenses are
estimated to be over $11 million under budget. Other specifics regarding the Fiscal Year 2014
Estimate are discussed in the projected operations summary and related exhibits. See “—
Projected Operations for Fiscal Year 2014 through 2019.”

Fiscal Year 2015 Budget

The Board of Water Commissioners adopted the Fiscal Year 2015 budget for the Sewage
Disposal System on January 21, 2014, and it has been forwarded to the City to be included in the
City’s budget. The Fiscal Year 2015 budget contains expenditures or revenue requirements
totaling $528.2 million, a decrease of approximately $1.9 million compared to the Fiscal Year
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2014 budget. The budgeted operation and maintenance expenses for Fiscal Year 2015 actually
reflect a decrease of almost $5 million when compared with the Fiscal Year 2014 budget. This
decrease is principally related to continuation of the Department’s optimization program and the
accompanying attrition of employees and resulting lower personnel costs. The personnel cost
savings are somewhat offset by increased budgets for contractual services and related activities
to support the overall optimization program. The budgetary operating cost savings are somewhat
offset by increased budgeted amounts for debt service requirements, which reflected an early
estimate of the anticipated debt service on the potential 2014 DWSD Refinancing Bonds.

Despite an overall reduction in the budgeted revenue requirement, the budget also
recognizes that revenues from sewage disposal services would be lower in Fiscal Year 2015 than
anticipated by the Fiscal Year 2014 budget, due to more conservative estimates of sales to
customers. The Fiscal Year 2015 budgeted revenues match the overall revenue requirements of
$528.2 million. The Fiscal Year 2015 budget also reflects a decrease in miscellaneous and non-
operating revenue. As a result, the Fiscal Year 2015 rates were designed to achieve an increase
in revenue of 4% in Fiscal Year 2015 compared to the rates developed to support the Fiscal Year
2014 budget.

Projected Operations for Fiscal Year 2014 through 2019

The projected financial operations of the Sewage Disposal System shown in the table
titled “Summary of Projected Revenues and Additional Revenue Requirements For Fiscal Years
2014-2019” below, include assumptions relating to inflation and to costs associated with the CIP,
including debt service on additional bonds and additional operating costs associated with
operating new facilities, all assuming application of current federal pollution control standards
and compliance schedules and requirements under the Clean Water Act and the Clean Air Act.
The projections in the accompanying table follow the “modified cash” basis. See “—Summary of
Historical Revenues and Expenses” above. The Department has analyzed actual cash receipts
and disbursements in developing these projections.

Subsequent to preparation and adoption by the Board of Water Commissioners of the
Fiscal Year 2015 Budget, significant developments have occurred that will impact the
Department’s financial planning and results. These developments create the need to revisit the
assumptions included in the Fiscal Year 2015 Budget to establish a more appropriate baseline to
project future operations.

The projected revenues shown in the table anticipate normal weather conditions and are
based on an analysis of recent historical trends, which indicate a leveling off of recent declines in
billed wastewater volumes. In recent years, revenues from suburban wholesale customers have
been quite variable, as the majority of the revenues for this class were based on commodity rates
applied to the level of metered wastewater volumes. Since the Sewage Disposal System is
largely a combined sewer system, the level of metered volumes is largely impacted by the
occurrence of wet weather events. In dry periods, revenues from this class have always been
lower than expected, and the opposite in wet periods. Recent periods have been dry. Under the
Rate Simplification Initiative, metered volumes will not impact revenues. The entirety of the
revenues for this class will be billed in equal fixed monthly charges, ensuring that the actual
billed revenues will precisely match the budgeted billed revenues. The accompanying projections
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of suburban wholesale revenue follow this principal, but also assume a bad debt expense
equivalent to the amount owed to the Department by the city of Highland Park. See
“DEPARTMENT FINANCIAL PROCEDURES—Collections and Delinquencies.”

Projected revenues for retail customers reflect more conservative assumptions regarding
sales of services to customers and the collectability of those sales. A significant portion of the
revenues billed to retail sewer customers are related to commodity charges applied to metered
water volumes. From February through April 2014, the Department continued a detailed review
of billed volumes for the retail class, and determined that originally projected Fiscal Year 2015
sales levels were not likely to be achieved. As a result, the revised Fiscal Year 2015 retail sales
volumes in the accompanying projections were reduced by over 5%. This figure establishes a
baseline for future projections, which then assume an annual decline of 2.5% for the balance of
the five-year projection period. The Department reviewed additional data regarding receivable
collections from the retail class and modified assumptions on this element. The accompanying
projections of revenue assume a bad debt expense equivalent to 17% of billed revenues
throughout the five-year projection period.

The projected revenue required reflects the minimum additional amounts that are needed
to meet the requirements of the Bond Ordinance and the policies enacted by the Board of Water
Commissioners, given the various assumptions. The financial plan summarized by these
projections is designed to enhance the Sewage Disposal System’s balance sheet, reverse the
erosion in net assets that has occurred in recent years, and improve the Sewage Disposal
System’s liquidity position. The Department has embraced this planning strategy, which will
result in higher debt service coverage ratios, as indicated in the following table.

The operation and maintenance expense projection for Fiscal Year 2014 reflects the
Fiscal Year 2014 Estimate. Even after considering the $10 million forecast contingency amount,
the Department estimates that operation and maintenance expenses will reflect approximately
95% of the original budget. The Fiscal Year 2015 operation and maintenance expense estimate
in the accompanying projections is based in part on the Fiscal Year 2015 Budget, but also
reflects significant modifications in assumptions, many of which emerged in the development of
the City’s Plan of Adjustment.

The Fiscal Year 2015 estimated operation and maintenance expenses serve as a base for
the remaining years. The projections include continued recognition of savings resulting from
implementation of the Department’s optimization program, including personnel cost savings
through attrition and initial efficiencies. The projected operation and maintenance expenses
reflect the modified treatment of pension contributions and reimbursement from the Sewage
Disposal System to the City for certain other fringe benefits envisioned by the Plan of
Adjustment. Specifically, the projected personnel operating expenses for the Sewage Disposal
System reflect an accelerated repayment of pension reimbursement obligations, but also reflect a
reduction to the budgeted fringe benefit rates. See APPENDIX A — FEASIBILITY
CONSULTANT’S REPORT.

The total debt service includes the amounts due on all outstanding DWSD Bonds,
estimated amounts on the potential 2014 DWSD Refinancing Bonds that are being issued to fund
Fiscal Year 2015 expenditures in the CIP, and estimated amounts on a projected bond sale in
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Fiscal Year 2016 to fund expenditures in the remaining years of the CIP. The projected Net
Revenues are divided by the applicable debt service to show estimated coverage. The available
balance is applied to non-operating expenses, including payments related to the System’s share
of the City’s POCs (in Fiscal Year 2014) and thereafter, the Department’s allocable share of
amounts due on the New B Notes, as described in the Plan of Adjustment, renewals and
replacements, operating reserves, the Extraordinary Repair and Replacement Reserve Fund and
the portion of the CIP funded with revenue financed capital. See “RISK FACTORS—Financial
Impacts of the Plan of Adjustment.”

The projections set forth in the following table are intended as “forward-looking
statements.” The Department cautions that these projections may and often do differ materially
from actual results. Some of the factors that could cause actual results to differ materially from
those projected are the Department’s ability to execute the CIP as scheduled and within budget,
regional climate and weather conditions, and adverse legislative, regulatory or legal decisions
(including environmental laws, regulations and the confirmation of the City’s Plan of
Adjustment) affecting the Department’s ability to manage the Sewage Disposal System.

As noted previously, the projections summarized in the following table follow a
“modified cash” approach of evaluating revenues and revenue requirements. In past years, at
times significant variances between “modified cash” representations and actual cash flows for
certain periods could occur, particularly within the suburban wholesale class. These differences
occurred in part because of volatility in the commodity based revenue model, and in part because
most of the large suburban customers were billed on a quarterly basis. The fixed monthly
element of the Rate Simplification Initiative is expected to eliminate the variances experienced in
the past and result in cash flow stability to the Sewage Disposal System.

[Remainder of Page Intentionally Left Blank]
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Future Issuance of 2014 DWSD Refinancing Bonds

After the potential issuance of the 2014 DWSD Refinancing Bonds, the Department
expects to issue DWSD Additional Bonds in Fiscal Year 2016 to secure approximately $185
million of proceeds to finance additional expenditures in the CIP. The Department may issue
DWSD Additional Bonds beyond the Fiscal Year ending June 30, 2016, to provide for future
capital needs of the Sewage Disposal System. See “THE CAPITAL IMPROVEMENT
PROGRAM.” The Department intends to adjust rates, as appropriate and consistent with the
Bond Ordinance and the Board of Water Commissioners rate covenant policy. The Department
continues to pursue plans to issue SRF Junior Lien DWSD Bonds to finance other CIP
expenditures, which may reduce the projected issuance of other DWSD Bonds.

Summary of Projected Revenues and Additional Revenue Requirements
For Fiscal Years 2014-2019

Fiscal Year Ending June 30,
2014 2015 2016 2017 2018 2019

unaudited estimate

Operating Revenue Under Existing Rates (a) 473,760,300 501,524,200 495,975,100 490,563,200 485,287,400 480,145,800
Projected Revenue from Rate Increases (b)

FY 2016: 4.0% 19,839,000 19,622,500 19,411,500 19,205,800
FY 2017: 4.0% 20,407,500 20,188,100 19,974,200
FY 2018: 4.0% 20,995,400 20,773,000
FY 2019: 4.0% 21,603,900

Total Projected Revenue from Sewer Rates 473,760,300 501,524,200 515,814,100 530,593,200 545,882,400 561,702,700
Miscellaneous Operating Revenue 3,929,400 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000
Projected Non-Operating Revenue 1,371,300 3,336,100 3,871,400 4,166,900 3,597,200 2,856,100

Total Projected Revenue 479,061,000 509,860,300 524,685,500 539,760,100 554,479,600 569,558,800

Operation and Maintenance Expense (c) 206,370,000 223,230,800 228,964,300 222,216,000 225,302,000 225,256,700
Projected Net Operating Revenues 272,691,000 286,629,500 295,721,200 317,544,100 329,177,600 344,302,100

Senior Lien Debt Service (d) 130,193,900 140,528,000 163,795,900 164,367,000 164,422,200 163,905,400
Second Lien Debt Service (d) 63,128,600 62,769,800 54,504,600 54,520,500 54,513,700 54,755,500
SRF Debt Service (d) 37,123,800 37,745,400 37,877,100 37,822,900 37,850,700 37,899,300

Total Debt Service (d) 230,446,300 241,043,200 256,177,600 256,710,400 256,786,600 256,560,200

Projected Senior Lien Debt Service Coverage (e) 209% 204% 181% 193% 200% 210%
Projected Second Lien Debt Service Coverage (e) 141% 141% 135% 145% 150% 157%
Projected Total Debt Service Coverage (e) 118% 119% 115% 124% 128% 134%

Unrestricted Balance for CIP and Other Purposes 42,244,700 45,586,300 39,543,600 60,833,700 72,391,000 87,741,900

Projected Application of Balance
POC / Note B Non-Operating Payments 6,232,100 5,073,900 1,826,000 1,826,000 1,826,000 1,826,000
Allocated Professional Service Fees from BK 0 12,500,000 0 0 0 0
Deposits to Unrestricted Reserves 0 2,265,700 5,789,800 2,615,100 5,221,000 4,366,800
Available for Capital Improvements 36,012,600 25,746,700 31,927,800 56,392,600 65,344,000 81,549,100

(a) Revenues for 2014 reflect rates in effect during 2014. Revenues for 2015 - 2019 reflect rates in effect as of July 1, 2015.
(b) Projected additional revenue is developed based upon both projected increases in operation and maintenance expense and debt

service coverage and certain other requirements which must be met in order to issue bonds to finance the CIP.
(c) Assumes general inflation rate of 2.5% annually after Fiscal Year 2015.
(d) Does not assume any change in debt service associated with the 2014 DWSD Refinancing Bonds. Assumes bond sales in 2015 and in subsequent

years at an annual interest rate of 5.5%. See "THE CAPITAL IMPROVEMENT PROGRAM: The CIP Funding" Although the
Department may issue Additional Sewer System Bonds as Senior Lien or Second Lien Bonds, for purposes of this table future debt is
assumed to be issued as Senior Lien Bonds.

(e) Computed consistent with Rate Covenant basis for rate determination purposes. Not applicable for purposes of Additional Bonds Test
calculations.

SOURCE: THE FOSTER GROUP, LLC.
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PENSION PLAN CONTRIBUTIONS

Introduction

As employees and retirees of a City department, Department employees and retirees
participate in GRS with other non-uniformed City employees and retirees. The Department’s
historical financial information presented through June 30, 2013 includes the plan provisions and
financial commitments of the Department under GRS. GRS consists of two components: (i) the
benefits accrued under GRS in effect as of June 30, 2014 (“Prior GRS”), which benefits are
substantially modified in the Plan of Adjustment, and (ii) the benefits accrued on and after July
1, 2014 (“New GRS”). Under New GRS, the rate of future benefit accruals is reduced from the
rates under Prior GRS, Department employees are required to contribute toward the cost of their
pension benefits, certain safeguards to prevent future underfunding of New GRS are put into
place, and new governance provisions designed to protect the integrity of GRS going forward are
adopted.

Treatment of Prior GRS under the Plan of Adjustment

The provisions of the Plan of Adjustment addressing GRS provide that, on the effective
date of the Plan of Adjustment, the City will assume the obligations related to the already
accrued benefits under GRS as those benefits will have been modified in the Plan of Adjustment
(as described below). This means that the City will not seek to terminate GRS, although Prior
GRS was closed to new participants effective June 30, 2014 and vested active employees will not
continue to accrue additional pension benefits under the terms and conditions of the benefit
formula in effect on that date (i.e., Prior GRS was “frozen” effective June 30, 2014). It is
contemplated that the City, including the Department, will make contributions to Prior GRS
through June 30, 2023 to fund the payment of benefits accrued prior to July 1, 2014, as modified.
The Department will continue to make contributions designed to fund its allocable share of the
UAAL of Prior GRS through the period ending June 30, 2023 as described in more detail below.
After June 30, 2023, the City and the Department will be required to contribute all amounts
necessary to fund the modified accrued pensions of members regardless of the actual investment
performance of the assets of GRS. The City will make the contributions from its available cash
and, during the ten-year period from July 1, 2023 through June 30, 2033, from approximately
$188 million in proceeds from the Detroit Institute of Arts settlement and State contributions as
described in the Plan of Adjustment (the “Outside Funding”). The City estimates that it will be
required to contribute approximately $442 million from its available cash during this 10-year
period.

The benefits accrued under Prior GRS are significantly underfunded. In particular, as of
June 30, 2013, the GRS reported that it was 70.0% funded with a UAAL of $1.084 billion out of
$3.609 billion in accrued liabilities based upon an assumed rate of return of 7.9% and the
actuarial value of assets held by GRS smoothed over a seven year period. The City believes that
the 7.9% investment return rate assumption utilized by GRS was too high and the seven-year
smoothing period was too long, thus, that GRS’ actual funding is significantly less than the 70%
reported by GRS. As part of the Plan of Adjustment, the City has developed the following
approach to restructuring Prior GRS: (a) the City has set a goal of achieving by June 30, 2023 a
70% funded status for the benefits accrued under Prior GRS, based upon an assumed investment
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rate of return (net of expenses) of 6.75% (rather than 7.9%) and the actual market value of assets
(rather than a smoothed actuarial value of assets); and (b) the City has determined that it is
necessary to cut pension benefits under Prior GRS.

The provisions of the Plan of Adjustment relating to GRS contemplate that, during the
period beginning July 1, 2014 and ending June 30, 2023, contributions of over $700 million will
be made to GRS. These contributions include the Department contributions and a portion of
$816 million in Outside Funding. Because GRS participants accepted the Plan of Adjustment
and on the assumption that all of the Outside Funding is made available, the cuts in pension
benefits under Prior GRS are anticipated to include (a) a 4.5% reduction in current and future
monthly pension payments, (b) the elimination of all cost-of-living adjustments (“COLAs”), and
(c) recoupment of excess earnings allocated to members’ annuity savings fund accounts between
2003 and 2013.

The pension benefit reductions discussed in the preceding paragraph may be restored, in
whole or in part, if the funding level of Prior GRS significantly improves (that is, Prior GRS
achieves a funding level of 75% or more). This restoration may occur if (a) the investment
returns on Prior GRS assets are greater than certain specified thresholds or (b) other actuarially-
determined factors contribute to improve the funding level of Prior GRS.

Implications of the Changes to Prior GRS for the Department

The provisions of the Plan of Adjustment relating to GRS provide that the Department
(including the Water Supply System and Sewage Disposal System) will contribute the currently-
calculated full amount of its allocated UAAL on a market value of assets basis over a nine year
period, plus $2.5 million per year in administrative expenses. That is, the total accrued liabilities
of Prior GRS, as modified by the Plan of Adjustment, was determined, then the amount of such
reduced, accrued liabilities allocable to the Department were calculated, and the Department will
pay this amount to Prior GRS over the nine-year period ending June 30, 2023. The amount to be
paid by the Department is the amount determined to be necessary to fully fund, by June 30, 2023,
all unfunded Prior GRS liabilities allocable to the Department that accrued through June 30,
2014, based on current actuarial calculations. The calculation of the Department’s allocated
UAAL is based on the June 30, 2013 GRS census data, which reported the following GRS
members allocated to the Department: 1,567 active members, 454 terminated vested members,
and 2,568 retired members, surviving spouses and dependents in pay status. The amount to be
paid by the Department was calculated based on an assumed investment rate of return of 6.75%
and takes into account the freeze of accrued benefits under the Prior GRS pension formula as of
June 30, 2014.

Based upon level annual payments for the nine Fiscal Years beginning on July 1, 2014
and ending on June 2023, the annual Department contributions to Prior GRS are $42.9 million
per year. With the addition of the $2.5 million per year in administrative expenses, the resulting
Prior GRS contribution is a total of $408.6 million for the entire nine year period for both the
Water Supply System and Sewage Disposal System. The Department will allocate these costs on
a pro-rata basis between the Water Supply System and Sewage Disposal System. The
Department historically has been expected to account for approximately 30 to 33% of the City’s
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total contributions to GRS. The required Department funding for Prior GRS under the Plan of
Adjustment represents a substantial reduction in the Department’s funding contribution.
Although the Department will fund its allocable share of this accrued liability over nine years
instead of a longer period, it will not pay any more than its actual, full, allocable share of the
UAAL of Prior GRS. The contributions by the Department to Prior GRS contemplated by the
Plan of Adjustment will be paid from rates that the Department will charge users of its Water
Supply System and Sewage Disposal System during the period through June 30, 2023. After the
initial nine-year period through June 30, 2023 is completed and certain Outside Funding is
received by GRS, the Department will remain responsible for its allocable share of UAAL of
GRS but is expected to make very small contributions, if any, to the Prior GRS on account of this
liability.

Relevant Terms of Prior GRS

Prior GRS is a defined benefit retirement plan with a defined contribution plan feature.
Prior GRS provides retirement, disability and survivor benefits to Department employees or
former employees and their beneficiaries. As noted above, Prior GRS was closed to employees
hired or rehired on or after July 1, 2014. In addition, no employees will earn any benefits under
Prior GRS for services performed or compensation earned after June 30, 2014. Prior to July 1,
2014, active members earned benefits under a formula based on final average compensation,
service credit and a benefit multiplier. Prior to July 1, 2014, pension benefits for all members of
Prior GRS were increased annually by a COLA or “escalator” equal to 2.25% of the original
pension amount. Members may retire with full benefits after attaining 30 years of service (25
years for EMS members); 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 attainment of age 55 for employees hired after 1995) and collect an actuarially
reduced retirement benefit.

Prior GRS provides for City and Department contributions at actuarially determined rates
that are designed to accumulate sufficient assets to pay accrued benefits under Prior GRS when
due. The recommended City and Department contribution rates are determined annually by
GRS’ consulting actuary using the entry age normal actuarial cost funding method. Significant
actuarial assumptions used to compute the City and Department contribution requirements are
the same as those used to compute the UAAL. City employees were not required to make
contributions to Prior GRS to help pay for their pensions.

In addition, City employees could elect to contribute (a) 0%, (b) 3% of annual
compensation up to the Social Security wage base and 5% of any excess over the wage base, (c)
5%, or (d) 7% of their after-tax compensation to an annuity savings fund account (“ASF
Account”). Contributions were voluntary for all union and nonunion employees. Effective as of
July 1, 2014, ASF Accounts are credited with earnings at the rate of return earned on assets held
in GRS; however, the earnings rate credited to a member’s ASF Account for any year will not be
less than 0% nor greater than 5.25%.

Prior GRS is a mature plan in that there are more members who are retired and receiving
benefits than active employee members. As of June 30, 2013, there were approximately 5,364
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active GRS members, 12,089 retired GRS members receiving benefits, and 2,395 terminated
GRS members entitled to, but not yet receiving, benefits.

Relevant Terms of New GRS in Effect on and after July 1, 2014

New GRS is a defined benefit pension plan. New GRS provides retirement and survivor
benefits to Department employees or former employees and their beneficiaries. Active members
of New GRS earn benefits under a formula based on final average base compensation, service
credit for employment on and after July 1, 2014 and a benefit multiplier of 1.5%. Members are
vested upon completion of 10 years of service (service with the City prior to July 1, 2014 is
taken into account for this purpose). Vested members may retire with full benefits upon
attainment of age 62 (with a limited transition period for employees who were age 53 or older as
of June 30, 2014). Employees may retire at age 55 with 30 years of service and collect an
actuarially reduced retirement benefit. No disability benefits are provided to employees under
New GRS. Survivor benefits are payable to a member’s spouse or other beneficiary. For each
Fiscal Year beginning July 1, 2018 and later, the New GRS pension benefits of retirees who are
at least 62 years old and have been receiving benefits for at least 12 months may be increased by
a 2% COLA on the original pension amount, provided that the funding level of New GRS
projected over a five year period is 100% or greater.

For the nine-year period ending June 30, 2023, the Department will be required to
contribute an amount equal to 5% of its employees’ base pay to New GRS. Based upon the
Fiscal Year 2014 base pay of Department employees, the Department’s annual contribution is
anticipated to be approximately $3.2 million. A portion of each Department contribution will be
credited to a rate stabilization fund established under New GRS which is designed to be used in
the event the projected funding level of New GRS falls below 100%. Employees are required to
contribute 4% of their base pay on a pre-tax basis to New GRS to fund the cost of their pension
benefits.

Employees also may elect to make after-tax voluntary employee contributions of (a) 0%,
(b) 3%, (c) 5%, or (d) 7% of their total pay to New GRS. Those contributions will be credited
with earnings at the rate of return earned on assets held in GRS; however, the earnings rate
credited to a member’s voluntary employee contribution account for any year will not be less
than 0% nor greater than 5.25%.

The funding objective of New GRS is to establish and receive employer and employee
contributions during each Fiscal Year that are sufficient to fully cover the actuarial cost of
benefits anticipated to be paid on account of credited service rendered by employees during the
year (the normal cost requirements), and to amortize the unfunded actuarial costs of benefits
under New GRS likely to be paid on account of credited service rendered on or after July 1, 2014
and before the first day of the Fiscal Year (the UAAL). In the event the funding level of New
GRS projected over a five year period falls below 100%, the 2% COLA described above will not
be provided to retirees, the amounts credited to the rate stabilization fund will be used to increase
the funding level of New GRS, and employee mandatory contributions will be increased from
4% of base pay to 5% of base pay. Additional actions designed to improve the funding status of
New GRS are required if the projected funding level of New GRS falls below 80%. None of
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those steps would require the Department to make additional contributions to New GRS during
the nine-year period ending June 30, 2023.

New GRS may not be amended by the City prior to July 1, 2023, other than as required to
comply with (i) applicable federal law, or (ii) the Plan of Adjustment.

PENSION-RELATED CERTIFICATES OF PARTICIPATION

The City funded certain UAAL of Prior GRS through creation of the Detroit General
Retirement System Service Corporation (the “Service Corporation”). The City is a party to two
Service Contracts, dated May 25, 2005 (the “2005 Service Contract”) and June 7, 2006 (the
“2006 Service Contract” and together with the 2005 Service Contract, the “Service Contracts”),
with the Service Corporation. GRS is not a party to any of the Service Contracts.

In 2005, the Service Corporation created a funding trust, which issued Certificates of
Participation (the “2005 COPs”) evidencing undivided proportionate interests in the rights to
receive certain payments to be made by the City under the 2005 Service Contract. A portion of
the proceeds of the 2005 COPs was irrevocably paid to GRS, fully funding its UAAL at that
time. In 2006, the Service Corporation created a new funding trust, which issued Certificates of
Participation (the “2006 COPs” and, together with the 2005 COPs, the “COPs”) evidencing
undivided proportionate interests in the rights to receive certain payments to be made by the City
under the 2006 Service Contract. A portion of the proceeds of the 2006 COPs was used to
redeem certain outstanding 2005 COPs and to extend the amortization schedule for repayment of
the UAAL obligations. The City also entered into certain interest rate exchange agreements (the
“COP Swap Agreements”) in conjunction with the issuance of the COPs.

Pursuant to the Service Contracts and the COP Swap Agreements, the City paid certain
payments, service charges and other payments, excluding principal (collectively, the “Service
Payments”) to the Service Corporation. The Service Payments were calculated to be sufficient to
allow the Service Corporation to make payments on the COPs. A proportionate share of the
Service Payments, including those related to the COP Swap Agreements, was allocated to the
Department. For Fiscal Years 2013 and 2014, the Department’s share of the Service Payments
was $6,945,171 and $5,321,518, respectively.

The Plan of Adjustment provides for the satisfaction in full of claims relating to the COPs
in exchange for the receipt of notes denominated as the New B Notes. The definitive
documentation governing the New B Notes will provide generally for the following terms:

Obligation: The City’s obligations with respect to the New B Notes will be a general
and unsecured obligation of the City.

Initial Principal Amount: $632.0 million.

Interest Rate: 4.0% for the first 20 years; 6.0% for years 21-30.

Maturity: 30 years.
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Amortization: Interest only for 10 years; amortization in 20 equal annual installments
beginning on the interest payment date nearest to the 11th anniversary from issuance.

Disclosure: The City will provide a continuing disclosure undertaking under 17
C.F.R. § 240.15c2-12 in connection with the delivery of the New B Notes.

As it relates to the Department, the New B Notes settle the COPs debt at a rate of 11.5%.
The Department will be responsible for its allocable share of the New B Notes consistent with
prior years’ formulas for allocation of COP liabilities.

OTHER POST-EMPLOYMENT BENEFITS

Introduction

The City provides post-retirement health and death benefits – also known as OPEB
benefits – to current and future retirees and their dependents. The City provides OPEB benefits
under two umbrella plans – the Health and Life Insurance Benefit Plan (the “Health/Life Benefit
Plan”) and the City of Detroit Employee Benefit Plan, which operates and administers the
Employee Supplemental Death Benefit Plan (the “Supplemental Plan” and, together with the
Health/Life Benefit Plan, the “OPEB Plans”).

The City’s estimated aggregate liability relating to UAAL associated with the OPEB
Plans is approximately $5.718 billion. This amount includes the present value of OPEB
liabilities for active employees of the City not yet retired. The City and the Retiree Committee
appointed by the Bankruptcy Court (“Retiree Committee”) agreed that the allowed claim for the
OPEB liability amount for former employees retired from the City and continuing to obtain
retiree health and life insurance is approximately $4.303 billion. In the aggregate, 99.6% of the
City’s OPEB liabilities were unfunded as of the date its Bankruptcy Case was filed. As of
June 30, 2011 (the date of the actuarial valuations used in the Fiscal Year 2012 and 2013
financial statements and for purposes of estimating OPEB), there were 19,389 retirees eligible to
receive benefits under the City’s OPEB Plans. The number of retirees receiving benefits from
the City is expected to increase over time.

The City’s OPEB liabilities are significant due to, among other things: (i) the fact that,
prior to March 1, 2014, retirees could choose from 22 different plan options with varying
structures and terms, which created a high level of complexity and cost in benefit administration;
(ii) the extremely generous benefit features of the programs, especially for dependent coverage,
which create high costs to the City on a per retiree basis; (iii) the fact that health care plans have
no age restrictions and early vesting ages; and (iv) increases in health care costs, particularly
hospitalization costs.

Health/Life Benefit Plan

The Health/Life Benefit Plan is a single-employer defined benefit plan that provides
hospitalization, dental care, vision care and life insurance to all officers and employees of the
City who were employed on the day preceding the effective date of the Health/Life Benefit Plan
and who continue in the employ of the City on and after the effective date of the Health/Life
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Benefit Plan. Prior to the modification of retiree benefits effective March 1, 2014, retirees were
allowed to enroll in any of the group plans offered by the City to active employees. The City
provided health care coverage for substantially all retirees in accordance with terms set forth in
union contracts.

General City employees hired before 1995 were eligible for health care benefits if they
satisfied any of the following criteria for an unreduced normal retirement benefit: (i) 30 years of
creditable service (or 25 years of creditable service for an EMS member), (ii) 10 years of
creditable service and attainment of age 60 or (iii) 8 years of creditable service and attainment of
age 65. The health care benefit eligibility conditions for general City employees hired on or after
1995 were: (i) 30 years of creditable service and attainment of age 55, 60 or 65, as applicable,
(ii) 10 years of creditable service and attainment of age 55, 60 or 65, as applicable or (iii) 8 years
of creditable service and attainment of age 55, 60 or 65, as applicable. The City provided full
health care coverage to general City employees who retired prior to January 1, 1984 (except for a
“Master Medical” benefit that was added on to the coverage after that date). The City paid up to
90% of health care coverage for employees who retired after January 1, 1984; however, for
employees who retired between January 1, 1984 and June 30, 1994, the retiree share had been
reduced by 50% by appropriations from City Council. The City also paid health coverage for an
eligible retiree’s spouse that was married to the retiree as of the date of retirement, under the
same formulas noted above, as long as the retiree continued to receive a pension, and for
dependents. Dental and vision coverage also were provided for retirees, spouses and dependents.

The City also provided health care coverage to general City employees that opted for
early retirement. For general City employees hired before 1995, the health care benefit
eligibility conditions were 25 years of creditable service; for employees hired after 1995, the
health care benefit eligibility conditions were 25 years of creditable service and attainment of age
55. The coverage began when the retiree would have been eligible for normal retirement. The
City paid up to 90% of health care coverage for the retiree and any eligible spouse. Dental and
vision coverage were also provided for these retirees, their spouses and dependents.

The City also provided health care coverage at reduced rates to general City employees
who met certain health care benefit eligibility conditions and retired under the “Deferred
Retirement Benefits (Vested),” the “Death-in-Service Retirement Benefits Duty and Non-Duty
Related” and the “Disability Retirement Benefits Duty and Non-Duty Related” programs. In
addition, health care coverage was provided by the City for those retirees that were Medicare
eligible. Retirees who opted out of the retiree health care coverage could obtain coverage at a
later date.

In addition to health care coverage, the City allowed its retirees to continue life insurance
coverage under the “Group Insurance Protection Plan” offered to active employees. The basic
life insurance coverage for general City employees was based on the employee’s basic annual
earnings rounded to the next higher thousand dollars. The life insurance benefit amounts ranged
from $3,750 to $12,500.

The Health/Life Benefit Plan was financed entirely on a “pay-as-you-go” basis and is 0%
funded. As of June 30, 2011, the City had $5,718,286,228 in actuarial liabilities under the
Health/Life Benefit Plan. The cost to the City on account of retiree benefits provided under the
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Health/Life Benefit Plan in Fiscal Year 2012 was $177,460,627. This contribution by the City
was in addition to $23,516,879 contributed by retirees during Fiscal Year 2012.

Supplemental Plan

The Supplemental Plan is a pre-funded single-employer defined benefit plan providing
death benefits based upon the retiree’s years of City service ranging from $1,860 (for 8 to 10
years of service) to $3,720 (for 30 years of service, with $93.00 per year added for each
additional year of service beyond the 30th year). As of June 30, 2011, the City had $34,564,960
in actuarially accrued liabilities under the Supplemental Plan. As of July 18, 2013, the
Supplemental Plan was 74.3% funded, with approximately $8.9 million in UAAL. In Fiscal
Year 2012, the cost to the City on account of benefits provided under the Supplemental Plan was
$131,116. This contribution by the City was in addition to $15,944 contributed by retirees
during Fiscal Year 2012.

Modification of Retiree Benefits

Effective March 1, 2014, the City changed the health insurance coverage offered to
retirees. As described in more detail below, the health benefits a retiree receives from the City
effective March 1, 2014 depend upon whether the retiree is “Medicare eligible.” Generally, a
retiree is Medicare eligible if he or she is age 65 or older and has worked to earn Medicare
coverage or has eligibility through a spouse. In addition, the City provided certain other benefits,
effective as of March 1, 2014 through the remainder of the 2014 calendar year pursuant to the
Retiree Health Care Settlement Agreement effective as of February 14, 2014 (the “Retiree
Settlement Agreement”) between the City, the Retiree Committee, the Detroit Retired City
Employees Association, the Retired Detroit Police and Fire Fighters Association, and AFSCME
Sub-Chapter 98, City of Detroit Retirees.

For coverage from March 1, 2014 through December 31, 2014, Medicare eligible retirees
were able to select one of three Medicare Advantage insurance plans that included health and
drug benefits for which the City pays most or all of the premium. Except for one of the
Medicare Advantage Plan options (BCBSM Medicare Plus Blue PPO), the monthly premium
cost to the Medicare eligible retiree was zero. These new options were available to all City
retirees who were Medicare eligible. Pursuant to the Retiree Settlement Agreement, Medicare-
eligible retirees who opted out of a City-sponsored Medicare Advantage Plan on or prior to
February 7, 2014 were automatically enrolled in a City-sponsored Health Reimbursement
Arrangement (“HRA”). The City provided each enrolled retiree with a vested $115 monthly
contribution credit to his or her HRA during the remainder of 2014, which will carry forward
until used by the retiree or otherwise forfeited under terms to be negotiated by the parties to the
Retiree Settlement Agreement. In addition, retirees were provided an opportunity to opt out of a
City-sponsored Medicare Advantage Plan after February 7, 2014 and before by June 20, 2014
and receive an HRA with credits for the months they were not covered under the City-sponsored
Medicare Advantage Plan. If an individual was a Medicare eligible retiree, these were the only
choices that the City offered for health coverage for 2014.

Effective March 1, 2014, non-Medicare eligible retirees were required to obtain their own
health insurance coverage (for themselves, their spouses or their dependent family members).
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Under the Patient Protection and Affordable Care Act (the “Affordable Care Act”), Health
Insurance Marketplaces – also known as “exchanges” – were to be made available in every state,
including Michigan. Non-Medicare eligible retirees were permitted to enroll in and obtain an
individual insurance policy to cover the retiree and his or her family from the Health Insurance
Marketplace that served the state where the retiree lived. A non-Medicare eligible retiree also
may have been eligible to enroll in coverage offered by their current employer or their spouse’s
employer. For most non-Medicare eligible retirees, effective March 1, 2014, the City agreed to
provide a stipend of $125 per month ($300 or $400 per month for duty disabled non-Medicare
retirees, depending upon whether the disabled person was a uniformed retiree). Eligible retirees
were permitted to use this stipend for any purpose, including to defray the cost of premiums for
health insurance coverage acquired through a Health Insurance Marketplace, through the
retiree’s or the retiree’s spouse’s employer or through other available health insurance programs.

Pursuant to the Retiree Settlement Agreement, the City agreed to (a) increase the $125
stipend by $50 (capped in the aggregate at $3,000,000) for certain eligible retirees who
purchased coverage through a Health Insurance Marketplace and whose household income was
$75,000 or less; (b) pay an additional $125 stipend (capped in the aggregate at $2,500,000) for
certain eligible retirees whose spouse purchased coverage through a Health Insurance
Marketplace and whose household income was $75,000 or less; (c) increase the stipend to $300
per month for non-Medicare-eligible retirees age 65 or older; and (d) provide an increased
stipend for retirees living in states that did not expand Medicaid whose household income is less
than 100% of the federal poverty level. Under the Retiree Settlement Agreement, the City also
agreed to make a Blue Cross Blue Shield of Michigan fully-insured group health plan available
to Non-Medicare eligible retirees in 2014. The City agreed to provide a monthly stipend of $100
to each Retiree who enrolled in the City group plan, beginning with the May 1, 2014 payment.
No other City subsidy or payment was available to a retiree enrolled in the City group plan
unless either (a) the retiree qualified for a duty-disability stipend in which case he or she received
the stipend available for duty-disabled retirees or (b) the retiree qualified for the $300 per month
stipend available to non-Medicare eligible retirees who are age 65 and older, in which case he or
she received the stipend available for such retirees.

The City no longer subsidizes dental and vision coverage, effective March 1, 2014, for
any retirees. All retirees, regardless of age or Medicare eligibility, who wanted dental and vision
coverage were required to pay the full cost of such coverage. The City offered Blue Cross Blue
Shield of Michigan dental, Golden Dental, Inc. and two different Heritage Vision plan options.
All other plan options were eliminated.

The revised coverages provided by the City will be in effect until December 31, 2014.
The coverages added pursuant to the Retiree Settlement Agreement will be in effect through
mid-2015.

Citywide OPEB Settlement Under the Plan of Adjustment

The Plan of Adjustment would settle all citywide OPEB claims. Under the Plan of
Adjustment, from and after January 1, 2015, the City would no longer sponsor and maintain
retiree health or death benefits programs (“Retiree Welfare Benefits”) for existing retirees
(meaning individuals who retired on or before December 31, 2014) and their surviving
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beneficiaries, spouses and dependents. Instead, for these individuals who are GRS retirees
(“VEBA Beneficiaries”), the City would establish a voluntary employees’ beneficiary
association (“Detroit General VEBA”). The City will establish a separate VEBA for PFRS
retirees, with a separate funding source, which is not an obligation of the Department. The
Detroit General VEBA would be a trust under the governance of a board of trustees that will be
responsible for providing retiree health benefits beginning January 1, 2015 to VEBA
Beneficiaries. On the effective date of the Plan of Adjustment, the City would provide the
Detroit General VEBA with a portion of the New B Notes in the principal amount of $218
million. The Detroit General VEBA may also receive additional contributions from sources
other than the City or the Department, including contingent additional distributions from the
Disputed COP Claims Reserve, described in the Plan of Adjustment.

The Detroit General VEBA board of trustees would be responsible for, among other
things, determining the level of and distributing Retiree Welfare Benefits to VEBA
Beneficiaries. It is not anticipated that the funding will be sufficient to provide benefits at the
same level of Retiree Welfare Benefits provided to GRS retirees and their beneficiaries during
the period beginning March 2014.

Implications of the Citywide OPEB Settlement for the Department

The Department will be responsible for its allocable share of the portion of the New B
Notes relating to settlement of OPEB claims, consistent with prior years’ formulas for allocation
of OPEB contributions on a pay-as-you-go basis. The 40 year projections indicate that the
Department’s total OPEB settlement payments, in the form of New B Notes, will be equal to
$105 million. This represents a pro-rata share of the citywide settlement. If the City does not
make the payments under the New B Notes, the Detroit General VEBA board of trustees will
have the right to sue the City for payment.

Other OPEB Liabilities

As described above, under the Plan of Adjustment and effective as of January 1, 2015,
the Detroit General VEBA is the sole source of Retiree Welfare Benefits for the VEBA
Beneficiaries. Employees of the City and the Department who retire on or after January 1, 2015
may be eligible for Retiree Welfare Benefits, which benefits will be an obligation of the City and
the Department. The terms of these benefits are the subject of ongoing negotiations between the
City and various unions that represent City and Department employees.

FEASIBILITY CONSULTANT’S REPORT

The Department has engaged The Foster Group, LLC to conduct an evaluation of the
Sewage Disposal System, including information about the financial feasibility of completing the
CIP. A copy of the report (the “Feasibility Report”) summarizing the findings of the Feasibility
Consultant’s evaluation is included as APPENDIX A. Set forth below are the Feasibility
Consultant’s findings and conclusions with respect to the financial feasibility of the potential
2014 DWSD Refinancing Bonds. The Feasibility Consultant’s Report should be read in its
entirety for a complete understanding of the assumptions, considerations, estimates and
calculations upon which these conclusions are based.
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The Department’s current wastewater rates are below the average of those in
effect in comparably sized cities. While faced with additional capital expenditures to
ensure reliability of service, the projected increases in the Department’s wastewater rates
through 2019 are expected to be comparable to what will be experienced in other large
metropolitan areas.

In addition to the relatively low wastewater rates, the Department’s current
water rates are competitive with those in effect in comparably sized cities. The supply
and price of water, coupled with the availability of wastewater treatment, should continue
to be a positive factor in attracting and maintaining industry to the System’s service area.

The Department’s financial plan is sound, supported by gradual rate increases,
and is expected to be sufficient to adequately fund the CIP and other programs necessary
to meet System obligations.

The Department’s current fiscal policies and plans are designed to result in
continued improvements in the current financial position of the System, including
reported debt service coverage and changes in net assets. Continued implementation of
the optimization program, assisted by further implementation of the District Court
Orders, should further enhance these policies.

The revenues pledged as security for the potential 2014 DWSD Refinancing
Bonds are projected to be sufficient to comply with rate covenants required by the Bond
Ordinance and the targets established by Board of Water Commissioners policy.

The coverage requirements contained in the Bond Ordinance authorizing the
potential issuance of the 2014 DWSD Refinancing Bonds will be met so long as after
issuance of the 2014 DWSD Refinancing Bonds, it can be demonstrated that (compared
with the debt service schedules in existence prior to the issuance of the 2014 DWSD
Refinancing Bonds) savings will result in each Fiscal Year thereafter until maturity.

SYSTEM EVALUATION REPORT

The Department has engaged Orchard, Hiltz & McCliment, Inc. (the “Engineering
Advisor”) to conduct an evaluation of the physical condition of the Sewage Disposal System,
determine whether the Sewage Disposal System is being operated and maintained in a manner to
achieve their operating goals, and determine if the CIP appropriately addresses identified
rehabilitation and repair needs. A copy of the report (the “System Evaluation Report”)
summarizing the findings of the Engineering Advisor’s evaluation is included as APPENDIX B.
Set forth below are the Engineering Advisor’s opinions with respect to the evaluation. The
System Evaluation Report should be read in its entirety for a complete understanding of the
assumptions, considerations, estimates and calculations upon which these opinions are based.

The performance of the Department’s wastewater treatment plan has
improved considerably over the past few years. Since the start of 2012, only three
violations of NPDES permit limits have occurred. All three violations were relatively
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minor, which indicates that the Department has addressed the basic issues that led to the
chronic violations experienced in prior years.

The combined sewer overflow facilities are also reporting good compliance.
Only three facilities have experienced a single fecal coliform violation since the start of
2012. Two facilities were unable to achieve the total residual chlorine goal for two events
and five facilities were unable to achieve the total residual chlorine goal for one event.
Considering that the operators are trying to minimize the total residual chlorine at the
same time as achieving the fecal coliform kill, the results are very good.

The current five-year CIP addresses the most critical needs in the system
observed during the site visits. This assumes that the Northeast Pumping Station
improvements will be handled by OMID rather than the Department.

The condition at the various facilities varied, but all were rated either good or
adequate. This reflects significant capital reinvestment in the facilities over the last 10 to
15 years.

Due to the City Bankruptcy Case and the Department organizational
optimization program, staff expressed concerns about uncertainty over their personal
future. It is anticipated that many of the issues will be addressed in the next few months,
but it is likely that staff anxiety will take a while to abate. In the short-run, staff concerns
are likely to result in retirement of some experienced staff. The Department has
historically been successful in dealing with similar issues utilizing personal service
contracts and obtaining staffing services through consultant contracts. Therefore, it is
expected that sufficient staff will be available to adequately staff the facilities.

The Department pumping facilities were in good condition and the majority
had emergency backup electric power supply. The pumping facilities which did not have
emergency backup electric power supply had the option of a moveable power generator
hook up. The Department has recently switched electrical power supply from Detroit
Public Lighting Department to DTE, a more reliable electric power supply utility.

The Department’s wastewater treatment plant is in good condition and a
number of upgrades are either completed or ongoing, to replace old equipment with new
equipment and rehabilitate the facility. In the solids handling area of the Department’s
wastewater treatment plant dewatering and incineration facilities, a number of active
projects indicate the Department is focusing on upgrading needed areas of Department’s
wastewater treatment plant to be in compliance.

The Department’s CSO facilities are in good condition and older facilities are
being rehabilitated. Recently the Department started operating CSO facilities in
coordination with the Department’s wastewater treatment plant operation, as allowed for
in the new permit, which has resulted in less discharge of undisinfected effluent at
Department’s wastewater treatment plant.

In general it was observed that the Department is moving towards more
automation of operations at the CSO facilities and the Department’s wastewater treatment
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plant. Pumping facilities are fully automated. It was observed that the Department has
significantly more pumping and solids dewatering capacity than required, which makes
the facilities more reliable in case of maintenance or outage of individual units.

LITIGATION

The Department has not been served with any litigation, and to the best of the
Department’s knowledge, there is no threatened litigation against the Department seeking to
restrain or enjoin the tender offer, the potential sale of the 2014 DWSD Refinancing Bonds,
affecting the security pledged therefor or questioning or affecting the validity of the proceedings
or authority under which the 2014 DWSD Refinancing Bonds were issued. Neither the creation,
organization or existence of the Department, nor the title of any of the present members or other
officers of the Department to their respective offices, is being contested. The Department has not
been served with any litigation and, to the best of the Department’s knowledge, there is no
litigation threatened which in any manner questions the right of the Board of Water
Commissioners to adopt the DWSD Resolution or any supplemental resolution or to secure the
2014 DWSD Refinancing Bonds in the manner provided in the DWSD Resolution and Act 94.

Except as noted in this section, the Department has not been served with any litigation
which is expected to have a material impact on the Department’s operations or revenues and, to
the best of the Department’s knowledge, there is no threatened litigation against the Department
which is expected to have a material impact on the Department’s operations or revenues. The
Macomb Interceptor Drain Drainage District (“MIDDD”) filed a lawsuit against the Department
alleging breach of contract related to the Department’s transfer of the Macomb Interceptor to
MIDDD. After the City filed its Chapter 9 Bankruptcy Case, MIDDD filed a claim in the
Bankruptcy Case, and has placed a value on this claim of $26 million. The Bankruptcy Court has
determined that the claim shall be valued at $26 million for purposes of voting on the Plan of
Adjustment only. [Docket No. 6162.] The City has objected to the allowance of this claim, and a
hearing on such objection is scheduled for October 1, 2014. Prior to the filing of the Bankruptcy
Case, the Department successfully defended a tort action by MIDDD based on similar facts.

Multiple appeals have been filed in United States v. City of Detroit. Most recently, the
City filed a Notice of Appeal on May 22, 2013, challenging the District Court Orders and the
Order of Dismissal (Appeal No. 13-1708). On July 30, 2013, the Court of Appeals for the Sixth
Circuit issued an order holding the case in abeyance pending the City’s Bankruptcy Case.

U.S. Bank National Association, as the DWSD Trustee, is currently withdrawing
$300,000 per month from DWSD Indenture funds for extraordinary expenses related to the
City’s Chapter 9 proceeding. As of March 28, 2014, the DWSD had deducted a total of
$2,300,000 from DWSD accounts in compensations for its and its counsel and advisor’s fees and
expenses. On April 4, 2014, the Department filed a Motion for Order, Pursuant to 11 U.S.C.
§ 105, Amending and Clarifying Fee Review Order Dated September 11, 2013 (the “Fee Review
Order”), requesting that the Fee Review Order be amended to require that the fees and expenses
of the DWSD Trustee, and its retained professionals be reviewed by the Fee Examiner and
subject to the Fee Review Order. On May 29, 2014, the Bankruptcy Court entered its Order
Amending and Clarifying Fee Review Order of September 11, 2013, declaring that the DWSD
Trustee’s fees and expenses are subject to the Fee Review Order. Furthermore, the DWSD
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Trustee and the Department must confer with the Fee Examiner to establish a procedure for the
expeditious review of all fees billed to date.

On July 20, 2014, a group of Detroit residents, along with several non-profit
organizations, filed a complaint in the Bankruptcy Court seeking declaratory and injunctive relief
with respect to the billing and collection policies of the Department. The plaintiffs contend the
policies relating to notice of bills, the manner in which payments may be made and remedies for
collection of accounts, including termination of services, violate various provisions of the United
States and State Constitutions and provisions of the Bankruptcy Code. The plaintiffs seek,
among other things, an injunction preventing further termination of service until new
constitutional policies are in place and a water affordability plan, under which charges for
Department services would be based on the income of the resident, is implemented. On July 30,
2014, an amended complaint was filed seeking essentially the same relief. Since this litigation
has just commenced no response has been filed, but the Department strongly believes its policies
are both legal and appropriate and intends to vigorously defend this lawsuit.

RATINGS

Rating Implications of Plan of Adjustment

Prior to the City’s filing of a Plan of Adjustment proposing the impairment of a portion of
the DWSD Bonds, all of the DWSD Bonds were rated investment grade by Fitch Ratings
(“Fitch”), Moody’s Investor’s Service (“Moody’s”) and Standard and Poor’s Ratings Services
(“S&P”). As of the date of this Disclosure Statement, Fitch, Moody’s and S&P all have lowered
their ratings of the DWSD Bonds to below investment grade as a result of the City’s bankruptcy
filing. In the event the Bankruptcy Court confirms the City’s current Plan of Adjustment,
including the current plan’s provisions impairing the DWSD Bonds, the City anticipates that the
rating agencies will take additional negative ratings actions, including imposition of a “D” rating
or its equivalent on all impaired DWSD Bonds and an “SD” (selective default) rating or its
equivalent on all other DWSD Bonds. There can be no assurance that any rating agency will
agree to restore investment grade ratings to the Tender Bonds.

The table below shows a recent history of the ratings in effect for Senior Lien DWSD
Bonds and Second Lien DWSD Bonds. Ratings reflect only the views of Fitch, Moody’s and
S&P and an explanation of the significance of such ratings may be obtained from Fitch, Moody’s
and S&P.

Senior Lien DWSD Bonds Second Lien DWSD Bonds
At December 31 Moody's S&P Fitch Moody's S&P Fitch

2010 Aa3 A+ AA- A1 A A+
2011 A1 A+ A A2 A A-
2012 Baa3 A+ A- Ba1 A BBB+
2013 B1 BB- BBB+ B2 BB- BBB

Current B1 CCC BB+ B2 CCC BB
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Potential for Distressed Exchange Ratings Treatment During Invitation Tender Offer
Period

The rating agencies may or may not apply their “distressed exchange” treatment to the
ratings of the DWSD Bonds during the Invitation and Tender Offer Period. Such treatment, if
applied, may result in a temporary reduction of the DWSD Bond ratings to a “DE” (“distressed
exchange”) or equivalent rating level for the duration of the Invitation’s Tender Offer Period,
until the tender offer has been consummated and potentially for a period of unknown duration
thereafter. There can be no assurance that any rating agency will agree to restore investment
grade ratings to the Tender Bonds.

Ratings Requests to Restore Investment Grade Ratings on Outstanding DWSD Bonds and
for the 2014 DWSD Refinancing Bonds

In connection with the issuance of any 2014 DWSD Refinancing Bonds, the Department
intends to request a restoration to investment grade levels of the ratings assigned by Fitch,
Moody’s and S&P to all of the Tender Bonds and the assignment of investment grade ratings to
the 2014 DWSD Refinancing Bonds and, to that end, will provide certain information and
materials to such rating agencies with respect to the 2014 DWSD Refinancing Bonds. There can
be no assurance that any rating agency will agree to restore investment grade ratings to the
Tender Bonds or assign ratings to the 2014 DWSD Refinancing Bonds or, if any or all agencies
agree to assign such ratings, no prediction is made as to the level of such rating or ratings.

DEALER MANAGER

The City has retained Citigroup Global Markets Inc. to act on its behalf as Dealer
Manager for this Invitation. The City will pay the Dealer Manager a fee of $1.00 for each
$1,000 principal amount of the Tender Bonds described in this Invitation. In addition, the City
will pay the Dealer Manager its reasonable out-of-pocket costs and expenses relating to this
Invitation. Any reference in this Invitation to the Dealer Manager is to Citigroup Global Markets
Inc. in its capacity as the Dealer Manager.

The Dealer Manager may contact Bondholders of the Tender Bonds regarding this
Invitation and may request brokers, dealers, custodian banks, depositories, trust companies and
other nominees to forward this Invitation and the Other Tender Materials to beneficial owners of
the Tender Bonds.

Citigroup Global Markets Inc. will also be acting as the senior managing underwriter of
the 2014 DWSD Refinancing Bonds and will be paid an underwriting discount in its role as
underwriter of the 2014 DWSD Refinancing Bonds.

The Dealer Manager or an affiliate thereof may, if necessary, purchase the 2014 DWSD
Refinancing Bonds as interim financing bonds.

One or more affiliates of the Dealer Manager currently own $94,035,000 of the Tender
Bonds which may be offered and purchased pursuant to the Invitation.
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FINANCIAL ADVISOR

First Southwest Company is acting as Financial Advisor (the “Financial Advisor”) to the
Department in connection with the Invitation. The Financial Advisor’s fee for services rendered
with respect to the Invitation is $197,500.

The Financial Advisor has provided the following statement for inclusion in this
Disclosure Statement: The Financial Advisor has reviewed the information in this Disclosure
Statement in accordance with, and as part of, its responsibilities to the Department, but the
Financial Advisor does not guarantee the accuracy or completeness of such information.

FINANCIAL CONSULTANT TO THE BOARD OF WATER COMMISSIONERS

Ramirez & Co., Inc. is acting as the Financial Consultant to the Board of Water
Commissioners in connection with the Invitation (“Board Financial Consultant”). The Board
Financial Consultant’s fee for services rendered with respect to the Invitation is $76,500.

CONTINUING DISCLOSURE COMPLIANCE

Prior Continuing Disclosure Non-Compliance by the City

The City has entered into a number of continuing disclosure undertakings required by
Rule 15c2-12 (the “Rule”) promulgated by the Securities and Exchange Commission in
connection with bonds previously issued by the City to finance improvements to the Sewage
Disposal System. During the past five years, the City has not complied in all material respects
with its obligations under such continuing disclosure undertakings, including filings of its annual
financial information and updates to certain financial and operating data.

Specifically, from Fiscal Years 1996 through 2013, the City was unable to provide annual
financial information within the time periods specified in the applicable agreements. The
continuing disclosure undertakings entered into by the City in connection with its prior bond
issuances to finance improvements to the Sewage Disposal System required filing of annual
financial information within a specified time period ranging from 180 to 360 days of the City’s
Fiscal Year end. The audited financial statement for Fiscal Year 2009 was filed on June 4, 2010.
The audited financial statement for Fiscal Year 2010 was filed on December 28, 2010. The
audited financial statement for Fiscal Year 2011 was filed on January 30, 2013. The audited
financial statement for Fiscal Year 2012 was filed on January 27, 2013. The audited financial
statement for Fiscal Year 2013 was filed on July 29, 2014.

From Fiscal Years 1996 through 2013, the City failed to file required updates to the
financial and operating data in connection with its prior bond issuances to finance improvements
to the Sewage Disposal System. On July 29, 2014 the City filed updates to such financial and
operating data, but such filing was incomplete in certain respects.

A failure by the City to comply with the undertakings must be reported by the City in
accordance with the Rule and must be considered by any broker, dealer or municipal securities
dealer before recommending the purchase or sale in the secondary market of bonds issued by the
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City. Consequently, such failure may adversely affect the marketability and liquidity of bonds
issued by the City and the market price thereof.

The Department’s Disclosure Dissemination Agent

In order to provide continuing disclosure with respect to the 2014 DWSD Refinancing
Bonds in accordance with the Rule, the Department has entered into a Disclosure Dissemination
Agent Agreement (“Disclosure Dissemination Agreement”) with Digital Assurance Certification,
L.L.C. (“DAC”), under which the Department 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 the Department 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 content of any disclosures
or notice made 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 Financial Information, Audited Financial Statements, notice of the occurrence of
reportable events or voluntary disclosures, or any other information, disclosures or notices
provided to it by the Department and shall not be deemed to be acting in any fiduciary capacity
for the Department, the Bondholders or any other party. The Disclosure Dissemination Agent
has no responsibility for the Department’s failure to report to the Disclosure Dissemination
Agent a Notice 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 Department has complied with the Disclosure Dissemination Agreement. The Disclosure
Dissemination Agent may conclusively rely upon certifications of the Department at all times.

OTHER MATTERS

The summaries and explanations herein of provisions of Act 94, other public acts of
Michigan, and other materials are brief summaries of certain provisions thereof. Such summaries
do not purport to be complete and reference is made to such instruments, documents and other
materials for full and complete statements of the provisions thereof.

The information contained in this Disclosure Statement has been compiled or prepared
from sources deemed to be reliable and, while not guaranteed as to completeness or accuracy, is
believed to be correct as of this date. Any statements involving matters of opinion, whether or
not expressly so stated, are intended as such and not as representations of fact.

The attached Appendices are an integral part of this Disclosure Statement and must be
read in their entirety together with all of the foregoing information.
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CITY OF DETROIT, MICHIGAN

By /s/ Kevyn D. Orr
Emergency Manager

DETROIT WATER AND SEWERAGE
DEPARTMENT

By /s/ Sue F. McCormick
Director
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INVITATION TO TENDER BONDS
IN THE AGGREGATE PRINCIPAL AMOUNT OF 

$2,433,140,000
CITY OF DETROIT, MICHIGAN

DETROIT WATER AND SEWERAGE DEPARTMENT
WATER SUPPLY SYSTEM BONDS

THIS INVITATION WILL EXPIRE AT 5:00 P.M., NEW YORK CITY TIME, ON AUGUST 21, 2014 UNLESS 
EARLIER TERMINATED OR EXTENDED.  

Pursuant to this Invitation to Tender Bonds (this “Invitation”), the City of Detroit, County of Wayne, State of Michigan (the 
“City”), upon authorization from (i) the Board of Water Commissioners (the “BOWC”) of the Detroit Water and Sewerage Department 
(“DWSD”) and (ii) Kevyn D. Orr, emergency manager of the City (the “Emergency Manager”), invites each owner (a “Bondholder”) of 
those certain outstanding Water Supply System bonds, in the aggregate principal amount of $2,433,140,000, as described more specifically 
on Schedule A attached to this Invitation (collectively referred to as the “Tender Bonds”) to submit an offer (each, an “Offer,” and 
collectively, the “Offers”) to sell all or a portion of the Tender Bonds (the “Offered Bonds”) held by such Bondholder to the City at the 
applicable purchase prices for the Tender Bonds set forth on Schedule A attached to this Invitation (the “Purchase Price”), subject to the 
conditions and upon the terms specified in this Invitation.  Bondholders of the Tender Bonds that are purchased by the City will receive on 
the Settlement Date (as defined herein) the Purchase Price plus accrued interest on such Tender Bonds through the date immediately 
preceding the Settlement Date.  The Settlement Date is scheduled to occur on September 4, 2014, but may be rescheduled as described 
herein.

To make an informed decision as to whether, and how, to offer its Tender Bonds, a Bondholder must read this Invitation and all of 
the Other Tender Materials (as defined herein) carefully and consult with its broker, account executive, financial advisor and/or other 
financial professional.  This Invitation, the Other Tender Materials and other information with respect to this Invitation are available from the 
Dealer Manager and the Information and Tender Agent and at www.bondcom.com/DWSD.

Any Bondholder wishing to offer its Tender Bonds pursuant to this Invitation should follow the procedures more fully described 
herein.  Institutional investors with questions about this Invitation should contact the Dealer Manager.  Individual investors and their brokers, 
account executives, financial advisors and other financial professionals with questions about this Invitation should contact the Information 
and Tender Agent.

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission and may not be withdrawn except in the 
limited circumstances under “TERMS OF THIS INVITATION—Irrevocability of Offers Upon Submission” herein.

Key Dates and Times
All of these dates and times are subject to change.  All times are New York City time.

Notices of changes will be sent in the manner provided for in this Invitation.

Expiration Date ........................................................................................................................................August 21, 2014, 5:00 p.m.
Announcement of Acceptance or Rejection of Offered Bonds.................................................................August 22, 2014, 5:00 p.m.
Settlement Date.  Payment made on all accepted Offered Bonds.......................................................................... September 4, 2014

The Dealer Manager for this Invitation is:

Citigroup Global Markets Inc.
390 Greenwich Street, 2nd Floor, New York, NY 10013

David M. Brownstein, 212-723-5570, david.m.brownstein@citi.com
Mike Leffler, 212-723-4453, mike.leffler@citi.com

Shai Markowicz, 212-723-5135, shai.markowicz@citi.com

The Information and Tender Agent for this Invitation is:

Bondholder Communications Group
30 Broad Street 46th Floor, New York, NY 10004

Attention: Denise Waters
Call Toll Free:  (888) 385-BOND or (888) 385-2663

Web site: www.bondcom.com/DWSD   E-mail: Dwaters@bondcom.com

Date of this Invitation to Tender Bonds: August 7, 2014
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This Invitation has not been approved or disapproved by the Securities and Exchange 
Commission or any state securities commission nor has the Securities and Exchange Commission or any 
state securities commission passed upon the fairness or merits of this Invitation or upon the accuracy or 
adequacy of the information contained in this Invitation.  Any representation to the contrary is a criminal 
offense.

This Invitation is not being made to, and offers will not be accepted from or on behalf of, 
Bondholders in any jurisdiction in which this Invitation or the acceptance thereof would not be in 
compliance with the laws of such jurisdiction.  In those jurisdictions whose laws require this Invitation to 
be made through a licensed or registered broker or dealer, this Invitation is being made on behalf of the 
City by the Dealer Manager.

No dealer, salesperson or other person has been authorized to give any information or to make 
any representation not contained in this Invitation and the Other Tender Materials and, if given or made, 
such information or representation may not be relied upon as having been authorized by the City.

The delivery of this Invitation and the Other Tender Materials shall not under any circumstances 
create any implication that the information contained herein and therein is correct as of any time 
subsequent to the date hereof or that there has been no change in the information set forth herein and 
therein or in any attachments hereto and thereto or materials delivered herewith and therewith or in the 
affairs of the City since the date hereof.

This Invitation and the Other Tender Materials contain statements relating to future results that 
are “forward-looking statements.”  When used in this Invitation and the Other Tender Materials, the 
words “estimate,” “anticipate,” “forecast,” “project,” “intend,” “propose,” “plan,” “expect” and similar 
expressions identify forward-looking statements.  Such statements are subject to risks and uncertainties 
that could cause actual results to differ materially from those contemplated in such forward-looking 
statements.  Any forecast is subject to such uncertainties.  Inevitably, some assumptions used to develop 
the forecasts will not be realized and unanticipated events and circumstances may occur.  Therefore, there 
are likely to be differences between forecasts and actual results, and those differences may be material.
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INVITATION TO TENDER BONDS
IN THE AGGREGATE PRINCIPAL AMOUNT OF 

$2,433,140,000
CITY OF DETROIT, MICHIGAN

DETROIT WATER AND SEWERAGE DEPARTMENT
WATER SUPPLY SYSTEM BONDS

INTRODUCTION

General

Pursuant to this Invitation to Tender Bonds (this “Invitation”), the City of Detroit, County of 
Wayne, State of Michigan (the “City”), upon authorization from (i) the Board of Water Commissioners 
(the “BOWC”) of the Detroit Water and Sewerage Department (“DWSD”) and (ii) Kevyn D. Orr, 
emergency manager of the City (the “Emergency Manager”), invites each owner (a “Bondholder”) of 
those certain outstanding Detroit Water and Sewerage Department Water Supply System bonds, in the 
aggregate principal amount of $2,433,140,000, as described more specifically on Schedule A attached to 
this Invitation (collectively referred to as the “Tender Bonds”) to submit an offer (each, an “Offer,” and 
collectively the “Offers”) to sell all or a portion of the Tender Bonds (the “Offered Bonds”) held by such 
Bondholder to the City at the applicable purchase prices set forth on Schedule A attached to this 
Invitation (the “Purchase Price”).

Each Bondholder is invited by the City to offer to sell to the City for cash all or any part of its 
beneficial ownership interests in the Tender Bonds (in any authorized denominations) at the applicable 
Purchase Price.  All of the Tender Bonds are held in book-entry form through banks and brokers that are 
participants in DTC.  As a result, beneficial Bondholders may only offer their Tender Bonds through the 
financial institution account where their Tender Bonds are held at DTC.  See “TERMS OF THIS 
INVITATION” below for more information on how a Bondholder can offer its Tender Bonds.

The City will review, and may accept, the Offers in accordance with the procedures set forth in 
this Invitation.
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To make an informed decision as to whether, and how, to offer its Tender Bonds, a Bondholder
must read the following documents carefully and consult with its broker, account executive, financial 
advisor and/or other financial professional:

(1) This Invitation,

(2) The Questions and Answers dated August 7, 2014, attached hereto as Appendix A 
(the “Questions and Answers”),

(3) The Disclosure Statement dated August 7, 2014, attached hereto as Appendix B 
(the “Disclosure Statement”),

(4) The Letter from the City dated August 7, 2014, attached hereto as Appendix C 
(the “City Letter”), and

(5) The Bondholder’s Instructions, attached hereto as Appendix D (the 
“Bondholder’s Instructions”).

The Questions and Answers, the Disclosure Statement, the City Letter and the Bondholder’s 
Instructions are collectively referred to herein as the “Other Tender Materials.”  This Invitation and the 
Other Tender Materials and such other information with respect to this Invitation are and will be available 
from the Information and Tender Agent at www.bondcom.com/DWSD or by calling toll-free at (888) 
385-2663 or by emailing the Information and Tender Agent at Dwaters@bondcom.com.

None of the City, the DWSD, the Emergency Manager, the Dealer Manager (as defined 
herein), the Financial Advisor (as defined herein), the Board Financial Consultant (as defined 
herein) or the Information and Tender Agent (as defined herein) makes any recommendation that 
any Bondholder tender or refrain from tendering all or any portion of its Tender Bonds or makes 
any representation that the Purchase Prices as set forth on Schedule A of this Invitation are 
indicative of market prices.  Each Bondholder must make these decisions and should read this 
Invitation and the Other Tender Materials and consult with its broker, account executive, financial 
advisor and/or other financial professional in making these decisions.

Subject to satisfaction of the conditions described herein and in the Other Tender Materials, the 
Offered Bonds accepted by the City for purchase will be paid for on the “Settlement Date,” which is 
scheduled to occur on September 4, 2014, but may be rescheduled to a date earlier or later than that date
by the City in its sole discretion.  See “TERMS OF THIS INVITATION—Settlement Date; Purchase of 
Offered Bonds.”

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission and may 
not be withdrawn except in the limited circumstances described under “TERMS OF THIS 
INVITATION—Irrevocability of Offers Upon Submission” herein.

The City is under no obligation to accept for purchase all or any of the Offered Bonds.  The 
City may decide to purchase less than all (or none) of the Offered Bonds. See “TERMS OF THIS 
INVITATION—Determination of Amounts to be Purchased” for more information on the selection 
of Offered Bonds to be purchased, if any.

The City reserves the right to extend or amend this Invitation prior to the Expiration Date 
(as defined herein).  See “TERMS OF THIS INVITATION—Extension, Termination and 
Amendment of Offer; Changes to Terms.”
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Plan of Finance and Purpose of the Tender Offer

The Plan of Adjustment currently pending before the United States Bankruptcy Court hearing the 
City’s Chapter 9 bankruptcy case (the “Bankruptcy Court”) would impair certain classes of the City’s 
Water Supply System Revenue and Revenue Refunding Bonds (the “DWSD Water Bonds”) and the 
City’s Sewage Disposal System Revenue and Revenue Refunding Bonds (the “DWSD Sewer Bonds,”
and collectively with the DWSD Water Bonds, the “DWSD Bonds”), including by eliminating the call 
protection or reducing the interest rates on such DWSD Bonds. The City is undertaking this Invitation as 
part of a plan of finance to reduce the debt service costs related to the Tender Bonds and remove the risk 
to DWSD’s future costs by the impairment noted above on certain classes of the DWSD Bonds.  See 
“CITY OF DETROIT BANKRUPTCY MATTERS” in the Disclosure Statement.

The City plans to purchase Offered Bonds only to the extent it can realize sufficient savings, with 
sufficiency to be determined in the City’s sole discretion. An Invitation to Tender regarding the DWSD 
Sewer Bonds (collectively with this Invitation, the “Invitations”) is also being issued concurrently with 
the issuance of this Invitation as part of the City’s plan of finance.  To provide funds to purchase all 
DWSD Bonds offered and accepted by the City pursuant to the terms of both Invitations, the City 
proposes to issue, via public offering or private placement, one or more series of the Sewage Disposal 
System Revenue Refunding Bonds and Water Supply System Revenue Refunding Bonds, including if 
necessary, interim financing bonds (collectively, the “2014 DWSD Refinancing Bonds”). The City has 
obtained a conditional commitment to purchase interim financing bonds, which commitment is subject to 
the negotiation and execution of definitive agreements and the satisfaction of certain closing conditions.

If the City in its sole discretion determines to accept for purchase DWSD Bonds offered by 
Bondholders pursuant to the Invitations, prior to the Settlement Date the City would request that the 
Bankruptcy Court enter an order (the “Bankruptcy Order”) authorizing the City’s issuance of the 2014 
DWSD Refinancing Bonds to purchase the DWSD Bonds offered and accepted pursuant to the terms of 
the Invitations. In addition, on the Settlement Date, the City would file an amended Plan of Adjustment 
with the Bankruptcy Court that would remove the provisions contained in the current Plan of Adjustment 
that impair certain classes of the DWSD Bonds, including, without limitation, those provisions which
provide for the impairment of the interest rate and call protection in respect of the DWSD Bonds. Under 
such amended Plan of Adjustment, all of the DWSD Bonds that are not purchased pursuant to the 
Invitations would be unimpaired.

To the extent the City elects, in its sole discretion, not to purchase DWSD Bonds pursuant to the
Invitations, or the purchase of DWSD Bonds pursuant to the Invitations does not close for any reason, no 
amended Plan of Adjustment that unimpairs the DWSD Bonds would be filed, and the treatment of the 
DWSD Bonds under the Plan of Adjustment, as currently proposed, would continue to include an 
impairment of certain of the DWSD Bonds as identified on Schedule A.

In either event, there can be no assurance that the Plan of Adjustment that is confirmed by the 
Bankruptcy Court will ultimately impair or not impair any DWSD Bonds.  There can also be no assurance 
that any Plan of Adjustment will be confirmed by the Bankruptcy Court.  Moreover, any order of the 
Bankruptcy Court confirming the Plan of Adjustment may be appealed to a higher court.  Even if 
confirmed, there can be no assurance if or when the Plan of Adjustment will become effective or 
ultimately be consummated.

The purchase of DWSD Bonds offered and accepted pursuant to the Invitations is conditioned 
upon receipt by the City of all legally required approvals to issue the 2014 DWSD Refinancing Bonds, 
the City completing the issuance of the 2014 DWSD Refinancing Bonds on terms satisfactory to it, with 
net proceeds sufficient to pay the Purchase Price of the DWSD Bonds to be purchased and other 
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conditions set forth in the Invitations. No assurances can be given that the 2014 DWSD Refinancing 
Bonds will be issued in an amount sufficient to pay the Purchase Prices of the DWSD Bonds offered and 
accepted pursuant to the Invitations or that the purchase of such DWSD Bonds will be completed. See 
“TERMS OF THIS INVITATION—Funds for Purchase of Offered Bonds; Reduction of Offered Bonds 
Accepted” and “—Conditions to Purchase” below.

The 2014 DWSD Refinancing Bonds are not being offered for sale by this Invitation. The City 
expects to disseminate offering documents with respect to the 2014 DWSD Refinancing Bonds upon its 
acceptance of Offered Bonds pursuant to this Invitation.

By offering their Tender Bonds pursuant to this Invitation, Bondholders shall be deemed to 
have acknowledged and represented to the City that they have received, and have had the opportunity 
to review, this Invitation and the Other Tender Materials prior to making the decision as to whether or 
not they should submit an Offer.

Dealer Manager, Financial Advisor, Board Financial Consultant and Information and Tender 
Agent

Citigroup Global Markets Inc. is acting as the Dealer Manager for this Invitation (the “Dealer 
Manager”).  Institutional investors with questions about this Invitation should contact the Dealer 
Manager.  The Dealer Manager or an affiliate thereof will also be the senior managing underwriter for or 
the purchaser of the 2014 DWSD Refinancing Bonds.  Individual investors with questions about this 
Invitation should contact Bondholder Communications Group, which serves as Information and Tender 
Agent (the “Information and Tender Agent”) for this Invitation.  First Southwest Company is acting as 
Financial Advisor (the “Financial Advisor”) to the DWSD in connection with this Invitation, and Ramirez 
Co., Inc. is acting as Financial Consultant to the BOWC (the “Board Financial Consultant”) in connection 
with this Invitation.

Brokerage Commissions and Bank Processing Fee

Bondholders will not be obligated to pay any brokerage commissions or bank processing fees to 
the City, the Dealer Manager, the Financial Advisor, the Board Financial Consultant or the Information 
and Tender Agent in connection with this Invitation.  However, Bondholders should check with their 
broker, account executive, bank, financial institution or financial advisor to determine whether they will 
charge any commissions or fees.

Purchased Bonds to be Cancelled

Any Offered Bonds which the City purchases pursuant to this Invitation will be cancelled.  

Prevailing Time

All times in this Invitation are New York City time.

TERMS OF THIS INVITATION

Expiration Date; Offers Only Through ATOP System; Information to Bondholders

This Invitation will expire at 5:00 p.m., New York City time, on August 21, 2014 unless earlier 
terminated or extended (the “Expiration Date”).  Offers to sell any Tender Bonds received after 5:00 
p.m., New York City time, on the Expiration Date will not be considered.
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All of the Tender Bonds are held in book-entry-only form through the facilities of The Depository 
Trust Company (“DTC”).  The City, acting through the Information and Tender Agent, has made
arrangements with DTC to use DTC’s Automated Tender Offer Program (the “ATOP System”).  A 
Bondholder who is not a DTC participant must make Offers to sell its Offered Bonds by making 
arrangements with and instructing its broker, bank, account executive or other financial institution which 
maintains the account in which its Offered Bonds are held (each a “Financial Representative”), to submit 
the Bondholder’s Offer through the ATOP System.  To ensure a Bondholder’s Offer is submitted via the 
ATOP System by 5:00 p.m., New York City time, on the Expiration Date, a Bondholder must provide 
instructions to its Financial Representative in sufficient time for the Financial Representative to submit 
Offers by this deadline.  A Bondholder should contact its Financial Representative for information on 
when it needs the Bondholder’s instructions in order to submit an Offer via the ATOP System by 5:00 
p.m., New York City time, on the Expiration Date.  See “—Transmission of Offers by Financial 
Institutions; ATOP System.”

The City, the Dealer Manager, the Financial Advisor, the Board Financial Consultant and the 
Information and Tender Agent are not responsible for making or transmitting any Offer or for any 
mistakes, errors or omissions in the making or transmission of any Offer.

The City may give information about this Invitation to the market and Bondholders by delivery of 
the information to the following institutions: Bloomberg Financial Market Systems, the Municipal 
Securities Rulemaking Board through its Electronic Municipal Market Access system (“EMMA”) and 
DTC and by posting information to the Information and Tender Agent’s website at 
www.bondcom.com/DWSD. These institutions and the Information and Tender Agent’s website are 
collectively referred to herein as the “Information Services.”  Delivery by the City of information to the 
Information Services will be deemed to constitute delivery of this information to each Bondholder.

The City, the Emergency Manager, the Dealer Manager, the Financial Advisor, the Board 
Financial Consultant and the Information and Tender Agent have no obligation to ensure that a 
Bondholder actually receives any information given to the Information Services.

Provisions Applicable to all Offers

A Bondholder should ask its broker, account executive, financial advisor or other financial 
professional for advice in determining whether to offer its Tender Bonds of any CUSIP number and the 
principal amounts thereof to offer.  A Bondholder also should inquire as to whether its Financial 
Representative will charge a fee for submitting Offers or for purchases of the Offered Bonds.  The City, 
the Dealer Manager, the Financial Advisor, the Board Financial Consultant and the Information and 
Tender Agent will not charge any Bondholder for making an Offer or for purchase of Offered Bonds if its 
Offer is accepted.

Each Offer must include the CUSIP numbers and the principal amounts of the Offered Bonds (in 
authorized denominations for each CUSIP number).  A Bondholder should consult its broker, account 
executive, financial advisor or other financial professional for instructions on making an Offer and refer 
to the form of Bondholder’s Instructions attached hereto and posted at www.bondcom.com/DWSD.

“All or none” offers are not permitted.

All Offers must be made through the DTC participants holding the Tender Bonds, who must 
transmit Offers through the ATOP System.  The City will not accept any Offers that are not transmitted
through the ATOP System.  See “—Transmission of Offers by Financial Institutions; the ATOP System.”
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A Bondholder may only offer to sell Tender Bonds it owns.  By submitting an Offer, a 
Bondholder warrants that it has, at the time of the Offer, and will have on the Settlement Date, full 
authority to transfer and sell such Tender Bonds, and that the transferee will acquire good title, free and 
clear of all liens, charges, encumbrances, conditional sales agreements or other obligations or adverse 
claims.  All tenders shall survive the death or incapacity of the tendering Bondholder.

A Bondholder who would like to receive information furnished by the City to the Information 
Services must make appropriate arrangements with its Financial Representative, financial advisor or other 
financial professional, the Information and Tender Agent or the Information Services.  All information 
furnished by the City to the Information Services may be retrieved at www.bondcom.com/DWSD.

Transmission of Offers by Financial Institutions; ATOP System

Offers to sell Tender Bonds may only be transmitted to the City through the DTC participant 
holding the Tender Bonds.  Any financial institution that is a participant in DTC may transmit a book-
entry offer of the Tender Bonds through the ATOP System in accordance with DTC’s procedures.  
Concurrently with such transmission of Tender Bonds through the ATOP System, an Agent’s Message 
(as described below) must be received by the Information and Tender Agent through the ATOP System
by not later than 5:00 p.m., New York City time, on the Expiration Date. The term “Agent’s Message” 
means a message transmitted by DTC to, and received by, the Information and Tender Agent which states 
that DTC has received an express acknowledgment from the DTC participant on behalf of the beneficial 
Bondholder making an Offer of the Offered Bonds, stating the CUSIP number(s) and the principal 
amount(s) of the Offered Bonds that have been offered pursuant to this Invitation and to the effect that 
such participant (and beneficial Bondholder) agrees to be bound by the terms of this Invitation. 

Bondholders who are not DTC participants can only make Offers by making arrangements with 
and instructing their Financial Representative to submit the Bondholders’ Offer through the ATOP 
System.  To ensure a Bondholder’s Offer is submitted through the ATOP System by 5:00 p.m., New York 
City time, on the Expiration Date, a Bondholder must provide instructions to its Financial Representative 
in sufficient time for the Financial Representative to submit its Offer via the ATOP System by this 
deadline.  Bondholders should contact their Financial Representative for information on how and when 
they need to submit instructions to the Financial Representative in order for such Financial Representative 
to transmit an Offer through the ATOP System by 5:00 p.m., New York City time, on the Expiration 
Date.

Real Time Reporting Of Tender Results Via The BondCom Ticker

The Information and Tender Agent operates a real-time internet-based reporting system 
(the “BondCom Ticker”) which delivers real-time reports of Offers received by the City
aggregated by CUSIP numbers.  The BondCom Ticker is available free of charge to all 
Bondholders and the general public at www.bondcom.com/DWSD.

Determinations as to Form and Validity of Offers; Right of Waiver and Rejection

All questions as to the validity, including the time of receipt of the Agent’s Message by the 
Information and Tender Agent, eligibility and acceptance of any Offers will be determined by the City in 
its sole discretion and will be final, conclusive and binding.

The City reserves the right to waive any irregularities or defects in any Offer.  The City, the 
Dealer Manager, the Financial Advisor, the Board Financial Consultant and the Information and Tender 
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Agent are not obligated to give notice of any defects or irregularities in Offers and they will have no 
liability for failing to give such notice.

The City reserves the absolute right to reject any and all Offers, whether or not they comply 
with the terms of this Invitation and the Other Tender Materials.

Irrevocability of Offers Upon Submission

All Offers by Bondholders to sell Tender Bonds are irrevocable upon submission via the 
ATOP System and may not be withdrawn, except in the limited circumstances described herein.   

If (a) the City amends the applicable Purchase Price with respect to any Tender Bond or (b) at any 
time prior to the Settlement Date, the City determines that a material event has occurred, the City will 
submit an amendment or supplement to this Invitation and the Other Tender Materials providing notice of 
such events to the Information Services (including by posting such amendment and supplement to the 
Information and Tender Agent’s website at www.bondcom.com/DWSD).  In connection with such notice, 
the City in its sole discretion may extend the Expiration Date to allow reasonable time for dissemination 
of such information to Bondholders and for Bondholders to respond.  

Upon any such notice of such amendment or supplement, a Bondholder would have the 
opportunity to submit via the ATOP System to the Information and Tender Agent by not later than 5:00 
p.m., New York City time, on the Expiration Date a request to withdraw an Offer that was submitted prior 
to the publication of such notice.  Any such request must include the name of the beneficial Bondholder, 
the reason for the requested withdrawal and the contact information for the beneficial Bondholder.  Upon 
completion of the withdrawal of such Offer, the beneficial Bondholder may cause an amended Offer to be 
transmitted via the ATOP System by not later than 5:00 p.m., New York City time, on the Expiration 
Date.  An amended Offer must specify the CUSIP numbers and the principal amounts of the Offered 
Bonds (in authorized denominations).  

All notices of requests for withdrawal in the limited circumstances described above and amended 
Offers must be made through the ATOP System.  The City will not accept notices of requests for 
withdrawal or any amended Offers that are not made through the ATOP System.  Bondholders who are 
not DTC participants can only withdraw their Offers in the limited circumstances described above by 
making arrangements with and instructing their Financial Representative to submit a request for 
withdrawal through the ATOP System.  A Bondholder should consult its broker, account executive, 
financial advisor or other financial professional for instructions on withdrawing an Offer or making an 
amended Offer.  All questions as to the eligibility and validity of a request for withdrawal (including the 
time of receipt) will be determined by the City in its sole discretion and will be final, conclusive and 
binding.

Determination by the City of Offered Bonds to Accept for Purchase

The City shall be under no obligation to accept for purchase any Offered Bond.  The City will 
determine which Offered Bonds, if any, it will accept for purchase.  The City, therefore, has the right to 
purchase all, some or none of the Offered Bonds.  The City plans to accept Offered Bonds for purchase 
only to the extent it can realize sufficient savings, determined in its sole discretion.  See 
“INTRODUCTION – Plan of Financing and Purpose of Tender Offer.”

The purchase of Offered Bonds accepted by the City is subject to satisfaction of certain 
conditions.  See “—Conditions to Purchase.”
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Notice of Acceptance or Rejection of Offered Bonds

The acceptance and rejection of Offered Bonds will be made by notification to the Information 
Services (including by posting such information to the Information and Tender Agent’s website at 
www.bondcom.com/DWSD) by 5:00 p.m., New York City time, on the first business day after the 
Expiration Date. This notification will state the principal amounts and the CUSIP numbers (or Contra 
CUSIP numbers, as applicable) of the Offered Bonds that the City has accepted for purchase and the 
Offered Bonds that the City has declined for purchase.  Promptly after the giving of any such notice, the 
City will instruct DTC to release to the offering Bondholders all Offered Bonds that were not accepted for 
purchase.  

After accepting Offered Bonds, the City may determine to purchase only a portion of the Offered 
Bonds it previously accepted for purchase.  See “—Funds for Purchase of Offered Bonds; Reduction of 
Offered Bonds Accepted” herein.  In the event certain conditions to purchase Offered Bonds are not 
satisfied (or waived with respect to the City Conditions (as defined herein)), the Offered Bonds will not 
be purchased.  See “—Conditions to Purchase.”

Settlement Date; Purchase of Offered Bonds

Subject to the satisfaction of each of the conditions to purchase as described herein and in the 
Other Tender Materials, the Offered Bonds accepted by the City will be purchased on the Settlement 
Date.  The Settlement Date is expected to be September 4, 2014.  The City may, in its sole discretion, 
change the Settlement Date by giving notice to the Information Services (including by posting such 
information to the Information and Tender Agent’s website at www.bondcom.com/DWSD) by 9:00 a.m., 
New York City time, on the previously scheduled Settlement Date, provided, however, the City will not 
change the Settlement Date to a date later than September 22, 2014, or such later date that the City 
determines to be necessary as described under “Offers are Irrevocable Upon Submission”.  If all 
conditions to the City’s purchase of Offered Bonds are not satisfied and the City does not complete the 
purchase of the Offered Bonds by the Settlement Date (as the same may be changed by the City by giving 
notice in the manner described in the preceding sentence), the City will not have any liability or 
obligation to any Bondholder to purchase any Offered Bonds, and the City will release the Offered Bonds 
for transmission to Bondholders.

Subject to the satisfaction of each of the conditions to purchase as described herein and in the 
Other Tender Materials, payment by the City will be made in immediately available funds on the 
Settlement Date by deposit with DTC of the aggregate Purchase Price of and accrued interest on the 
Offered Bonds accepted for purchase.  It is expected that, in accordance with DTC’s standard procedures, 
DTC will credit the relevant portion of the aggregate Purchase Price and accrued interest to each of its 
participant financial institutions holding the Offered Bonds accepted for purchase on behalf of 
Bondholders, for credit to the accounts of the Bondholders.  The City, the Emergency Manager, the 
Dealer Manager, the Financial Advisor, Board Financial Consultant and the Information and 
Tender Agent have no responsibility or liability for the distribution of the Purchase Price plus 
accrued interest by DTC to the Bondholders.

Funds for Purchase of Offered Bonds; Reduction of Offered Bonds Accepted

Notwithstanding the acceptance for purchase by the City of any amount of Offered Bonds and the 
notice thereof to the Bondholders (as described in “—Notice of Acceptance of Offered Bonds”), the 
purchase of any Offered Bonds accepted by the City pursuant to this Invitation is conditioned upon the 
City receiving sufficient proceeds from the 2014 DWSD Refinancing Bonds and other conditions set for 
in this Invitation. No assurances can be given that the 2014 DWSD Refinancing Bonds will be issued in 
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an amount sufficient to pay the Purchase Price of the Offered Bonds accepted by the City for purchase or 
that the purchase of the DWSD Bonds will be completed. See “INTRODUCTION – Plan of Financing 
and Purpose of Tender Offer.”

After acceptance, the City will offer the 2014 DWSD Refinancing Bonds via public offering or 
private placement.  The amount of the 2014 DWSD Refinancing Bonds to be sold by the City will be 
determined at the time of pricing thereof.  The City in its sole discretion may determine to sell 2014 
DWSD Refinancing Bonds in an amount that is less than that required to purchase all of the Offered 
Bonds previously accepted pursuant to this Invitation and therefore, purchase only a portion of such 
previously accepted Offered Bonds.  In such case, the City in its sole discretion may choose to accept any 
of the Offered Bonds it previously accepted.  Within a particular Offered Bond, the City may determine to 
accept for purchase only a pro-rata portion of such Offered Bond (rounded to the nearest authorized 
denominations).

Promptly upon such reduction in the Offered Bonds accepted for purchase by the City, notice of 
such reduction will be provided to the Information Services (including by posting such information to the 
Information and Tender Agent’s website at www.bondcom.com/DWSD).  Promptly after the giving of 
any such notice, the City will instruct DTC to release to the offering Bondholders those Offered Bonds 
that the City has determined not to purchase.

Conditions to Purchase

Notwithstanding any notice of acceptance for purchase of any Offered Bonds, the City will not be 
required to purchase any such Offered Bonds, and will incur no liability as a result, if, before payment for 
such Offered Bonds:

1. On the Settlement Date, the City does not file with the Bankruptcy Court an amended
Plan of Adjustment that would remove all provisions contained in the current Plan of 
Adjustment impairing any DWSD Bonds; 

2. The Bankruptcy Court does not issue the Bankruptcy Order authorizing the City’s 
issuance of the 2014 DWSD Refinancing Bonds to purchase the Offered Bonds;  

3. By 1:00 p.m., New York City time, on the Settlement Date, the City does not, for any 
reason, have sufficient funds from the proceeds of the 2014 DWSD Refinancing Bonds to
pay for the purchase of such Offered Bonds;

4. Litigation or another proceeding is pending or threatened which the City believes may, 
directly or indirectly, have an adverse impact on this Invitation or the expected benefits 
of this Invitation to the City or the Bondholders or the validity or enforceability of the 
Bankruptcy Order;

5. A war, national emergency, banking moratorium, suspension of payments by banks, a 
general suspension of trading by the New York Stock Exchange or a limitation of prices 
on the New York Stock Exchange exists and the City believes this fact makes it 
inadvisable to proceed with the purchase of such Offered Bonds; or

6. A material change in the business or affairs of the City which the City believes makes it 
inadvisable to proceed with the purchase of such Offered Bonds.
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The conditions described in paragraphs 1, 2 and 3 above (the “Non-Waivable Conditions”) are 
conditions that cannot be waived by the City.  If any of the Non-Waivable Conditions are not satisfied on 
or prior to the Settlement Date, the City will not purchase any Offered Bonds.

The conditions described in paragraphs 4, 5 and 6 above (the “City Conditions”) are for the sole 
benefit of the City and may be asserted by the City, on or prior to the Settlement Date, regardless of the 
circumstances giving rise to any of the City Conditions or may be waived by the City in whole or in part 
at any time and from time to time in its discretion.  The failure by the City at any time to exercise any of 
these rights with respect to the City Conditions will not be deemed a waiver of any of these rights, and the 
waiver of these rights with respect to particular facts and other circumstances will not be deemed a waiver 
of these rights with respect to any other facts and circumstances.  Each of these rights will be deemed an 
ongoing right of the City which may be asserted at any time and from time to time prior to the Settlement 
Date.  Any determination by the City concerning the events described in this paragraph will be final and 
binding upon all parties.  If, on or prior to the Settlement Date, the City asserts any of its rights with 
respect to the City Conditions, the City will have the absolute right to cancel its obligations to purchase 
any Offered Bonds without any liability to any Bondholder.

If the Offered Bonds are not purchased on the Settlement Date, the City will promptly instruct 
DTC to release to the offering Bondholders all Offered Bonds.

Extension, Termination and Amendment of Offer; Changes to Terms

The City has the right to extend the Expiration Date of this Invitation, as to any or all of the 
Tender Bonds, to any date in its sole discretion, provided that a notice of any extension of the Expiration 
Date is given to the Information Services (including by posting such notice to the Information and Tender 
Agent’s website at www.bondcom.com/DWSD) not later than 9:00 a.m., New York City time, on the 
second business day after the then scheduled Expiration Date.

The City also has the right to terminate this Invitation at any time by giving notice prior to the 
Expiration Date to the Information Services (including by posting such notice to the Information and 
Tender Agent’s website at www.bondcom.com/DWSD) of such termination.  The termination would be 
effective at the time specified in such notice.

The City also has the right to amend or waive the terms of this Invitation (other than the Non-
Waivable Conditions) and at any time by giving notice to the Information Services (including by posting 
such notice to the Information and Tender Agent’s website at www.bondcom.com/DWSD) of such
amendment or waiver.  Such amendment or waiver would be effective at the time specified in such notice.

If the City extends the Expiration Date of this Invitation, or amends the terms of this Invitation
(including a waiver of any term other than the Non-Waivable Conditions) in any material respect, the City
may (but is not required to) disseminate additional materials and/or extend the Expiration Date to the 
extent required to allow reasonable time for dissemination to Bondholders and for Bondholders to 
respond.

No extension, termination or amendment of this Invitation (or waiver of any terms of this 
Invitation) will change the City’s right to decline to purchase any Offered Bonds without liability.  See 
“—Conditions to Purchase.”
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Representations by Tendering Bondholders to the City 

By making Offers, Bondholders will be deemed to have represented to and agreed with the City
that:  (a) they have made their own independent decisions to make an Offer, as to the terms thereof, and 
whether their Offer is appropriate for them; (b) such decisions were based upon their own judgment and 
upon advice from such advisors as they have consulted; (c) they are not relying on any communication 
from the City as investment advice or as a recommendation to make an Offer, it being understood that the 
information from the City related to the terms and conditions of this Invitation shall not be considered 
investment advice or a recommendation to make an Offer; (d) they are capable of assessing the merits of 
and understanding (on their own and/or through independent professional advice), and do understand and 
accept, the terms and conditions of this Invitation; and (e) they have received, and have had the 
opportunity to review, this Invitation and the Other Tender Materials prior to making the decision as to 
whether or not they should offer their Tender Bonds.

DISCLOSURE STATEMENT

Certain information regarding the DWSD, the Tender Bonds, the other DWSD Bonds and the 
plan of finance is set forth in the Disclosure Statement, which is attached hereto as Appendix B and is 
incorporated herein by reference.  To make an informed decision as to whether and how to offer any 
Tender Bonds, a Bondholder is advised to read the entire Disclosure Statement, in addition to this 
Invitation and the Other Tender Materials.

ADDITIONAL CONSIDERATIONS

In deciding whether to offer any Tender Bonds pursuant to this Invitation, each Bondholder
should consider carefully, in addition to the other information contained in this Invitation and the Other 
Tender Materials, the following:

The City May Redeem, Purchase or Exchange the Tender Bonds At More or Less Favorable 
Prices Than the Applicable Purchase Prices under this Invitation.  The City reserves the right to, and 
may decide to, redeem or acquire some or all of the Tender Bonds through optional redemptions, open 
market purchases, privately negotiated transactions, subsequent tender offers, exchange offers or 
otherwise, upon such terms and at such prices as it may determine, which may be more or less than the 
applicable Purchase Prices as set forth on Schedule A to this Invitation and could be for cash or other 
consideration.  Any future redemptions, open market purchases, privately negotiated transactions, tender 
offers or exchange offers may be on the same terms or on terms that are more or less favorable to 
Bondholders of the Tender Bonds than the terms of this Invitation.  The decision to enter into any future 
transactions and the terms of any such future transactions will depend on various factors existing at that 
time.  There can be no assurance as to which of these alternatives, if any, the City will ultimately choose 
to pursue in the future.

Market for the Tender Bonds.  The Tender Bonds are not listed on any national or regional 
securities exchange or reported on a national quotation system.  To the extent that the Tender Bonds are 
traded, their prices may fluctuate greatly depending on the trading volume and the balance between buy 
and sell orders.  Bondholders may be able to effect a sale of the Tender Bonds at prices higher than the 
applicable Purchase Prices described in this Invitation.  None of the City, the DWSD, the Emergency 
Manager, the Dealer Manager, the Financial Advisor, the Board Financial Consultant or the 
Information and Tender Agent makes any recommendation that any Bondholder tender or refrain 
from tendering all or any portion of its Tender Bonds or makes any representation that the 
Purchase Prices as set forth on Schedule A of this Invitation are indicative of market prices.  
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Treatment of the Tender Bonds Not Purchased.  The Tender Bonds not offered and purchased 
pursuant to this Invitation will remain outstanding until maturity, redemption or defeasance.  If the City 
purchases any Tender Bonds or any DWSD Sewer Bonds pursuant to the Invitations, the City would file 
an amended Plan of Adjustment with the Bankruptcy Court that would remove the provisions contained 
in the current Plan of Adjustment that impair certain classes of the DWSD Bonds, including, without 
limitation, those provisions which provide for the impairment of the interest rate and call protection in 
respect of the DWSD Bonds.  Under such amended Plan of Adjustment, all of the DWSD Bonds that are 
not purchased pursuant to the Invitations would be unimpaired. To the extent the City elects, in its sole 
discretion, not to purchase any DWSD Bonds pursuant to the Invitations, or the purchase of DWSD 
Bonds pursuant to the Invitation does not close for any reason, the treatment of the DWSD Bonds under 
the Plan of Adjustment, as currently proposed, would include an impairment of certain of the DWSD 
Bonds as identified on Schedule A.

Certain Potential Adverse Effects of this Invitation on the Tender Bonds Not Purchased.  The 
purchase by the City of any Offered Bonds could have adverse effects on owners of the Tender Bonds not 
purchased pursuant to this Invitation, including, among others, the principal amount of the Tender Bonds
of that CUSIP number available to trade publicly will be reduced, which could adversely affect the 
liquidity and market value of the Tender Bonds of that CUSIP number that remain outstanding.

Ongoing Mediation Regarding Creation of a Regional Water Authority. There is ongoing 
mediation involving the City and the Counties of Macomb, Oakland and Wayne with respect to the 
creation of a regional water authority.  No prediction can be made as to the outcome of such mediation or 
its effect on the DWSD Bonds, including the value thereof.  See “THE DEPARTMENT—Ongoing 
Discussion of Formation of Regional Water Authority” in the Disclosure Statement.

CERTAIN FEDERAL INCOME TAX CONSEQUENCES

The City has been advised that sales by Bondholders pursuant to this Invitation will be taxable 
transactions for federal income tax purposes.  The tax consequences of a sale of the Tender Bonds 
pursuant to this Invitation may vary depending upon, among other things, the particular circumstances of 
the tendering Bondholder.  Bondholders should consult their tax advisor with respect to the proper tax 
treatment of any sale pursuant to this Invitation, in light of their individual tax situation.

Amounts paid to Bondholders tendering their Bonds for purchase may be subject to “backup 
withholding” (“Backup Withholding”) by reason of the events specified by Section 3406 of the Internal 
Revenue Code of 1986, as amended, and Treasury Regulations promulgated thereunder (collectively, the 
“Code”), which include failure of a Bondholder to supply their Financial Representative with such 
Bondholder’s taxpayer identification number certified under penalty of perjury.  Backup Withholding 
may also apply to Bondholders who are otherwise exempt from such Backup Withholding if such 
Bondholders fail to properly document their status as exempt recipients.

This federal income tax discussion (the “General Federal Tax Discussion”) is included for 
general information only and should not be construed as a tax opinion nor tax advice by the City or any of 
its advisors or agents to Bondholders.  Bondholders are hereby notified that any discussion of federal 
income tax issues contained or referred to herein is not intended or written to be used, and cannot be used 
by Bondholders, for the purposes of avoiding penalties that may be imposed on them under the Code.  
The General Federal Tax Discussion does not purport to address all aspects of federal income taxation 
that may be relevant to particular Bondholders (e.g., a foreign person, bank, thrift institution, personal 
holding company, tax-exempt organization, regulated investment company, insurance company, or other 
broker or dealer in securities or currencies).  In addition to federal tax consequences, the sale or exchange 
of the Tender Bonds may be treated as a taxable event for other state and local and foreign tax purposes.  
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Bondholders should not rely upon the General Federal Tax Discussion and are urged to consult their own 
tax advisors to determine the particular federal, state or local tax consequences of offer of sales made by 
them pursuant to this Invitation, including the effect of possible changes in the tax laws.

BANK PROCESSING FEE; ELIGIBLE INSTITUTIONS ARE NOT AGENTS

The City will pay or cause to be paid to any commercial bank or trust company having an office, 
branch or agency in the United States, and any firm which is a member of the Financial Industry 
Regulatory Authority, or of a registered national securities exchange (an “Eligible Institution”), the 
following bank processing fee for Offered Bonds purchased by the City from each of its retail customers:  
(1) $10.00 per $1,000 of principal amount of Offered Bonds for the first $50,000 of Offered Bonds 
purchased from each retail customer, (2) $5.00 per $1,000 of principal amount of Offered Bonds in excess 
of $50,000 and up to $250,000 of Offered Bonds purchased from such retail customer and (3) $2.50 per 
$1,000 of principal amount of Offered Bonds in excess of $250,000 and up to $5,000,000 purchased from 
such retail customer.  A “retail customer” is an individual who manages his or her own investments and 
whose investments are not managed by an investment manager or bank trust department that holds the 
investments of that individual in a separate account in the name of that individual.  

Eligible Institutions must submit requests for payment of bank processing fees online at 
www.bondcom.com/DWSD no later than 5:00 p.m., New York City time, on the fifth calendar day 
immediately following the Expiration Date, unless earlier terminated or extended.  No payment of a bank 
processing fee will be made on requests received after this time.  No bank processing fee will be paid on 
requests improperly submitted or for Offered Bonds not purchased by the City.

Eligible Institutions are not agents of the City for this Invitation.

REIMBURSEMENT OF FINANCIAL INSTITUTION EXPENSES FOR FORWARDING 
INVITATION AND OTHER TENDER OFFER MATERIALS

The City will reimburse financial institutions their reasonable out-of-pocket expenses incurred in 
forwarding this Invitation and the Other Tender Materials to the Bondholders whose Tender Bonds they 
hold (and to the Bondholders’ account executives), and in handling and forwarding Offers to tender 
Offered Bonds.  The reimbursement for forwarding such materials will be at the amounts established by 
the New York Stock Exchange.  Requests for reimbursement of out-of-pocket expenses must be made to 
the Information and Tender Agent, online at www.bondcom.com/DWSD no later than 5:00 p.m., New 
York City time, on the fifth calendar day immediately following the Expiration Date.  No reimbursement 
will be made on requests received after this time.

DEALER MANAGER

The City has retained Citigroup Global Markets Inc. to act on its behalf as Dealer Manager for 
this Invitation.  The City will pay the Dealer Manager a fee of $1.00 for each $1,000 principal amount of 
the Offered Bonds purchased by the City pursuant to this Invitation. In addition, the City will pay the 
Dealer Manager its reasonable out-of-pocket costs and expenses relating to this Invitation.  Any reference
in this Invitation to the Dealer Manager is to Citigroup Global Markets Inc. in its capacity as the Dealer 
Manager.

The Dealer Manager may contact Bondholders of the Tender Bonds regarding this Invitation and 
may request brokers, dealers, custodian banks, depositories, trust companies and other nominees to 
forward this Invitation and the Other Tender Materials to beneficial owners of the Tender Bonds.
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Citigroup Global Markets Inc. will also be acting as the senior managing underwriter of the 2014 
DWSD Refinancing Bonds and will be paid an underwriting discount in its role as underwriter of the 
2014 DWSD Refinancing Bonds.  The Dealer Manager or an affiliate thereof may, if necessary, purchase 
the 2014 DWSD Refinancing Bonds as interim financing bonds.

The Dealer Manager and one or more of its affiliates together own $97,585,000 of the DWSD 
Bonds ($94,035,000 of DWSD Sewer Bonds and $3,550,000 of DWSD Water Bonds) which may be 
offered and purchased pursuant to the Invitations.

FINANCIAL ADVISOR

First Southwest Company is acting as Financial Advisor to the DWSD in connection with the
Invitations for the DWSD Bonds.  The Financial Advisor’s fee for services rendered with respect to the 
Invitations for the DWSD Bonds is $395,000.

         FINANCIAL CONSULTANT TO THE BOWC

Ramirez & Co., Inc. is acting as the Board Financial Consultant to the BOWC in connection with 
the Invitations for the DWSD Bonds. The Board Financial Consultant’s fee for services rendered with 
respect to the Invitations for the DWSD Bonds is $153,000.

MISCELLANEOUS

No one has been authorized by the City, DWSD, the BOWC, the Emergency Manager, the Dealer 
Manager, the Financial Advisor, the Board Financial Consultant or the Information and Tender Agent to 
recommend to any Bondholder whether to offer any amount of the Tender Bonds pursuant to this 
Invitation.  No one has been authorized to give any information or to make any representation in 
connection with this Invitation other than those contained herein and in the Other Tender Materials.  Any 
recommendations, information and representations given or made cannot be relied upon as having been 
authorized by the City, DWSD, the BOWC, the Emergency Manager, the Dealer Manager, the Financial 
Advisor, the Board Financial Consultant or the Information and Tender Agent.

None of the City, DWSD, the BOWC, the Emergency Manager, the Dealer Manager, the 
Financial Advisor, the Board Financial Consultant or the Information and Tender Agent makes any 
recommendation that any Bondholder tender or refrain from tendering all or any portion of the principal 
amount of such Bondholder’s Bonds.  Each Bondholder must make these decisions and should read this 
Invitation and the Other Tender Materials and consult with its broker, account executive, financial advisor 
and/or other financial professional in making these decisions.

Institutional investors with questions about this Invitation should contact the Dealer Manager.  
Individual investors and their brokers, account executives, financial advisors or other financial 
professionals with questions about this Invitation should contact the Information and Tender Agent.  The 
contact information for the Dealer Manager and the Information and Tender Agent are as follows:

Dealer Manager

Citigroup Global Markets Inc.
390 Greenwich Street, 2nd Floor, New York, NY 10013

David M. Brownstein, 212-723-5570, david.m.brownstein@citi.com
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Mike Leffler, 212-723-4453, mike.leffler@citi.com
Shai Markowicz, 212-723-5135, shai.markowicz@citi.com

Information and Tender Agent:

Bondholder Communications Group
30 Broad Street 46th Floor New York, NY 10004

Attention: Denise Waters
Call Toll Free:  (888) 385-BOND or (888) 385-2663

Web site: www.bondcom.com/DWSD   E-mail: Dwaters@bondcom.com

CITY OF DETROIT, MICHIGAN

By /s/   Kevyn D. Orr
Emergency Manager

DETROIT WATER AND SEWERAGE 
DEPARTMENT

By /s/   Sue F. McCormick
Director
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Schedule A:  TENDER BONDS SUBJECT TO THE 
INVITATION TO TENDER AND PURCHASE PRICES
Detroit Water and Sewerage Department – Water System

Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
Total 1,476,465,000

251255TP0 1993 Senior 12,910,000 6.500% 7/1/15 NPFG      102.500 
251255XN0 1997A Senior 6,910,000 6.000% 7/1/15 NPFG      102.250 
251255A21 2001A Senior 73,790,000 5.000% 7/1/30 9/2/14 NPFG      100.000 
2512556V2 2001C Second 365,000 4.250% 7/1/15 FGIC / BHAC      100.500 
2512556W0 2001C Second 380,000 4.250% 7/1/16 FGIC / BHAC      103.000 
2512556X8 2001C Second 390,000 4.250% 7/1/17 FGIC / BHAC      104.300 
2512556Y6 2001C Second 415,000 4.250% 7/1/18 FGIC / BHAC      104.900 
2512557L3 2001C Second 20,090,000 4.500% 7/1/29 7/1/18 FGIC / BHAC        89.500 
2512557K5 2001C Second 18,815,000 4.750% 7/1/29 7/1/18 FGIC / BHAC        92.168 
251255D77 2003A Senior 500,000 4.500% 7/1/19 9/2/14 NPFG      100.000 
251255D93 2003A Senior 250,000 4.700% 7/1/21 9/2/14 NPFG      100.000 
251255E27 2003A Senior 3,550,000 4.750% 7/1/22 9/2/14 NPFG      100.000 
2512555F8 2003A Senior 9,970,000 5.000% 7/1/25 9/2/14 NPFG      100.000 
251255K20 2003A Senior 20,955,000 5.000% 7/1/26 9/2/14 NPFG      100.000 
251255K38 2003A Senior 21,900,000 5.000% 7/1/27 9/2/14 NPFG      100.000 
251255E68 2003A Senior 121,660,000 5.000% 7/1/34 9/2/14 NPFG      100.000 
2512555H4 2003B Second 41,770,000 5.000% 7/1/34 9/2/14 NPFG        92.750 
251255J22 2003C Senior 2,120,000 4.250% 7/1/15 9/2/14 NPFG      100.000 
251255J30 2003C Senior 2,620,000 5.250% 7/1/16 9/2/14 NPFG      100.000 
251255J48 2003C Senior 2,655,000 5.250% 7/1/17 9/2/14 NPFG      100.000 
251255J55 2003C Senior 2,930,000 5.250% 7/1/18 9/2/14 NPFG      100.000 
251255J63 2003C Senior 2,790,000 5.250% 7/1/19 9/2/14 NPFG      100.000 
251255J71 2003C Senior 2,965,000 5.250% 7/1/20 9/2/14 NPFG      100.000 
251255J89 2003C Senior 4,580,000 5.000% 7/1/21 9/2/14 NPFG      100.000 
251255J97 2003C Senior 4,665,000 5.000% 7/1/22 9/2/14 NPFG      100.000 
2512552U8 2003D Senior 335,000 4.100% 7/1/15 NPFG      100.750 
2512552V6 2003D Senior 350,000 4.200% 7/1/16 NPFG      103.096 
2512552W4 2003D Senior 360,000 4.250% 7/1/17 7/1/16 NPFG      102.800 
2512552X2 2003D Senior 370,000 4.250% 7/1/18 7/1/16 NPFG      102.380 
2512553B9 2003D Senior 82,930,000 5.000% 7/1/33 7/1/16 NPFG        97.412 
2512553H6 2004A Second 4,475,000 5.250% 7/1/15 NPFG      101.250 
2512553S2 2004A Second 14,505,000 4.500% 7/1/25 7/1/16 NPFG        96.699 
2512554B8 2004B Senior 90,000 4.000% 7/1/15 NPFG      100.500 
2512554D4 2004B Senior 3,545,000 4.250% 7/1/16 NPFG      101.670 
2512554F9 2004B Senior 350,000 4.250% 7/1/17 7/1/16 NPFG      102.800 
251255M93 2005A Senior 85,000 3.850% 7/1/15 NPFG      100.500 
251255Q99 2005A Senior 2,145,000 5.000% 7/1/15 NPFG      101.500 
251255N27 2005A Senior 95,000 3.900% 7/1/16 7/1/15 NPFG      102.000 
251255R23 2005A Senior 2,265,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251255N35 2005A Senior 125,000 4.000% 7/1/17 7/1/15 NPFG      101.970 
251255R31 2005A Senior 2,370,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251255N43 2005A Senior 20,000 4.000% 7/1/18 7/1/15 NPFG      101.950 
251255R49 2005A Senior 2,615,000 5.000% 7/1/18 7/1/15 NPFG      103.410 
251255N50 2005A Senior 2,790,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251255N68 2005A Senior 2,955,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
251255N76 2005A Senior 3,030,000 5.000% 7/1/21 7/1/15 NPFG      103.258 
251255N84 2005A Senior 3,225,000 5.000% 7/1/22 7/1/15 NPFG      103.208 
251255N92 2005A Senior 3,430,000 5.000% 7/1/23 7/1/15 NPFG      103.157 
251255P25 2005A Senior 3,650,000 5.000% 7/1/24 7/1/15 NPFG      103.107 
251255P33 2005A Senior 3,790,000 5.000% 7/1/25 7/1/15 NPFG      102.880 
251255P41 2005A Senior 4,080,000 5.000% 7/1/26 7/1/15 NPFG      101.493 
251255P58 2005A Senior 4,290,000 5.000% 7/1/27 7/1/15 NPFG      100.690 
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Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*
Purchase Price

(% of Par)
251255P66 2005A Senior 4,615,000 5.000% 7/1/28 7/1/15 NPFG        99.972 
251255P74 2005A Senior 4,890,000 4.500% 7/1/29 7/1/15 NPFG        94.103 
251255P82 2005A Senior 5,145,000 4.500% 7/1/30 7/1/15 NPFG        93.332 
251255P90 2005A Senior 5,415,000 4.500% 7/1/31 7/1/15 NPFG        92.575 
251255Q24 2005A Senior 5,715,000 4.500% 7/1/32 7/1/15 NPFG        91.830 
251255Q32 2005A Senior 19,525,000 4.500% 7/1/35 7/1/15 NPFG        90.661 
2512557S8 2005B Senior 2,225,000 4.000% 7/1/15 FGIC / BHAC      100.000 
2512557T6 2005B Senior 2,305,000 4.000% 7/1/16 FGIC / BHAC      103.000 
2512557U3 2005B Senior 2,385,000 4.000% 7/1/17 FGIC / BHAC      104.929 
2512558G3 2005B Senior 28,415,000 4.750% 7/1/34 7/1/18 FGIC / BHAC        95.089 
2512558J7 2005B Senior 57,500,000 5.250% 7/1/35 7/1/18 FGIC / BHAC        99.697 
251255S71 2005C Senior 9,735,000 5.000% 7/1/15 NPFG      101.500 
251255S89 2005C Senior 17,545,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251255S97 2005C Senior 18,425,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251255T21 2005C Senior 18,700,000 5.000% 7/1/18 7/1/15 NPFG      103.410 
251255T39 2005C Senior 8,245,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251255T47 2005C Senior 8,655,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
251255T54 2005C Senior 9,090,000 5.000% 7/1/21 7/1/15 NPFG      103.258 
251255T62 2005C Senior 9,540,000 5.000% 7/1/22 7/1/15 NPFG      103.208 
251255V44 2006A Senior 7,650,000 5.000% 7/1/15 AG      100.500 
251255W84 2006A Senior 131,150,000 5.000% 7/1/34 7/1/16 AG      100.000 
251256AH6 2006B Second 100,000 4.000% 7/1/15 AG      100.250 
251256AJ2 2006B Second 100,000 4.250% 7/1/16 AG      101.650 
251256AK9 2006B Second 100,000 4.600% 7/1/17 AG      104.090 
251256AL7 2006B Second 100,000 4.800% 7/1/18 AG      105.580 
251255X91 2006C Second 3,725,000 5.000% 7/1/15 AG      101.000 
251255Y74 2006C Second 32,045,000 5.000% 7/1/29 7/1/16 AG        95.343 
251255Y82 2006C Second 146,500,000 5.000% 7/1/33 7/1/16 AG        92.270 
251255Z99 2006D Senior 15,000 4.100% 7/1/15 AG      100.000 
2512552A2 2006D Senior 15,000 4.200% 7/1/16 AG      102.850 
2512552B0 2006D Senior 20,000 4.250% 7/1/17 7/1/16 AG      103.100 
2512552C8 2006D Senior 20,000 4.300% 7/1/18 7/1/16 AG      102.750 
2512552J3 2006D Senior 21,105,000 4.625% 7/1/32 7/1/16 AG        94.442 
2512552K0 2006D Senior 57,650,000 5.000% 7/1/32 7/1/16 AG      100.000 
251256BB8 2011A Senior 3,550,000 5.000% 7/1/15 N/A      101.500 
251256BR3 2011A Senior 28,890,000 5.000% 7/1/36 7/1/21 N/A        95.438 
251256BS1 2011A Senior 224,300,000 5.250% 7/1/41 7/1/21 N/A        95.781 
251256AV5 2011B Senior 1,285,000 3.607% 7/1/16 N/A        98.500 
251256CC5 2011C Senior 7,230,000 4.500% 7/1/27 7/1/21 N/A        95.812 
251256CB7 2011C Senior 44,630,000 5.000% 7/1/41 7/1/21 N/A        92.495 

Bonds Impaired Under Current Plan of Adjustment

CUSIP
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*

Purchase Price
(% of Par)

Total 956,675,000

2512556Z3 2001C Second 12,510,000 5.750% 7/1/19 7/1/18 FGIC / BHAC      108.688 
2512557A7 2001C Second 13,235,000 5.750% 7/1/20 7/1/18 FGIC / BHAC      108.725 
2512557B5 2001C Second 14,025,000 5.750% 7/1/21 7/1/18 FGIC / BHAC      108.200 
2512557C3 2001C Second 14,865,000 5.750% 7/1/22 7/1/18 FGIC / BHAC      107.620 
2512557D1 2001C Second 15,750,000 5.750% 7/1/23 7/1/18 FGIC / BHAC      107.060 
2512557E9 2001C Second 16,690,000 5.750% 7/1/24 7/1/18 FGIC / BHAC      106.520 
2512557F6 2001C Second 17,690,000 5.750% 7/1/25 7/1/18 FGIC / BHAC      105.970 
2512557G4 2001C Second 18,735,000 5.750% 7/1/26 7/1/18 FGIC / BHAC      105.000 
2512557H2 2001C Second 19,945,000 5.750% 7/1/27 7/1/18 FGIC / BHAC      103.739 
2512557J8 2001C Second 4,000,000 5.750% 7/1/28 7/1/18 FGIC / BHAC      102.311 
2512552Y0 2003D Senior 2,585,000 5.000% 7/1/24 7/1/16 NPFG      104.661 
2512552Z7 2003D Senior 29,410,000 5.000% 7/1/27 7/1/16 NPFG      101.760 
2512553A1 2003D Senior 23,920,000 5.000% 7/1/28 7/1/16 NPFG        99.972 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*

Purchase Price
(% of Par)

2512553J2 2004A Second 4,710,000 5.250% 7/1/16 NPFG      103.750 
2512553K9 2004A Second 4,955,000 5.250% 7/1/17 7/1/16 NPFG      105.287 
2512553L7 2004A Second 5,215,000 5.250% 7/1/18 7/1/16 NPFG      105.423 
2512553M5 2004A Second 5,490,000 5.250% 7/1/19 7/1/16 NPFG      105.472 
2512553N3 2004A Second 5,780,000 5.250% 7/1/20 7/1/16 NPFG      105.545 
2512553P8 2004A Second 6,085,000 5.250% 7/1/21 7/1/16 NPFG      105.621 
2512553Q6 2004A Second 6,400,000 5.250% 7/1/22 7/1/16 NPFG      105.659 
2512553R4 2004A Second 6,735,000 5.250% 7/1/23 7/1/16 NPFG      105.677 
2512554C6 2004B Senior 10,000,000 5.000% 7/1/16 NPFG      104.000 
2512554E2 2004B Senior 13,925,000 5.000% 7/1/17 7/1/16 NPFG      104.690 
2512554G7 2004B Senior 14,940,000 5.000% 7/1/18 7/1/16 NPFG      104.721 
2512554H5 2004B Senior 15,810,000 5.000% 7/1/19 7/1/16 NPFG      104.771 
2512554J1 2004B Senior 16,665,000 5.000% 7/1/20 7/1/16 NPFG      104.840 
2512554K8 2004B Senior 16,085,000 5.000% 7/1/21 7/1/16 NPFG      105.250 
2512554L6 2004B Senior 16,935,000 5.000% 7/1/22 7/1/16 NPFG      104.947 
2512554M4 2004B Senior 6,280,000 5.000% 7/1/23 7/1/16 NPFG      104.962 
2512557V1 2005B Senior 2,465,000 5.500% 7/1/18 FGIC / BHAC      110.250 
2512557W9 2005B Senior 2,575,000 5.500% 7/1/19 7/1/18 FGIC / BHAC      109.600 
2512557X7 2005B Senior 2,690,000 5.500% 7/1/20 7/1/18 FGIC / BHAC      109.237 
2512557Y5 2005B Senior 2,905,000 5.500% 7/1/21 7/1/18 FGIC / BHAC      108.700 
2512557Z2 2005B Senior 3,025,000 5.500% 7/1/22 7/1/18 FGIC / BHAC      108.100 
2512558A6 2005B Senior 3,145,000 5.500% 7/1/23 7/1/18 FGIC / BHAC      107.550 
2512558B4 2005B Senior 3,270,000 5.500% 7/1/24 7/1/18 FGIC / BHAC      107.000 
2512558C2 2005B Senior 3,490,000 5.500% 7/1/25 7/1/18 FGIC / BHAC      106.450 
2512558D0 2005B Senior 3,620,000 5.500% 7/1/26 7/1/18 FGIC / BHAC      105.900 
2512558E8 2005B Senior 3,850,000 5.500% 7/1/27 7/1/18 FGIC / BHAC      105.350 
2512558F5 2005B Senior 3,980,000 5.500% 7/1/28 7/1/18 FGIC / BHAC      104.800 
2512558H1 2005B Senior 57,365,000 5.500% 7/1/35 7/1/18 FGIC / BHAC      107.000 
251255V51 2006A Senior 8,030,000 5.000% 7/1/16 AG      104.230 
251255V69 2006A Senior 8,430,000 5.000% 7/1/17 7/1/16 AG      104.700 
251255V77 2006A Senior 8,855,000 5.000% 7/1/18 7/1/16 AG      104.670 
251255V85 2006A Senior 9,295,000 5.000% 7/1/19 7/1/16 AG      104.871 
251255V93 2006A Senior 9,760,000 5.000% 7/1/20 7/1/16 AG      104.940 
251255W27 2006A Senior 10,250,000 5.000% 7/1/21 7/1/16 AG      104.800 
251255W35 2006A Senior 10,760,000 5.000% 7/1/22 7/1/16 AG      104.672 
251255W43 2006A Senior 11,300,000 5.000% 7/1/23 7/1/16 AG      105.062 
251255W50 2006A Senior 11,865,000 5.000% 7/1/24 7/1/16 AG      105.042 
251255W68 2006A Senior 12,460,000 5.000% 7/1/25 7/1/16 AG      104.250 
251255W76 2006A Senior 13,080,000 5.000% 7/1/26 7/1/16 AG      102.868 
251256AM5 2006B Second 100,000 5.000% 7/1/19 AG      105.800 

251256AN3 2006B Second 400,000 5.500% 7/1/23 7/1/19 AG      105.607 
251256AQ6 2006B Second 62,100,000 6.250% 7/1/36 7/1/19 AG      105.000 
251256AP8 2006B Second 56,600,000 7.000% 7/1/36 7/1/19 AG      112.000 
251255Y25 2006C Second 3,795,000 5.000% 7/1/16 AG      103.500 
251255Y33 2006C Second 4,010,000 5.000% 7/1/17 7/1/16 AG      104.000 
251255Y41 2006C Second 4,765,000 5.000% 7/1/18 7/1/16 AG      104.300 
251255Y58 2006C Second 5,860,000 5.000% 7/1/22 7/1/16 AG      103.522 
251255Y66 2006C Second 14,880,000 5.000% 7/1/26 7/1/16 AG        99.250 
2512552D6 2006D Senior 2,650,000 5.000% 7/1/19 7/1/16 AG      104.871 
2512552E4 2006D Senior 3,200,000 5.000% 7/1/20 7/1/16 AG      104.940 
2512552F1 2006D Senior 20,135,000 5.000% 7/1/23 7/1/16 AG      105.062 
2512552G9 2006D Senior 27,425,000 5.000% 7/1/24 7/1/16 AG      105.042 
2512552H7 2006D Senior 9,955,000 5.000% 7/1/25 7/1/16 AG      104.250 
251256BC6 2011A Senior 3,695,000 5.000% 7/1/16 N/A      100.941 
251256BD4 2011A Senior 3,845,000 5.000% 7/1/17 N/A      100.714 
251256BE2 2011A Senior 4,000,000 5.000% 7/1/18 N/A      100.074 
251256BF9 2011A Senior 3,160,000 5.000% 7/1/19 N/A      100.000 
251256BG7 2011A Senior 3,225,000 5.000% 7/1/20 N/A      100.000 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance*

Purchase Price
(% of Par)

251256BH5 25199ASV8 2011A Senior 4,215,000 5.000% 7/1/21 N/A      100.000 
251256BJ1 25199ASW6 2011A Senior 4,195,000 5.250% 7/1/22 7/1/21 N/A      100.000 
251256BK8 25199ASX4 2011A Senior 4,170,000 5.250% 7/1/23 7/1/21 N/A      100.359 
251256BL6 25199ASY2 2011A Senior 4,140,000 5.250% 7/1/24 7/1/21 N/A      100.688 
251256BM4 25199ASZ9 2011A Senior 4,085,000 5.250% 7/1/25 7/1/21 N/A      100.985 
251256BN2 25199ATA3 2011A Senior 4,020,000 5.250% 7/1/26 7/1/21 N/A      101.281 
251256BP7 2011A Senior 3,930,000 5.250% 7/1/27 7/1/21 N/A      101.158 
251256BQ5 2011A Senior 14,665,000 5.000% 7/1/31 7/1/21 N/A        99.000 
251256BT9 2011A Senior 49,315,000 5.750% 7/1/37 7/1/21 N/A      103.144 
251256AW3 25199ATE5 2011B Senior 3,760,000 5.000% 7/1/21 N/A        98.000 
251256AX1 25199ATF2 2011B Senior 9,740,000 6.000% 7/1/33 7/1/21 N/A        98.000 
251256BV4 2011C Senior 2,700,000 5.000% 7/1/21 N/A      100.000 
251256BW2 2011C Senior 9,965,000 5.250% 7/1/23 7/1/21 N/A      100.359 
251256BX0 2011C Senior 10,490,000 5.250% 7/1/24 7/1/21 N/A      100.688 
251256BY8 2011C Senior 11,035,000 5.250% 7/1/25 7/1/21 N/A      100.985 
251256BZ5 25199ATL9 2011C Senior 11,615,000 5.250% 7/1/26 7/1/21 N/A      101.281 
251256CA9 2011C Senior 5,000,000 5.250% 7/1/27 7/1/21 N/A      101.158 

*Footnote for each Insurance Provider
AG = Assured Guaranty
NPFG = National Public Finance Guarantee
FGIC = Financial Guaranty Insurance Company
BHAC = Berkshire Hathaway
N/A = Not Insured

Derivative CUSIP
Original CUSIP Derivative CUSIP Derivative CUSIP 2 
251255A21 251255A21 2512558V0 
2512553B9 2512553B9 2512556H3 
251255Y82 251255Y82 251256AC7 
2512554G7 2512554G7 2512556J9 
2512554H5 2512554H5 2512556K6 
2512554K8 2512554K8 2512556G5 
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DISCLOSURE STATEMENT
RELATING TO

INVITATION TO TENDER BONDS
$2,433,140,000

CITY OF DETROIT, MICHIGAN
DETROIT WATER AND SEWERAGE DEPARTMENT

WATER SUPPLY SYSTEM BONDS
CONSISTING OF

$1,803,940,000 Revenue and Revenue Refunding Senior Lien Bonds and
$629,200,000 Revenue and Revenue Refunding Second Lien Bonds

Pursuant to the Invitation to Tender Bonds dated August 7, 2014 (the “Invitation”), the City of
Detroit, County of Wayne, State of Michigan (the “City”), upon authorization from (i) the Board of Water
Commissioners (the “Board of Water Commissioners”) of the Detroit Water and Sewerage Department
(the “Department”), and (ii) the emergency manager of the City (the “Emergency Manager”), invites each
holder (a “Bondholder”) of those certain outstanding Detroit Water and Sewerage Department Water
Supply System Revenue and Revenue Refunding Bonds (the “Tender Bonds”) described more
specifically on the inside cover pages of this disclosure statement (the “Disclosure Statement”) to submit
offers to sell all or a portion of the Tender Bonds held by such Bondholder to the City at the applicable
purchase price on the inside cover page of this Disclosure Statement (the “Purchase Price”), as well as
accrued and unpaid interest, subject to the conditions and upon the terms specified in the Invitation.

Bondholders should read this Disclosure Statement, the Invitation and the other materials
described in the Invitation carefully and consult with their broker, account executive, financial advisor
and/or other financial professional in order to make an informed decision as to whether, and how, to offer
their Tender Bonds. This Disclosure Statement, the Invitation and the other materials described in the
Invitation are and will be available from the Dealer Manager and the Information and Tender Agent and
at www.bondcom.com/DWSD.

None of the City, the Department, the Board of Water Commissioners, the Emergency Manager,
the Dealer Manager (as defined herein), the Financial Advisor (as defined herein), the Board Financial
Consultant (as defined herein) and the Information and Tender Agent (as defined herein) or any of their
respective affiliates makes any recommendation as to whether or not Bondholders should tender all or any
portion of the Tender Bonds pursuant to the Invitation. Bondholders must make their own decisions as to
whether to tender the Tender Bonds and, if so, the amount of their Tender Bonds to tender.

Any Bondholder wishing to offer its Tender Bonds pursuant to the Invitation should follow the
procedures more fully described in the Invitation. Institutional investors with questions about the
Invitation should contact the Dealer Manager. Individual investors and their brokers, account executives,
financial advisors and other financial professionals with questions about the Invitation should contact the
Information and Tender Agent.

The Dealer Manager for the Invitation is:

Citigroup Global Markets Inc.

The Information and Tender Agent for the Invitation is:

Bondholder Communications Group

30 Broad Street, 46th Floor, New York, NY 10004
Attention: Denise Waters

Call Toll Free: 888-385-BOND or 888-385-2663
Website: www.bondcom.com/DWSD Email: DWaters@bondcom.com

Date of this Disclosure Statement: August 7, 2014
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TENDER BONDS SUBJECT TO THE  
INVITATION TO TENDER AND PURCHASE PRICES 
Detroit Water and Sewerage Department – Water System 

Bonds Not Impaired Under Current Plan of Adjustment 

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
Total 1,476,465,000 

251255TP0 1993 Senior 12,910,000 6.500% 7/1/15  NPFG      102.500 
251255XN0 1997A Senior 6,910,000 6.000% 7/1/15  NPFG      102.250 
251255A21 2001A Senior 73,790,000 5.000% 7/1/30 9/2/14 NPFG      100.000 
2512556V2 2001C Second 365,000 4.250% 7/1/15  FGIC / BHAC      100.500 
2512556W0 2001C Second 380,000 4.250% 7/1/16  FGIC / BHAC      103.000 
2512556X8 2001C Second 390,000 4.250% 7/1/17  FGIC / BHAC      104.300 
2512556Y6 2001C Second 415,000 4.250% 7/1/18  FGIC / BHAC      104.900 
2512557L3 2001C Second 20,090,000 4.500% 7/1/29 7/1/18 FGIC / BHAC        89.500 
2512557K5 2001C Second 18,815,000 4.750% 7/1/29 7/1/18 FGIC / BHAC        92.168 
251255D77 2003A Senior 500,000 4.500% 7/1/19 9/2/14 NPFG      100.000 
251255D93 2003A Senior 250,000 4.700% 7/1/21 9/2/14 NPFG      100.000 
251255E27 2003A Senior 3,550,000 4.750% 7/1/22 9/2/14 NPFG      100.000 
2512555F8 2003A Senior 9,970,000 5.000% 7/1/25 9/2/14 NPFG      100.000 
251255K20 2003A Senior 20,955,000 5.000% 7/1/26 9/2/14 NPFG      100.000 
251255K38 2003A Senior 21,900,000 5.000% 7/1/27 9/2/14 NPFG      100.000 
251255E68 2003A Senior 121,660,000 5.000% 7/1/34 9/2/14 NPFG      100.000 
2512555H4 2003B Second 41,770,000 5.000% 7/1/34 9/2/14 NPFG        92.750 
251255J22 2003C Senior 2,120,000 4.250% 7/1/15 9/2/14 NPFG      100.000 
251255J30 2003C Senior 2,620,000 5.250% 7/1/16 9/2/14 NPFG      100.000 
251255J48 2003C Senior 2,655,000 5.250% 7/1/17 9/2/14 NPFG      100.000 
251255J55 2003C Senior 2,930,000 5.250% 7/1/18 9/2/14 NPFG      100.000 
251255J63 2003C Senior 2,790,000 5.250% 7/1/19 9/2/14 NPFG      100.000 
251255J71 2003C Senior 2,965,000 5.250% 7/1/20 9/2/14 NPFG      100.000 
251255J89 2003C Senior 4,580,000 5.000% 7/1/21 9/2/14 NPFG      100.000 
251255J97 2003C Senior 4,665,000 5.000% 7/1/22 9/2/14 NPFG      100.000 
2512552U8 2003D Senior 335,000 4.100% 7/1/15  NPFG      100.750 
2512552V6 2003D Senior 350,000 4.200% 7/1/16  NPFG      103.096 
2512552W4 2003D Senior 360,000 4.250% 7/1/17 7/1/16 NPFG      102.800 
2512552X2 2003D Senior 370,000 4.250% 7/1/18 7/1/16 NPFG      102.380 
2512553B9 2003D Senior 82,930,000 5.000% 7/1/33 7/1/16 NPFG        97.412 
2512553H6 2004A Second 4,475,000 5.250% 7/1/15  NPFG      101.250 
2512553S2 2004A Second 14,505,000 4.500% 7/1/25 7/1/16 NPFG        96.699 
2512554B8 2004B Senior 90,000 4.000% 7/1/15  NPFG      100.500 
2512554D4 2004B Senior 3,545,000 4.250% 7/1/16  NPFG      101.670 
2512554F9 2004B Senior 350,000 4.250% 7/1/17 7/1/16 NPFG      102.800 
251255M93 2005A Senior 85,000 3.850% 7/1/15  NPFG      100.500 
251255Q99 2005A Senior 2,145,000 5.000% 7/1/15  NPFG      101.500 
251255N27 2005A Senior 95,000 3.900% 7/1/16 7/1/15 NPFG      102.000 
251255R23 2005A Senior 2,265,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251255N35 2005A Senior 125,000 4.000% 7/1/17 7/1/15 NPFG      101.970 
251255R31 2005A Senior 2,370,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251255N43 2005A Senior 20,000 4.000% 7/1/18 7/1/15 NPFG      101.950 
251255R49 2005A Senior 2,615,000 5.000% 7/1/18 7/1/15 NPFG      103.410 
251255N50 2005A Senior 2,790,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251255N68 2005A Senior 2,955,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
251255N76 2005A Senior 3,030,000 5.000% 7/1/21 7/1/15 NPFG      103.258 
251255N84 2005A Senior 3,225,000 5.000% 7/1/22 7/1/15 NPFG      103.208 
251255N92 2005A Senior 3,430,000 5.000% 7/1/23 7/1/15 NPFG      103.157 
251255P25 2005A Senior 3,650,000 5.000% 7/1/24 7/1/15 NPFG      103.107 
251255P33 2005A Senior 3,790,000 5.000% 7/1/25 7/1/15 NPFG      102.880 
251255P41 2005A Senior 4,080,000 5.000% 7/1/26 7/1/15 NPFG      101.493 
251255P58 2005A Senior 4,290,000 5.000% 7/1/27 7/1/15 NPFG      100.690 
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Bonds Not Impaired Under Current Plan of Adjustment

CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 
Purchase Price 

(% of Par) 
251255P66 2005A Senior 4,615,000 5.000% 7/1/28 7/1/15 NPFG        99.972 
251255P74 2005A Senior 4,890,000 4.500% 7/1/29 7/1/15 NPFG        94.103 
251255P82 2005A Senior 5,145,000 4.500% 7/1/30 7/1/15 NPFG        93.332 
251255P90 2005A Senior 5,415,000 4.500% 7/1/31 7/1/15 NPFG        92.575 
251255Q24 2005A Senior 5,715,000 4.500% 7/1/32 7/1/15 NPFG        91.830 

251255Q32 2005A Senior 19,525,000 4.500% 7/1/35 7/1/15 NPFG        90.661 
2512557S8 2005B Senior 2,225,000 4.000% 7/1/15  FGIC / BHAC      100.000 
2512557T6 2005B Senior 2,305,000 4.000% 7/1/16  FGIC / BHAC      103.000 
2512557U3 2005B Senior 2,385,000 4.000% 7/1/17  FGIC / BHAC      104.929 
2512558G3 2005B Senior 28,415,000 4.750% 7/1/34 7/1/18 FGIC / BHAC        95.089 

2512558J7 2005B Senior 57,500,000 5.250% 7/1/35 7/1/18 FGIC / BHAC        99.697 
251255S71 2005C Senior 9,735,000 5.000% 7/1/15  NPFG      101.500 
251255S89 2005C Senior 17,545,000 5.000% 7/1/16 7/1/15 NPFG      103.512 
251255S97 2005C Senior 18,425,000 5.000% 7/1/17 7/1/15 NPFG      103.461 
251255T21 2005C Senior 18,700,000 5.000% 7/1/18 7/1/15 NPFG      103.410 
251255T39 2005C Senior 8,245,000 5.000% 7/1/19 7/1/15 NPFG      103.360 
251255T47 2005C Senior 8,655,000 5.000% 7/1/20 7/1/15 NPFG      103.309 
251255T54 2005C Senior 9,090,000 5.000% 7/1/21 7/1/15 NPFG      103.258 
251255T62 2005C Senior 9,540,000 5.000% 7/1/22 7/1/15 NPFG      103.208 
251255V44 2006A Senior 7,650,000 5.000% 7/1/15  AG      100.500 

251255W84 2006A Senior 131,150,000 5.000% 7/1/34 7/1/16 AG      100.000 
251256AH6 2006B Second 100,000 4.000% 7/1/15  AG      100.250 
251256AJ2 2006B Second 100,000 4.250% 7/1/16  AG      101.650 
251256AK9 2006B Second 100,000 4.600% 7/1/17  AG      104.090 
251256AL7 2006B Second 100,000 4.800% 7/1/18  AG      105.580 

251255X91 2006C Second 3,725,000 5.000% 7/1/15  AG      101.000 
251255Y74 2006C Second 32,045,000 5.000% 7/1/29 7/1/16 AG        95.343 
251255Y82 2006C Second 146,500,000 5.000% 7/1/33 7/1/16 AG        92.270 
251255Z99 2006D Senior 15,000 4.100% 7/1/15  AG      100.000 
2512552A2 2006D Senior 15,000 4.200% 7/1/16  AG      102.850 

2512552B0 2006D Senior 20,000 4.250% 7/1/17 7/1/16 AG      103.100 
2512552C8 2006D Senior 20,000 4.300% 7/1/18 7/1/16 AG      102.750 
2512552J3 2006D Senior 21,105,000 4.625% 7/1/32 7/1/16 AG        94.442 
2512552K0 2006D Senior 57,650,000 5.000% 7/1/32 7/1/16 AG      100.000 
251256BB8 2011A Senior 3,550,000 5.000% 7/1/15  N/A      101.500 
251256BR3 2011A Senior 28,890,000 5.000% 7/1/36 7/1/21 N/A        95.438 
251256BS1 2011A Senior 224,300,000 5.250% 7/1/41 7/1/21 N/A        95.781 
251256AV5 2011B Senior 1,285,000 3.607% 7/1/16  N/A        98.500 
251256CC5 2011C Senior 7,230,000 4.500% 7/1/27 7/1/21 N/A        95.812 
251256CB7 2011C Senior 44,630,000 5.000% 7/1/41 7/1/21 N/A        92.495 

Bonds Impaired Under Current Plan of Adjustment 

CUSIP 
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 

Purchase Price 
(% of Par) 

Total 956,675,000 

2512556Z3  2001C Second 12,510,000 5.750% 7/1/19 7/1/18 FGIC / BHAC      108.688 
2512557A7  2001C Second 13,235,000 5.750% 7/1/20 7/1/18 FGIC / BHAC      108.725 
2512557B5  2001C Second 14,025,000 5.750% 7/1/21 7/1/18 FGIC / BHAC      108.200 
2512557C3  2001C Second 14,865,000 5.750% 7/1/22 7/1/18 FGIC / BHAC      107.620 
2512557D1  2001C Second 15,750,000 5.750% 7/1/23 7/1/18 FGIC / BHAC      107.060 
2512557E9  2001C Second 16,690,000 5.750% 7/1/24 7/1/18 FGIC / BHAC      106.520 
2512557F6  2001C Second 17,690,000 5.750% 7/1/25 7/1/18 FGIC / BHAC      105.970 
2512557G4  2001C Second 18,735,000 5.750% 7/1/26 7/1/18 FGIC / BHAC      105.000 
2512557H2  2001C Second 19,945,000 5.750% 7/1/27 7/1/18 FGIC / BHAC      103.739 
2512557J8  2001C Second 4,000,000 5.750% 7/1/28 7/1/18 FGIC / BHAC      102.311 
2512552Y0  2003D Senior 2,585,000 5.000% 7/1/24 7/1/16 NPFG      104.661 
2512552Z7  2003D Senior 29,410,000 5.000% 7/1/27 7/1/16 NPFG      101.760 
2512553A1  2003D Senior 23,920,000 5.000% 7/1/28 7/1/16 NPFG        99.972 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP 
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 

Purchase Price 
(% of Par) 

2512553J2  2004A Second 4,710,000 5.250% 7/1/16   NPFG      103.750 
2512553K9  2004A Second 4,955,000 5.250% 7/1/17 7/1/16 NPFG      105.287 
2512553L7  2004A Second 5,215,000 5.250% 7/1/18 7/1/16 NPFG      105.423 
2512553M5  2004A Second 5,490,000 5.250% 7/1/19 7/1/16 NPFG      105.472 
2512553N3  2004A Second 5,780,000 5.250% 7/1/20 7/1/16 NPFG      105.545 

2512553P8  2004A Second 6,085,000 5.250% 7/1/21 7/1/16 NPFG      105.621 
2512553Q6  2004A Second 6,400,000 5.250% 7/1/22 7/1/16 NPFG      105.659 
2512553R4  2004A Second 6,735,000 5.250% 7/1/23 7/1/16 NPFG      105.677 
2512554C6  2004B Senior 10,000,000 5.000% 7/1/16   NPFG      104.000 
2512554E2  2004B Senior 13,925,000 5.000% 7/1/17 7/1/16 NPFG      104.690 

2512554G7  2004B Senior 14,940,000 5.000% 7/1/18 7/1/16 NPFG      104.721 
2512554H5  2004B Senior 15,810,000 5.000% 7/1/19 7/1/16 NPFG      104.771 
2512554J1  2004B Senior 16,665,000 5.000% 7/1/20 7/1/16 NPFG      104.840 
2512554K8  2004B Senior 16,085,000 5.000% 7/1/21 7/1/16 NPFG      105.250 
2512554L6  2004B Senior 16,935,000 5.000% 7/1/22 7/1/16 NPFG      104.947 
2512554M4  2004B Senior 6,280,000 5.000% 7/1/23 7/1/16 NPFG      104.962 
2512557V1  2005B Senior 2,465,000 5.500% 7/1/18   FGIC / BHAC      110.250 
2512557W9  2005B Senior 2,575,000 5.500% 7/1/19 7/1/18 FGIC / BHAC      109.600 
2512557X7  2005B Senior 2,690,000 5.500% 7/1/20 7/1/18 FGIC / BHAC      109.237 
2512557Y5  2005B Senior 2,905,000 5.500% 7/1/21 7/1/18 FGIC / BHAC      108.700 

2512557Z2  2005B Senior 3,025,000 5.500% 7/1/22 7/1/18 FGIC / BHAC      108.100 
2512558A6  2005B Senior 3,145,000 5.500% 7/1/23 7/1/18 FGIC / BHAC      107.550 
2512558B4  2005B Senior 3,270,000 5.500% 7/1/24 7/1/18 FGIC / BHAC      107.000 
2512558C2  2005B Senior 3,490,000 5.500% 7/1/25 7/1/18 FGIC / BHAC      106.450 
2512558D0  2005B Senior 3,620,000 5.500% 7/1/26 7/1/18 FGIC / BHAC      105.900 

2512558E8  2005B Senior 3,850,000 5.500% 7/1/27 7/1/18 FGIC / BHAC      105.350 
2512558F5  2005B Senior 3,980,000 5.500% 7/1/28 7/1/18 FGIC / BHAC      104.800 
2512558H1  2005B Senior 57,365,000 5.500% 7/1/35 7/1/18 FGIC / BHAC      107.000 
251255V51  2006A Senior 8,030,000 5.000% 7/1/16   AG      104.230 
251255V69  2006A Senior 8,430,000 5.000% 7/1/17 7/1/16 AG      104.700 

251255V77  2006A Senior 8,855,000 5.000% 7/1/18 7/1/16 AG      104.670 
251255V85  2006A Senior 9,295,000 5.000% 7/1/19 7/1/16 AG      104.871 
251255V93  2006A Senior 9,760,000 5.000% 7/1/20 7/1/16 AG      104.940 
251255W27  2006A Senior 10,250,000 5.000% 7/1/21 7/1/16 AG      104.800 
251255W35  2006A Senior 10,760,000 5.000% 7/1/22 7/1/16 AG      104.672 
251255W43  2006A Senior 11,300,000 5.000% 7/1/23 7/1/16 AG      105.062 
251255W50  2006A Senior 11,865,000 5.000% 7/1/24 7/1/16 AG      105.042 
251255W68  2006A Senior 12,460,000 5.000% 7/1/25 7/1/16 AG      104.250 
251255W76  2006A Senior 13,080,000 5.000% 7/1/26 7/1/16 AG      102.868 
251256AM5  2006B Second 100,000 5.000% 7/1/19   AG      105.800 
251256AN3  2006B Second 400,000 5.500% 7/1/23 7/1/19 AG      105.607 
251256AQ6  2006B Second 62,100,000 6.250% 7/1/36 7/1/19 AG      105.000 
251256AP8  2006B Second 56,600,000 7.000% 7/1/36 7/1/19 AG      112.000 
251255Y25  2006C Second 3,795,000 5.000% 7/1/16   AG      103.500 
251255Y33  2006C Second 4,010,000 5.000% 7/1/17 7/1/16 AG      104.000 
251255Y41  2006C Second 4,765,000 5.000% 7/1/18 7/1/16 AG      104.300 
251255Y58  2006C Second 5,860,000 5.000% 7/1/22 7/1/16 AG      103.522 
251255Y66  2006C Second 14,880,000 5.000% 7/1/26 7/1/16 AG        99.250 
2512552D6  2006D Senior 2,650,000 5.000% 7/1/19 7/1/16 AG      104.871 
2512552E4  2006D Senior 3,200,000 5.000% 7/1/20 7/1/16 AG      104.940 
2512552F1  2006D Senior 20,135,000 5.000% 7/1/23 7/1/16 AG      105.062 
2512552G9  2006D Senior 27,425,000 5.000% 7/1/24 7/1/16 AG      105.042 
2512552H7  2006D Senior 9,955,000 5.000% 7/1/25 7/1/16 AG      104.250 
251256BC6  2011A Senior 3,695,000 5.000% 7/1/16   N/A      100.941 
251256BD4  2011A Senior 3,845,000 5.000% 7/1/17   N/A      100.714 
251256BE2  2011A Senior 4,000,000 5.000% 7/1/18   N/A      100.074 
251256BF9  2011A Senior 3,160,000 5.000% 7/1/19   N/A      100.000 
251256BG7  2011A Senior 3,225,000 5.000% 7/1/20   N/A      100.000 
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Bonds Impaired Under Current Plan of Adjustment

CUSIP 
Contra 
CUSIP Series Lien Par ($) Coupon Maturity Call Date Insurance* 

Purchase Price 
(% of Par) 

251256BH5 25199ASV8 2011A Senior 4,215,000 5.000% 7/1/21   N/A      100.000 
251256BJ1 25199ASW6 2011A Senior 4,195,000 5.250% 7/1/22 7/1/21 N/A      100.000 
251256BK8 25199ASX4 2011A Senior 4,170,000 5.250% 7/1/23 7/1/21 N/A      100.359 
251256BL6 25199ASY2 2011A Senior 4,140,000 5.250% 7/1/24 7/1/21 N/A      100.688 
251256BM4 25199ASZ9 2011A Senior 4,085,000 5.250% 7/1/25 7/1/21 N/A      100.985 

251256BN2 25199ATA3 2011A Senior 4,020,000 5.250% 7/1/26 7/1/21 N/A      101.281 
251256BP7  2011A Senior 3,930,000 5.250% 7/1/27 7/1/21 N/A      101.158 
251256BQ5  2011A Senior 14,665,000 5.000% 7/1/31 7/1/21 N/A        99.000 
251256BT9  2011A Senior 49,315,000 5.750% 7/1/37 7/1/21 N/A      103.144 
251256AW3 25199ATE5 2011B Senior 3,760,000 5.000% 7/1/21   N/A        98.000 

251256AX1 25199ATF2 2011B Senior 9,740,000 6.000% 7/1/33 7/1/21 N/A        98.000 
251256BV4  2011C Senior 2,700,000 5.000% 7/1/21   N/A      100.000 
251256BW2  2011C Senior 9,965,000 5.250% 7/1/23 7/1/21 N/A      100.359 
251256BX0  2011C Senior 10,490,000 5.250% 7/1/24 7/1/21 N/A      100.688 
251256BY8  2011C Senior 11,035,000 5.250% 7/1/25 7/1/21 N/A      100.985 
251256BZ5 25199ATL9 2011C Senior 11,615,000 5.250% 7/1/26 7/1/21 N/A      101.281 
251256CA9  2011C Senior 5,000,000 5.250% 7/1/27 7/1/21 N/A      101.158 

*Footnote for each Insurance Provider 
 AG = Assured Guaranty 
 NPFG = National Public Finance Guarantee 
 FGIC = Financial Guaranty Insurance Company 

BHAC = Berkshire Hathaway 
N/A = Not Insured 

Derivative CUSIP 
Original CUSIP   Derivative CUSIP  Derivative CUSIP 2  
 251255A21   251255A21  2512558V0  
 2512553B9   2512553B9  2512556H3  
 251255Y82   251255Y82  251256AC7  
 2512554G7   2512554G7  2512556J9  
 2512554H5   2512554H5  2512556K6  
 2512554K8   2512554K8  2512556G5  
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Certain statements contained in this Disclosure Statement, including in the Appendices
hereto, reflect not historical facts but forecasts and “forward-looking statements.” Such forward-
looking statements can be identified, in some cases, by the terminology used, such as “may,”
“will,” “should,” “expects,” “intends,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“potential,” “illustrate,” “example,” and “continue,” or the singular, plural, negative or other
derivations of these or other comparable terms. Bondholders should not place undue reliance on
forward-looking statements. All forward-looking statements included in this Disclosure Statement
are based on information available to the City and the Department on the date hereof, and the City
and the Department assume no obligation to update any such forward-looking statements. Actual
results could differ materially from those discussed in such forward-looking statements.

The forward-looking statements included herein are necessarily based on various
assumptions and estimates and are inherently subject to various risks and uncertainties,
including, but not limited to, the risks and uncertainties described herein and risks and
uncertainties relating to the possible invalidity of the underlying assumptions and estimates and
possible changes or developments in geopolitical, military, social, economic, business, industry,
market, legal or regulatory circumstances, and conditions or actions taken or omitted to be taken
by third parties, including customers, suppliers, and business partners, and legislative, judicial,
and other governmental authorities and officials. Accordingly, actual results may vary from the
projections, forecasts and estimates contained in this Disclosure Statement and such variations
may be material, which could affect the City and the Department’s ability to fulfill some or all of
their respective obligations under the Invitation or the Tender Bonds.

No party that has provided information for this Disclosure Statement has any obligation
to update or otherwise revise any projections, forecasts and estimates, including any revisions to
reflect changes in conditions or circumstances arising after the date of this Disclosure Statement,
or to reflect the occurrence of unanticipated events. Assumptions related to the foregoing involve
judgments with respect to, among other things, future economic, competitive and market
conditions of future business decisions, all of which are difficult or impossible to predict
accurately and many of which are beyond the control of the City and the Department. Any of
such assumptions could be inaccurate and, therefore, there can be no assurance that the forward-
looking statements included in this Disclosure Statement will prove to be accurate. New factors
emerge from time to time and it is not possible for the City or the Department to predict all of
such factors. Further, the City and the Department cannot assess the impact of each such factor
on its business or the extent to which any factor, or combination of factors, may cause actual
results to differ materially from those contained in any forward-looking statements.

All projections, forecasts, assumptions, expressions of opinions, estimates, and other
forward-looking statements are expressly qualified in their entirety by the foregoing and the other
cautionary statements set forth in this Disclosure Statement.
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SUMMARY STATEMENT

This Summary Statement is subject in all respects to more complete information
contained in this Disclosure Statement, the Invitation and the other materials described in the
Invitation, and should not be considered a complete statement of the facts material to making a
decision with respect to tender. Readers should read the entire Disclosure Statement, the
Invitation and the other materials described in the Invitation. Capitalized terms used in this
Summary Statement and not otherwise defined shall have the meanings given such terms in the
body of this Disclosure Statement.

Overview Pursuant to the Invitation to Tender Bonds dated August 7, 2014,
the City of Detroit, County of Wayne, State of Michigan, upon
authorization from (i) the Board of Water Commissioners of the
Detroit Water and Sewerage Department and (ii) Kevyn D. Orr,
emergency manager of the City, invites each holder of those
certain outstanding Water Supply System Revenue and Revenue
Refunding Bonds described more specifically in this Disclosure
Statement to submit Offers to sell all or a portion of the Tender
Bonds held by such Bondholder to the City at the applicable
Purchase Price(s) set forth in the Invitation, as well as accrued and
unpaid interest, subject to the terms specified in the Invitation.

Ongoing City of
Detroit Bankruptcy
Proceedings

As described herein under “CITY OF DETROIT BANKRUPTCY
MATTERS,” the City has filed a petition for relief under Chapter 9
of the Bankruptcy Code. The Invitation is being distributed during
the pendency of the Bankruptcy Case. Accordingly, there is
uncertainty as to the final outcome of the Bankruptcy Case. See
“RISK FACTORS” herein.

The Bankruptcy
Plan of Adjustment

Under the Bankruptcy Code, a Chapter 9 debtor has the exclusive
right to file a Chapter 9 plan of adjustment. The City has prepared
a Plan of Adjustment and filed the most recent Plan of Adjustment
with the Bankruptcy Court on July 29, 2014. The Plan of
Adjustment has not yet been confirmed by the Bankruptcy Court.
See “CITY OF DETROIT BANKRUPTCY MATTERS” herein.

The Bankruptcy
Case, the Invitation
and the Plan of
Finance

The Plan of Adjustment currently pending before the Bankruptcy
Court would eliminate the call protection or reduce the interest rate
on certain classes of outstanding DWSD Bonds. The City is
undertaking its Invitation as part of a plan of finance, the purpose
of which is to reduce the debt service costs related to the Tender
Bonds and remove the risk to the Department’s future costs posed
by the impairment noted above on certain classes of the DWSD
Bonds. If the City purchases (i) any Tender Bonds pursuant to the
Invitation or (ii) any Sewage Disposal System Bonds pursuant to
the separate invitation related thereto, the City would file an
amended Plan of Adjustment with the Bankruptcy Court that
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would remove the provisions contained in the current Plan of
Adjustment that would impair certain classes of DWSD Bonds.
See “INTRODUCTION—Plan of Finance” herein.

The City plans to purchase the Tender Bonds only to the extent it
can realize sufficient savings, with sufficiency determined in the
sole discretion of the Board of Water Commissioners and the
Emergency Manager.

Current Governance
of the Department
and the City

As described under “THE DEPARTMENT—Organization” and
“THE DEPARTMENT—The Board of Water Commissioners”
herein, the Department is governed by the Board of Water
Commissioners. As described under “THE CITY” herein, the
Emergency Manager has been appointed for the City under
applicable State law.

Approvals of the
Invitation

Both the Board of Water Commissioners and the Emergency
Manager have approved the Invitation and the solicitation of
Offers contemplated by the Invitation. See “APPROVALS OF
THE INVITATION” herein.

Certain Aspects of
the Tender
Invitation

Pursuant to the Invitation, the City and the Department have
invited Bondholders to submit Offers to sell all or a portion of the
Tender Bonds held by the Bondholder at the Purchase Price(s)
established in the Invitation. These are fixed Purchase Price(s).

Bondholders may find then current information concerning all of
the Offered Bonds that have been submitted at
www.bondcom.com/DWSD.

All Offers by Bondholders to sell Tender Bonds are irrevocable
upon submission and may not be withdrawn except in limited
circumstances described in the Invitation. See “TERMS OF THIS
INVITATION” under the Invitation.

To make an informed decision as to whether, and how, to offer its
Tender Bonds, a Bondholder must read the Invitation, this
Disclosure Statement and all other materials described in the
Invitation carefully and consult with its broker, account executive,
financial advisor and/or other financial professional. None of the
City, the Department, the Board of Water Commissioners, the
Emergency Manager, the Dealer Manager, the Financial Advisor,
the Board Consultant and the Information and Tender Agent nor
any of their respective affiliates makes any recommendation as to
whether or not Bondholders should tender all or any portion of the
Tender Bonds pursuant to the Invitation. Bondholders must make
their own decisions as to whether to tender the Tender Bonds and,
if so, the amount of their Tender Bonds to tender.
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Conditions to
Payment of
Purchase Price

Risk Factors

The City is not required to purchase any Tender Bonds. As
described in greater detail under “INTRODUCTION – Plan of
Finance,” if the City agrees to accept for purchase the Tender
Bonds, prior to the purchase closing date, the City would request
that the Bankruptcy Court enter an order authorizing the City’s
issuance, via public offering or private placement, of the 2014
DWSD Refinancing Bonds to purchase the Tender Bonds offered
and accepted pursuant to the terms of the Invitation. In addition, on
the purchase closing date, the City would file an amended Plan of
Adjustment with the Bankruptcy Court that would amend the
provisions contained in the current Plan of Adjustment that impair
certain classes of the DWSD Bonds to unimpair the DWSD Bonds.

The purchase of any of the Tender Bonds is conditioned upon the
City receiving all legally required approvals to issue the 2014
DWSD Refinancing Bonds, the City completing the issuance of the
2014 DWSD Refinancing Bonds on terms satisfactory to it, with
net proceeds sufficient to pay the Purchase Price, and other
conditions set forth in the Invitation. The 2014 DWSD
Refinancing Bonds are not being offered for sale by the Invitation
or this Disclosure Statement.

In making a decision whether to tender their Tender Bonds,
Bondholders should consider certain risks and investment
considerations that could affect the ability of the Department to
pay debt service on its Tender Bonds or, if the tender is
successfully completed, on any existing untendered DWSD Bonds
remaining outstanding after consummation of the tender, including
the potential 2014 DWSD Refinancing Bonds, and that could
affect the marketability of or the market price for such bonds.
These include risks related to the City’s bankruptcy, the operations
of the Department and the Water Supply System and other matters.
See “RISK FACTORS” herein.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 323 of 422



1

INTRODUCTION

The following introductory statement is subject in all respects to the more complete
information set forth in this Disclosure Statement, the Invitation and the other materials
described in the Invitation. The descriptions and summaries of various documents hereinafter
set forth do not purport to be comprehensive or definitive and are qualified in their entirety by
reference to each document. Capitalized terms used in this Disclosure Statement that are not
otherwise defined herein have the meanings set forth in Invitation.

Purpose of this Disclosure Statement

This Disclosure Statement, including the cover pages and the Appendices hereto, is
provided to furnish information in connection with the Invitation to Tender Bonds (the
“Invitation”) by which the City of Detroit, County of Wayne, State of Michigan (the “City”),
upon authorization from (i) the Board of Water Commissioners (the “Board of Water
Commissioners”) of the Detroit Water and Sewerage Department (the “Department” or
“DWSD”), and (ii) the emergency manager of the City (the “Emergency Manager”), invites each
holder (a “Bondholder”) of those certain outstanding bonds issued by the City and described on
the inside cover page of this Disclosure Statement (the “Tender Bonds”) to submit offers (the
“Offers”) to sell all or a portion of the Tender Bonds held by such Bondholder to the City at the
applicable purchase price on the inside cover page of this Disclosure Statement (the “Purchase
Price”), as well as accrued and unpaid interest, subject to the conditions and upon the terms
specified in the Invitation.

Plan of Finance

The Plan of Adjustment (as defined herein) currently pending before the United States
Bankruptcy Court for the Eastern District of Michigan (the “Bankruptcy Court”) would eliminate
the call protection or reduce the interest rates on certain classes of the DWSD Bonds (as defined
herein). The City is undertaking its Invitation as part of a plan of finance, the purpose of which is
to reduce the debt service costs related to the Tender Bonds and remove the risk to the
Department’s future costs posed by the impairment noted above on certain classes of DWSD
Bonds.

The City plans to purchase the Tender Bonds only to the extent it can realize sufficient
savings, with sufficiency determined in the sole discretion of the Board of Water Commissioners
and the Emergency Manager. The City’s plan includes the Invitation and the purchase of Tender
Bonds (if any) tendered to the City by Bondholders. Concurrently with the Invitation, the City is
inviting holders of the outstanding Sewage Disposal System bonds to sell all or a portion of such
bonds to the City.

To provide funds to purchase all DWSD Bonds offered and accepted by the City pursuant
to the terms of the Invitation, the City proposes to, via public offering or private placement, issue
one or more series of its Water Supply System Revenue Refunding Bonds, including, if
necessary, interim financing bonds (collectively, the “2014 DWSD Refinancing Bonds”). The
City has obtained a conditional commitment to purchase the interim financing bonds, which
commitment is subject to the negotiation and execution of definitive agreements and the
satisfaction of certain closing conditions.
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If the City agrees to accept for purchase (i) any Tender Bonds pursuant to the Invitation
or (ii) any Sewage Disposal System bonds pursuant to the separate invitation related thereto (the
“Sewer Invitation” and, together with the Invitation, the “Invitations”), prior to the closing date
of such purchase, the City would request that the Bankruptcy Court enter an order consented to
by the City (the “Bankruptcy Order”) authorizing the City’s issuance of the 2014 DWSD
Refinancing Bonds to purchase the Tender Bonds offered and accepted pursuant to the terms of
the Invitation. In addition, on the closing date of such purchase, the City would file an amended
Plan of Adjustment with the Bankruptcy Court that would amend the provisions contained in the
current Plan of Adjustment that impair certain classes of the DWSD Bonds, including, without
limitation, those provisions which provide for the impairment of the interest rate and call
protection in respect of the DWSD Bonds. Under such amended Plan of Adjustment, all of the
DWSD Bonds would be unimpaired.

Consummation of the purchase of the Tender Bonds pursuant to the Invitation is
conditioned upon the entry of and the validity and enforceability of the Bankruptcy Order. No
assurance can be given as to the entry of and the validity or enforceability of the Bankruptcy
Order and the City’s ability to consummate the purchase of any Tender Bonds pursuant to the
Invitation.

To the extent the City elects, in its sole discretion, not to purchase Tender Bonds offered
pursuant to the Invitation, or the purchase of Tender Bonds pursuant to the Invitation does not
close for any reason, no amended Plan of Adjustment that unimpairs the DWSD Bonds would be
filed, and the treatment of the Tender Bonds under the Plan of Adjustment, as currently
proposed, would continue to include an impairment under the Plan of Adjustment of a material
portion of the Tender Bonds. See “CITY OF DETROIT BANKRUPTCY MATTERS.”

In either event, there can be no assurance that the Plan of Adjustment that is confirmed
by the Bankruptcy Court will ultimately impair or not impair any DWSD Bonds. There can also
be no assurance that any Plan of Adjustment will be confirmed by the Bankruptcy Court.
Moreover, any order of the Bankruptcy Court confirming the Plan of Adjustment may be
appealed to a higher court. Even if confirmed, there can be no assurance if or when the Plan of
Adjustment will become effective or ultimately be consummated.

The purchase of any of the Tender Bonds is conditioned upon the City receiving all
legally required approvals to issue the 2014 DWSD Refinancing Bonds, the City and the
Department completing the issuance of the 2014 DWSD Refinancing Bonds on terms
satisfactory to it, with net proceeds sufficient to pay the Purchase Price of the Tender Bonds
being purchased, and other conditions set forth in the Invitation. No assurances can be given that
the 2014 DWSD Refinancing Bonds will be approved by the Bankruptcy Court, or that such
financing will be issued or obtained in amounts sufficient to pay the Purchase Price of the Tender
Bonds selected for purchase or that the purchase of the Tender Bonds will be completed. In the
event sufficient funds are not available, no Tender Bonds will be purchased through the
Invitation.

The 2014 DWSD Refinancing Bonds are not being offered for sale by the Invitation or
this Disclosure Statement. If the City determines to undertake a public offering of 2014 DWSD
Refinancing Bonds, the City will disseminate one or more disclosure documents in connection
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with any such offering. While no predictions can be made as to the information to be contained
in any such disclosure documents, the City anticipates that, after giving effect to the issuance of
one or more series of 2014 DWSD Refinancing Bonds, the financial disclosures made in such
disclosure documents may be materially different from those set forth in this Disclosure
Statement.

By tendering their Tender Bonds pursuant to the Invitation, Bondholders shall be deemed
to have acknowledged and represented to the City that they have received, and have had the
opportunity to review, this Disclosure Statement, the Invitation and the other tender materials
prior to making the decision as to whether or not they should tender their Tender Bonds.

Availability of Documents

The descriptions and summaries of various documents set forth in this Disclosure
Statement do not purport to be conclusive or definitive and reference is made to each such
document for the complete details of all terms and conditions hereof. All references herein to the
2014 DWSD Refinancing Bonds and the DWSD Authorizing Documents, to the extent such
documents have been prepared, are qualified in their entirety by such documents, copies of
which are available from the Dealer Manager and may be examined or obtained at the expense of
the person requesting the same at the corporate trust office of the Information and Tender Agent.

As described in greater detail in “CITY OF DETROIT BANKRUPTCY MATTERS”
below, the City has filed a voluntary petition for relief under Chapter 9 of the Bankruptcy Code,
which case is pending under case number 13-53846. Pursuant to Section 941 of the Bankruptcy
Code, the City has filed with the Bankruptcy Court the Plan of Adjustment, as amended, and the
accompanying Disclosure Statement to the Plan of Adjustment (the “Bankruptcy Disclosure
Statement”). The Plan of Adjustment sets forth the manner in which all claims in the Bankruptcy
Case will be treated if the Plan of Adjustment is confirmed by the Bankruptcy Court and
becomes effective. For a complete understanding of the Plan of Adjustment, as it may be
modified from time to time, Bondholders should read the Plan of Adjustment and Bankruptcy
Disclosure Statement (including all supplements, exhibits and appendices attached thereto).
Electronic copies of certain documents filed with the Bankruptcy Court, including among others,
the current Plan of Adjustment and the Bankruptcy Disclosure Statement, may be found at
http://www.detroitmi.gov/EmergencyManager/BankruptcyChapter9.aspx. This reference is for
convenience only and the information on this website is not incorporated in, and shall not be
incorporated in, and shall not be deemed a part of, this Disclosure Statement. There can be no
assurance that any filed Plan of Adjustment will be reflective of the City’s final plan of
adjustment in the Bankruptcy Case, and there can be no assurance that any plan of adjustment
will be confirmed by the Bankruptcy Court or become effective.

SECURITY AND SOURCES OF PAYMENT FOR THE DWSD BONDS

Pursuant to the provisions of Act 94, Public Acts of Michigan, 1933, as amended (“Act
94”), all bonds issued, including the Tender Bonds, and to be issued by the City under the
Amended and Restated Bond Ordinance adopted by the City Council of Detroit (the “City
Council”) on January 26, 2005 (the “Bond Ordinance”) (collectively, the “DWSD Bonds”) are
payable solely from the Pledged Assets (as hereinafter defined), which include the Net Revenues
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of the Water Supply System and amounts available in certain funds and accounts established in
accordance with the Bond Ordinance. The DWSD Bonds are secured by a statutory lien on
Pledged Assets pursuant to Act 94 and the Bond Ordinance. In addition, the City and the
Department have entered into a Trust Indenture with U.S. Bank National Association, as trustee
(the “DWSD Trustee”) dated as of February 1, 2013 (the “DWSD Indenture”) to hold in trust the
amounts required or permitted to be transferred by the City to certain funds and accounts under
the Bond Ordinance for the payment of the DWSD Bonds. Funds and accounts held by the
DWSD Trustee under the DWSD Indenture are administered by the DWSD Trustee, in specified
circumstances upon the direction of the Department. Capitalized terms used under the heading
“SECURITY AND SOURCES OF PAYMENT FOR THE DWSD BONDS” that are not
otherwise defined herein have the definitions ascribed to such terms in the Bond Ordinance.

In accordance with the City Charter of the City of Detroit (the “City Charter”), monies
from fees collected for water, drainage or sewerage services are to be used exclusively for the
payment of expenses incurred in the provision of these services, including the interest or
principal of any obligations to finance the water supply or sewerage disposal facilities of the
City, and shall be kept in separate funds.

Pledged Assets

“Pledged Assets” under the Bond Ordinance consist of:

Net Revenues (defined below);

the funds and accounts established by or pursuant to the Bond Ordinance except for
the Operation and Maintenance Fund and the Construction Fund and any account
thereof;

investments of amounts credited to any fund, account or subaccount that is a Pledged
Asset; and

any income or gain realized from investments that are Pledged Assets to the extent
that such income or gain is not a Net Revenue.

“Revenues” are defined in the Bond Ordinance and the DWSD Indenture as the revenues
of the City from the Water Supply System (construed in accordance with Act 94) and include
amounts received by the City under its hedge agreements with respect to its DWSD Bonds,
including any termination payments, and income earned and gains realized from the investment
of amounts in the various funds, accounts and sub-accounts established by the DWSD Indenture
in accordance with the Bond Ordinance (other than the Construction Fund for any Fiscal Year
that earnings on the Construction Fund are not credited to the Receiving Fund).

“Net Revenues” are defined in the Bond Ordinance and the DWSD Indenture as, for any
period of time, all Revenues received during that period of time except for those transferred to
the Operation and Maintenance Fund.
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Priority of Lien and Payment Status

DWSD Bonds are secured under the Bond Ordinance in accordance with their relative
priorities by a statutory lien on Pledged Assets, as described below. The Bond Ordinance
permits the City to secure Ancillary Obligations (as defined herein) by a lien on Pledged Assets
having the same or a lower priority than the lien securing the particular DWSD Bonds to which
the Ancillary Obligations relate. Ancillary Obligation Fees and Expenses (as defined herein)
have a higher payment status than DWSD Bonds and Ancillary Obligations, as described below.

“Ancillary Obligations” are obligations incurred by the City with respect to particular
DWSD Bonds and consist of Hedge Obligations and Reimbursement Obligations. Hedge
Obligations are payment obligations under a hedge agreement, such as an interest rate swap,
other than the fees and expenses to be paid in the ordinary course of the transaction.
Reimbursement Obligations are repayment obligations under a credit enhancement or liquidity
facility, other than the fees and expenses to be paid in the ordinary course of the transaction. The
fees and expenses payable by the City in connection with any hedge agreement, credit
enhancement or liquidity facility in the ordinary course of the transaction are referred to as the
“Ancillary Obligation Fees and Expenses,” and are treated separately under the DWSD
Authorizing Documents from payments on DWSD Bonds.

All Ancillary Obligation Fees and Expenses are paid from Revenues in the Operation
and Maintenance Fund on the same basis as operating and administrative fees and
expenses of the Water Supply System, with the result being that they are paid before
debt service on the DWSD Bonds, which are paid from Net Revenues, and before
Ancillary Obligations.

Senior Lien Water Supply System Revenue Bonds (“Senior Lien DWSD Bonds”) and
related Ancillary Obligations are secured by a first lien on Pledged Assets and rank
first in the order of payment from Net Revenues; provided that any lien securing
Ancillary Obligations in respect of Senior Lien DWSD Bonds shall be subject to the
rights of the holders of the City’s outstanding Water Supply System Revenue Second
Lien Bonds, Series 1995-A, except to the extent that such Ancillary Obligations arise
in connection with a Financial Facility acquired to fund any portion of the Reserve
Account or to be substituted for cash therein.

Second Lien Water Supply System Revenue Bonds (“Second Lien DWSD Bonds”)
and related Ancillary Obligations secured on a parity therewith are secured by a lien
on Pledged Assets second only to the Senior Lien DWSD Bonds and their parity
Ancillary Obligations, and rank second in order of payment from Net Revenues; and

Any other Junior Lien Water Supply System Revenue Bonds (“Junior Lien DWSD
Bonds”), if issued, would have a lien subordinate to the lien of all Senior Lien DWSD
Bonds and Second Lien DWSD Bonds and their parity Ancillary Obligations, and
rank last in order of payment from Net Revenues.
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Flow of Funds

General

In accordance with the requirements of Act 94, the City Charter and the Bond Ordinance,
the City has established certain funds and accounts for the Water Supply System under the
DWSD Indenture to be held in trust by the DWSD Trustee. The DWSD Authorizing Documents
permit the establishment of additional funds for additional priorities of DWSD Bonds.

The Revenue Receipts Fund

All Revenues of the Water Supply System are deposited upon receipt or, if applicable,
upon completion of credit card processing activities, in either the “Revenue Receipts Fund” or
the “Receiving Fund” established under the DWSD Indenture. In general, Revenues from
wholesale customers are directly deposited into the Receiving Fund. Since almost all Detroit
retail customers receive both water and sewer services, revenues collected by the Department
from these customers are initially deposited in the Revenue Receipts Fund. All Revenues
collected and deposited into the Revenue Receipts Fund will be allocated by the DWSD Trustee,
at the direction of the Department, to the Water Supply System Receiving Fund and a Sewage
Disposal System Receiving Fund. The Revenues may be temporarily commingled with gross
revenues of the Sewage Disposal System. The DWSD Trustee will then transfer certain funds
from the Water Supply System Receiving Fund to the Operation and Maintenance Fund, the
Senior Lien Bond Interest and Redemption Fund, the Second Lien Bond Interest and Redemption
Fund, the Junior Lien Bond Interest and Redemption Fund and other System funds pursuant to
the flow of funds under the Bond Ordinance and the DWSD Indenture.

Flow of Funds

In accordance with the terms of Act 94, the City Charter and the Bond Ordinance, all
Revenues received by the City are set aside as collected and credited to the Receiving Fund,
which shall be held by the DWSD Trustee in accordance with the DWSD Indenture. As
received, amounts credited to the Receiving Fund are transferred seriatim into the following
funds and accounts but only within the respective limitations and only if the maximum amount
within such limitation has been transferred to the preceding fund or account:

First: to the Operation and Maintenance Fund held by a custodian, a sum
identified by the Department, in its sole discretion, as sufficient to provide for the
payment of the next month’s expenses of administration and operation of the Water
Supply System (including Ancillary Obligation Fees and Expenses) and such current
expenses for the maintenance thereof as may be necessary to preserve the same in good
repair and working order;

Second: to the Senior Lien Debt Service Account, an amount that, when added to
all other amounts then on deposit therein, shall equal the Debt Service Installment
Requirement for Senior Lien DWSD Bonds and related Ancillary Obligations of the same
priority as of the first day of such month;
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Third: to the Senior Lien Bond Reserve Account, an amount that when added to
all other amounts then on deposit therein shall equal the Reserve Requirement for Senior
Lien DWSD Bonds;

Fourth: to the Interest and Redemption Fund established for each priority of
Junior Lien DWSD Bonds, beginning with the Second Lien DWSD Bonds and
continuing in descending order of priority to, and including, the priority of lien of Junior
Lien DWSD Bonds, as follows:

First: to the Debt Service Account established for such
priority of lien, an amount that, when added to all other
amounts then on deposit therein, shall equal the Debt
Service Installment Requirement for Junior Lien DWSD
Bonds and related Ancillary Obligations of the same
priority of lien as of the first day of such month; and

Second: to the Reserve Account, if any, established for
such priority of lien an amount that, when added to all other
amounts then on deposit therein, shall equal the Reserve
Requirement for such priority of lien of Junior Lien DWSD
Bonds; and

Fifth: to the Extraordinary Repair and Replacement Reserve Fund, the amount of
the Extraordinary Repair and Replacement Minimum Requirement so long as the balance
thereof is less than the Extraordinary Repair and Replacement Maximum Requirement,
except that an amount withdrawn from such Fund and transferred to the Improvement
and Extension Fund as provided in the DWSD Indenture, shall be deducted from the
Extraordinary Repair and Replacement Maximum Requirement in the Fiscal Year of
withdrawal.

In any month, funds on deposit in the Receiving Fund in excess of the requirements set
forth above may, upon the direction of the Department, be transferred to the Improvement and
Extension Fund (provided that no amount shall be deposited to the Improvement and Extension
Fund or credited thereto for so long as a borrowing from the Extraordinary Repair and
Replacement Reserve Fund remains unpaid).

Amounts remaining in the Receiving Fund as of the last day of each Fiscal Year shall be
credited to the Surplus Fund. For additional information on the use and application of amounts in
the funds and accounts established by the DWSD Indenture, see the DWSD Indenture in
APPENDIX C – DWSD AUTHORIZING DOCUMENTS.

Priority of Funds and Accounts

Pursuant to the Bond Ordinance, if amounts in the Receiving Fund are insufficient to
provide for current requirements of the Operation and Maintenance Fund and each Interest and
Redemption Fund (including the Reserve Account, if any, therein), then any amounts or
securities held in the Surplus Fund, the Improvement and Extension Fund and the Extraordinary
Repair and Replacement Reserve Fund shall be credited or transferred, first, to the Operation and
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Maintenance Fund and second, to the particular Interest and Redemption Fund, to the extent of
the insufficiency therein from the aforesaid funds in the order listed.

If any principal (and redemption premium, if any) of or interest on DWSD Bonds of a
priority or any related Ancillary Obligations become due (whether on a stated or scheduled date,
by reason of call for redemption or otherwise), and there are insufficient amounts for the
payment thereof in the Interest and Redemption Fund established for such priority of DWSD
Bonds and Ancillary Obligations after applying payments in the Reserve Account, if any,
established for such priority of DWSD Bonds, then there shall be applied to such payment
amounts in each Interest and Redemption Account1 established for each lower priority of DWSD
Bonds, beginning with the lowest priority and proceeding seriatim in ascending order of priority,
until such payments are made in full.

Certain Other Funds

The Extraordinary Repair and Replacement Reserve Fund

Amounts in the Extraordinary Repair and Replacement Reserve Fund may be used to pay
costs of making major unanticipated repairs and replacements to the Water Supply System which
individually cost or are reasonably expected to cost in excess of $1 million. The Extraordinary
Repair and Replacement Reserve Fund is funded by monthly transfers of Revenues in minimum
amounts equal to 1/12 of 3% of the budgeted operation and maintenance expense of the Water
Supply System for the Fiscal Year, until the balance in such fund equals no greater than 15% of
the budgeted operation and maintenance expense of the Water Supply System for such Fiscal
Year, less in any Fiscal Year any amount that is withdrawn from such fund for paying a major
unanticipated repair or replacement, but only in the Fiscal Year that such amount is withdrawn.
The DWSD Indenture authorizes the Department, on and after the first day of each Fiscal Year,
to transfer not more than 50% of the balance in the Extraordinary Repair and Replacement
Reserve Fund to the Improvement and Extension Fund, but only if by the first day of the month
of such transfer the full amount of the minimum monthly transfer has been credited to the fund,
and the amounts of all prior transfers from the fund to the Improvement and Extension Fund
have been restored in full.

The Improvement and Extension Fund

Amounts in the Improvement and Extension Fund shall be used for improvements,
enlargements, extensions or betterment to the Water Supply System.

The Rate Stabilization Fund

The Bond Ordinance permits the creation of a Rate Stabilization Fund, the purpose of
which is to enable the City to set aside Prior Revenues (as defined herein) to augment Revenues
in future years in order to satisfy the requirements of the Bond Ordinance with respect to rate
covenants related to DWSD Bonds. See “—Rate Covenant” below for a description of the

1 Although the Bond Ordinance refers to an “Interest and Redemption Account” in this particular section, the correct defined term
is “Interest and Redemption Fund,” as otherwise used in the Bond Ordinance.
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restriction on use of transfers from the Rate Stabilization Fund in meeting the rate covenant’s
coverage requirements. Any funding of the Rate Stabilization Fund is at the sole discretion of
the Board of Water Commissioners. To date, the City has not transferred any funds into the Rate
Stabilization Fund.

Only Prior Revenues may be deposited in the Rate Stabilization Fund. “Prior Revenues”
are Revenues or Net Revenues only to the extent they may be applied to any lawful purpose of
the Water Supply System, in effect limiting Prior Revenues to Net Revenues that, in the Fiscal
Year of receipt, exceed the required deposits described above under “—Flow of Funds” and the
amounts needed to meet the coverage requirements described below under “—Rate Covenant.”
The deposit of Prior Revenues into the Rate Stabilization Fund is limited in any Fiscal Year as
described in APPENDIX C—DWSD AUTHORIZING DOCUMENTS—Rate Stabilization
Fund. Except as taken into account in connection with a coverage determination, amounts on
deposit in the Rate Stabilization Fund may be applied for any lawful purpose of the Water
Supply System.

The Surplus Fund; Uses and Replenishments of Deficits in Other Funds

Amounts from time to time on deposit in the Surplus Fund may, at the option of the
Department, be withdrawn upon written request to the DWSD Trustee and used for any purposes
related to the System. These purposes can include depositing such funds in the Receiving Fund
and applying such funds pursuant to the Flow of Funds described above. If and whenever there is
any deficit in the Operation and Maintenance Fund or in any Interest and Redemption Fund
(including any Reserve Account therein), the DWSD Trustee shall transfer funds to the extent of
any such deficit from the Surplus Fund to such funds in the order and priority described above.

Reserve Accounts and Reserve Requirements

Pursuant to the Bond Ordinance and the DWSD Indenture, there has been established a
Senior Lien Bond Reserve Account and a Second Lien Bond Reserve Account. Junior Lien
DWSD Bonds are not secured by any Reserve Account. Amounts in a Reserve Account shall be
used solely for the payment of the principal (and premium, if any) of and interest on the DWSD
Bonds and Ancillary Obligations of the priority for which such Reserve Account was
established, as to which there would otherwise be a default.

The Reserve Requirement for Senior Lien DWSD Bonds is the maximum Annual Debt
Service on all Senior Lien DWSD Bonds then outstanding for the current or any future Fiscal
Year or the maximum amount permitted by the Internal Revenue Code of 1986, as amended (the
“Code”). “Annual Debt Service” means, for any Fiscal Year and with respect to Indebtedness of
any particular priority, the amount of such Indebtedness due in such Fiscal Year in accordance
with their respective terms. The Reserve Requirement for Second Lien DWSD Bonds is the
maximum Annual Debt Service on all Second Lien DWSD Bonds then outstanding for the
current or any future Fiscal Year or the maximum amount permitted by the Code. If a Reserve
Account is established for any other priority of Junior Lien DWSD Bonds, the Reserve
Requirement for such other Junior Lien DWSD Bonds shall be the amount set forth in the
supplemental action establishing such Reserve Account, and if no amount is set forth, shall be
the average Annual Debt Service on all Junior Lien DWSD Bonds of such priority then
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outstanding for the current or any future Fiscal Year or the maximum amount permitted by the
Code.

Concurrently with the issuance of DWSD Bonds of a priority for which a Reserve
Account has been or is being established, the Bond Ordinance and the DWSD Indenture require
there be credited to such Reserve Account the amount that, when added to the amount on deposit
in such account or credited thereto, equals the Reserve Requirement for the DWSD Bonds then
to be issued and all DWSD Bonds of the same priority then outstanding. As of the date of this
Disclosure Statement, the funds on deposit in the Senior Lien Bond Reserve Account and Second
Lien Bond Reserve Account were sufficient to meet or exceeded the Reserve Requirement for
the outstanding Senior Lien DWSD Bonds and Second Lien DWSD Bonds, respectively.
Pursuant to the Bond Ordinance, any Reserve Requirement with respect to variable rate bonds is
calculated based on an interest cost assumption for unhedged variable rate debt of 125% of the 5-
year average of the SIFMA Municipal Index.

The Bond Ordinance permits the use of Credit Enhancement to fund any Reserve
Account or to substitute for amounts on deposit in a Reserve Account, if the provider is rated in
the highest rating category of each Rating Agency then rating the DWSD Bonds having the
benefit of such Reserve Account, and the City receives an opinion of nationally recognized bond
counsel to the effect that such Credit Enhancement will not adversely affect the tax-exempt
status of interest on any DWSD Bonds. There is no Bond Ordinance requirement that the rating
of Credit Enhancement which has been properly credited to a Reserve Account be maintained.

The following table summarizes the funding of the Reserve Requirements for the Senior
Lien Bond Reserve Account and Second Lien Bond Reserve Account as of June 30, 2014.

Senior Lien
Bonds

Second Lien
Bonds

Aggregate
System

Reserve Requirement $146,897,434 $64,475,419 $211,372,853
Funding Amounts:

Cash and Investments(1) 58,007,260 19,974,887 77,982,147
Credit Enhancement(2) 93,653,288 45,815,645 139,468,933

Total $151,660,548 $65,790,532 $217,451,060
_______________________

(1) Represents market value of amounts in cash and cash equivalents as of June 30, 2014.
(2) For series-specific policies represents the lesser of (a) the maximum amount of the policy or (b) the amount of Reserve

Requirement allocated to the specific series covered by such policy.

SOURCE: The Department

As of the date of this Disclosure Statement, the Reserve Requirement for the Senior Lien
Bond Reserve Account is satisfied with Cash and Investments and Credit Enhancement in the
form of the following surety or insurance policies:

(a) Financial Guaranty Insurance Company (“FGIC”) surety policy unconditionally
guarantying the payment of principal of and interest on any Senior Lien Bonds up to a maximum
aggregate available amount of $16,729,163 and with a termination date of July 1, 2029.
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(b) FGIC surety policy unconditionally guarantying the payment of principal of and
interest on any Senior Lien DWSD Bonds up to a maximum aggregate available amount of
$15,954,125 and with a termination date of July 1, 2033.

(c) MBIA Insurance Corporation (“MBIA”) surety policy unconditionally
guarantying the payment of the payment of principal of and interest on any Senior Lien DWSD
Bonds up to a maximum aggregate available amount of $24,970,000 and with a termination date
equal to the earlier of July 1, 2034 or the date on which the Series 2003(A) Bonds are no longer
outstanding.

(d) FGIC surety policy unconditionally guarantying the payment of principal of and
interest on any Senior Lien DWSD Bonds up to a maximum aggregate available amount of
$4,000,000 and with a termination date of July 1, 2035.

(e) Assured Guaranty Municipal (“AGM,” formerly Financial Security Assurance
Inc.) surety policy unconditionally guarantying the payment of principal of and interest on any
Senior Lien DWSD Bonds up to a maximum aggregate available amount of $3,000,000 and with
a termination date equal to the earlier of July 1, 2034 or the date on which the Series 2006(A)
and Series 2006(D) Bonds are no longer outstanding.

(f) MBIA surety policy unconditionally guarantying the payment of principal of and
interest on any Senior Lien DWSD Bonds up to a maximum aggregate available amount of
$29,000,000 and with a termination date equal to the earlier of July 1, 2027 or the date on which
the City has made all payments required on Senior Lien DWSD Bonds.

As of the date of this Disclosure Statement, the Reserve Requirement for the Second Lien
Bond Reserve Account is satisfied with Cash and Investments and Credit Enhancement in the
form of the following surety or insurance policies:

(a) FGIC surety policy unconditionally guarantying the payment of principal of and
interest on any Second Lien DWSD Bonds up to a maximum aggregate available amount of
$6,815,645 and with a termination date of July 1, 2033.

(b) MBIA surety policy unconditionally guarantying the payment of the payment of
principal of and interest on any Second Lien DWSD Bonds up to a maximum aggregate
available amount of $29,000,000 and with a termination date equal to the earlier of July 1, 2032
or the date on which the Series 2003(B) Bonds are no longer outstanding.

(c) AGM surety policy unconditionally guarantying the payment of principal of and
interest on any Second Lien DWSD Bonds up to a maximum aggregate available amount of
$10,000,000 and with a termination date equal to the earlier of July 1, 2036 or the date on which
the Bonds and Series 2006(C) Bonds are no longer outstanding.

As noted, certain of the Reserve Account requirements currently are satisfied through
surety or insurance policies issued by MBIA, FGIC and AGM. Certain obligations of FGIC have
been reinsured by National Public Finance Guarantee Corporation (“National”), pursuant to the
restructuring by MBIA and the assignment of certain FGIC obligations to National by MBIA.
National has confirmed that each of the FGIC debt service Reserve Account Credit
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Enhancements listed above is covered by such reinsurance pursuant to the FGIC Reinsurance
Agreement.

Although the Bond Ordinance requires that Credit Enhancement used to fund a Reserve
Account be rated in the highest rating category of each rating agency at the time of its
acquisition, there is no requirement that such rating be maintained. Accordingly, all Credit
Enhancements are valued at their full face value for purposes of determining satisfaction of the
applicable Reserve Account Requirement, regardless of the provider’s rating. If the Credit
Enhancement were determined to have no value, as for example, if a court made such a
determination in connection with the dissolution of the provider, then the City would be required
to replenish the applicable Reserve Account with cash or through a replacement Credit
Enhancement Policy, as described herein under “SECURITY AND SOURCES OF PAYMENT
FOR THE DWSD BONDS–Flow of Funds” and in APPENDIX C – DWSD AUTHORIZING
DOCUMENTS.

Rate Covenant

Pursuant to Act 94, the City has covenanted under the Bond Ordinance to maintain the
Water Supply System in good repair and working order and to make all needed and proper
repairs, replacements, additions and betterments so that the Water Supply System may at all
times be operated properly and advantageously and so that the value and efficiency of the Water
Supply System shall at all times be maintained.

The Bond Ordinance contains a covenant to fix and revise rates for water supply service
from time to time as may be expected to be necessary to produce the greater of:

1. The amounts required to provide for:

a. the payment of the expenses for maintenance of the Water Supply System
as are necessary to preserve the same in good repair and working order;
and

b. the payment of Indebtedness coming due for the Fiscal Year of
calculation; and

c. the creation and maintenance of reserves therefor as required by the Bond
Ordinance or any ordinance or resolution adopted in accordance with the
terms thereof; and

d. such other expenditures and funds for the Water Supply System as the
Bond Ordinance may require; and

2. The Required Combined Coverage (i.e., with respect to the rate covenant,
projected Net Revenues for the Fiscal Year of calculation, divided by the
Indebtedness coming due for such Fiscal Year). For purposes of the rate
covenant, the coverage requirements for determining the Required Combined
Coverage are the following percentages:
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Priority of DWSD Indebtedness: Percentage:
Senior Lien DWSD Indebtedness 120%
Second Lien DWSD Indebtedness (together with Senior Lien Indebtedness) 110%
SRF Junior Lien DWSD Bonds (together with Senior and Second Lien
Indebtedness)

100%

Rates are established by the Board of Water Commissioners.

The Bond Ordinance defines “Indebtedness” as (i) principal of and interest on DWSD
Bonds outstanding in the Fiscal Year of calculation, (ii) Reimbursement Obligations, and (iii)
amounts payable by the City under a Hedge by reason of the early termination thereof. The City
may take into account transfers from the Rate Stabilization Fund in calculating compliance with
the rate covenant, but the City shall also comply with the rate covenant by maintaining rate
coverage percentages of at least 100% without taking into account any transfers from the Rate
Stabilization Fund.

Enforceability of Rates

The Bond Ordinance and Act 94 provide that payment of charges for water supply
service to a premises may be enforced by discontinuing water service, sewage disposal service,
storm water disposal service or any combination of such services to the premises. Further, the
Bond Ordinance and Act 94 provide for the collection of delinquent charges for water supply and
sewage disposal service by means of a lien on the respective premises of retail customers. Any
such lien shall be enforced in the same manner as provided for the collection of taxes assessed
upon the roll and the enforcement of tax liens. See “DWSD FINANCIAL PROCEDURES—
Collections and Delinquencies.” Act 94 provides that the rates charged for services furnished by
any public improvement constructed under Act 94 shall not be subject to supervision or
regulation by any State of Michigan (“State”) bureau, board, commissioner or other like
instrumentality or agency thereof.

DWSD Additional Bonds

The City may not incur any obligations payable from Pledged Assets except for DWSD
Bonds, Ancillary Obligations and Ancillary Obligation Fees and Expenses, and no obligations of
the City may be secured by a lien on Pledged Assets except as provided in the Bond Ordinance.

Coverage Requirements

The coverage requirements for determining the Required Combined Coverage (i.e., with
respect to the DWSD Additional Bonds test described below, projected Net Revenues for the
current or next succeeding Fiscal Year or historical Net Revenues for the immediately preceding
audited Fiscal Year divided by the maximum Annual Debt Service) for the issuance of additional
DWSD Bonds are as follows:

[Remainder of Page Intentionally Left Blank]
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Priority of DWSD Bonds: Percentage:
Senior Lien Bonds 120%
Second Lien Bonds (together with Senior Lien Bonds) 110%
SRF Junior Lien Bonds (together with Senior Lien and Second Lien Bonds) 100%

General Authority

The City may issue DWSD Bonds of any priority (the “DWSD Additional Bonds”) for
repairs, extensions, enlargements, and improvements to the Water Supply System (including
repaying amounts withdrawn from the Extraordinary Repair and Replacement Reserve Fund),
refunding all or a part of any outstanding DWSD Bonds and paying the costs of issuing such
DWSD Additional Bonds, including deposits, if any, to be made to any Reserve Account
established or to be established for such DWSD Additional Bonds or any other DWSD Bonds if
there is Required Combined Coverage under either the Projected Net Revenues Test or the
Historical Net Revenues Test (the “Additional Bonds Test”). See “DEPARTMENT
FINANCIAL OPERATIONS—Summary of Historical Revenues and Expenses” and
APPENDIX A—FEASIBILITY CONSULTANT’S REPORT.

Projected Net Revenues Test

For purposes of the Projected Net Revenues Test, the Required Coverage Requirement
means the result produced by dividing the Net Revenues for the current or next succeeding Fiscal
Year, by the maximum composite Annual Debt Service in any Fiscal Year on outstanding
DWSD Bonds and the DWSD Additional Bonds to be issued.

Projected Net Revenues may include 100% of the estimated increase in Net Revenues to
accrue as a result of the acquisition of the repairs, extensions, enlargements and improvements to
the Water Supply System to be paid for in whole or in part from the proceeds of the Additional
Bonds. In projecting Net Revenues, the City shall engage the services of and be guided by a
consultant of national reputation for advising municipalities with respect to setting rates and
charging for the use of water supply systems.

“Annual Debt Service” is a defined term in the Bond Ordinance, and reference should be
made to APPENDIX C – DWSD AUTHORIZING DOCUMENTS for the definition and the
rules for determining Annual Debt Service. If any DWSD Additional Bonds are to be issued to
refund outstanding DWSD Bonds, the Annual Debt Service to be used for determining the
Required Combined Coverage shall be the Annual Debt Service on the DWSD Additional Bonds
to be issued and not the Annual Debt Service on the DWSD Bonds to be refunded.

Historical Net Revenues Test

For purposes of the Historical Net Revenues Test, the Required Coverage Requirement
means the result produced by dividing the actual Net Revenues for the immediately preceding
audited Fiscal Year, by the maximum composite Annual Debt Service in any future Fiscal Year
on outstanding DWSD Bonds and the DWSD Additional Bonds to be issued.

Instead of the immediately preceding audited Fiscal Year, the City may use any audited
Fiscal Year ending not more than sixteen months prior to the date of delivery of such DWSD
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Additional Bonds. If any change in the rates, fees and charges of the Water Supply System has
been authorized at or prior to the date of sale of such DWSD Additional Bonds, the Net
Revenues for the particular preceding Fiscal Year shall be augmented by an amount reflecting
the effect of such change had the Water Supply System’s billings during such Fiscal Year been at
the increased rates.

Net Revenues for the particular preceding audited Fiscal Year also may be augmented by
100% of the estimated increase in Net Revenues to accrue as a result of the acquisition of the
repairs, extensions, enlargements and improvements to the Water Supply System to be paid for
in whole or in part from the proceeds of such DWSD Additional Bonds and 100% of any
acquisition, extension or connection which was made subsequent to the end of the particular
preceding audited Fiscal Year. With respect to augmentation of Net Revenues, the City shall
engage the services of and receive the certificate of a consultant of national reputation for
advising municipalities with respect to setting rates and charges for the use of water supply
systems regarding the existence of such conditions.

Alternate Test for Refundings

The City may issue DWSD Bonds of any priority without regard to the above tests for the
purpose of refunding all or part of DWSD Bonds then Outstanding and paying costs of issuing
such DWSD Additional Bonds, including deposits which may be made to any Reserve Account
established or to be established for such DWSD Additional Bonds or any other DWSD Bonds if,
but only if: (i) the combined Annual Debt Service coming due in the current Fiscal Year and
each Fiscal Year thereafter until maturity on (A) the DWSD Additional Bonds to be issued and
(B) giving effect to the refunding, all Outstanding unrefunded DWSD Bonds of equal and higher
priority, is less than (ii) the combined Annual Debt Service coming due in the current Fiscal
Year and each Fiscal Year thereafter until maturity on all DWSD Bonds of equal and higher
priority, without giving effect to the refunding.

Amendments Without Consent

The Bond Ordinance may be amended or supplemented from time to time by Act of
Council or Supplemental Action,2 without the consent of the Holders of DWSD Bonds:

• To issue DWSD Bonds of any priority;

• To add to the covenants and agreements of the City in the Bond Ordinance
contained, other covenants and agreements thereafter to be observed or to
surrender, restrict or limit any right or power reserved to or conferred upon the
City (including but not limited to the right to issue DWSD Bonds or incur other
Secured Obligations of, in either case, any priority);

2
“Act of Council” is defined by the Bond Ordinance as a resolution or ordinance of the City Council. “Supplemental Action” is defined by the

Bond Ordinance as an Act of Council or a sale order or other document signed by the Finance Director of the City pursuant to an Act of Council.
The authority of the Finance Director of the City and City Council under the Bond Ordinance and the City Charter has been modified by the
District Court Orders and the appointment of the Emergency Manager. For further information see “THE DEPARTMENT – Court Mandated
Changes” and “THE CITY.”
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• To make such provisions for the purpose of curing any ambiguity, or curing,
correcting or supplementing any defective provisions contained in the Bond
Ordinance, or in regard to matters or questions arising under the Bond Ordinance,
as the City may deem necessary or desirable;

• To increase the size or scope of the Water Supply System; and

• To amend or supplement the Bond Ordinance in any respect with regard to
DWSD Bonds of one or more Priorities of Lien so long as such amendment does
not materially adversely affect the Holders of outstanding DWSD Bonds.

The Bond Ordinance provides that no Holders of DWSD Bonds of a priority of lien shall
be “materially adversely affected” for the purposes of the Bond Ordinance by the change of any
coverage percentage established for DWSD Bonds of any other priority of lien, and no
amendment of or supplement to the Bond Ordinance that provides for or facilitates the issuance
of DWSD Bonds or incurs other Secured Obligations of, in either case, of any priority of lien
shall “materially adversely affect” the Holders of DWSD Bonds of any other priority of lien for
the purposes of the Bond Ordinance so long as such amendment does not change any coverage
percentage established for such priority of lien or is not an amendment that requires the consent
of the Holder of such DWSD Bonds because it (i) reduces the applicable percentage of Holders
of DWSD Bonds required to consent to an amendment to the Bond Ordinance, (ii) extends the
fixed maturity of such Holder’s DWSD Bonds or reduces the rate of interest thereon or extends
the time of payment of interest, or reduces the amount of the principal or redemption premium
thereof, or reduces or extends the time for payment of any premium payable on the redemption
thereof or (iii) changes the priority of lien of such DWSD Bonds or deprives such Holder of the
right to payment of such DWSD Bonds from Pledged Assets.

Amendments With Consent

With the consent of the Holders of not less than 51% in principal amount of Securities
then Outstanding affected thereby, the City may from time to time and at any time amend the
Bond Ordinance in any manner by Act of Council; provided, that no such amendment shall:

reduce the applicable percentage of Holders of Securities required to consent to an
amendment to the Bond Ordinance without the consent of the Holders of all
Securities then Outstanding, or

without the consent of the Holder of such Security affected thereby:

o extend the fixed maturity of such Security or reduce the rate of interest thereon or
extend the time of payment of interest, or reduce the amount of the principal or
redemption premium thereof, or reduce or extend the time for payment of any
premium payable on the redemption thereof, or

o change the priority of lien of such Security or deprive such Holder of the right to
payment of such Security from Pledged Assets.
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It shall not be necessary for the consent of the Securityholders as described above to
approve the particular form of any proposed Act of Council but it shall be sufficient if such
consent shall approve the substance thereof. The consent of the Holder of a Security shall bind
all Holders of any Security for which such Security was the predecessor.

For the purpose of acquiring consent for the purposes of the provision of the Bond
Ordinance described above, the consent of a Securityholder acquiring a Security in an offering
remarketing in which the offering or remarketing circular or other disclosure document fully
disclosed the terms of such amendment or supplement shall be considered obtained as if such
consents were being solicited under this Section, but no actual consent shall be required, and no
more than one such disclosure shall be required.

Promptly after an Act of Council amending the Bond Ordinance has obtained the
requisite consent, the Finance Director of the City shall cause the Transfer Agent to notify, by
mail at their addresses shown in the Registry, or by publication, Holders of all Outstanding
Securities affected by such amendment, of the general terms of the substance of such Act of
Council. Filing notice pursuant to the continuing disclosure agreement in respect of such
Securities shall constitute sufficient notice for the purposes of the Bond Ordinance.

No amendment may be made under these provisions of the Bond Ordinance which affects
the rights of the insurer or obligee of a Financial Facility or counterparty to a Hedge without its
consent.

The City is considering soliciting consents to certain provisions of the Bond Ordinance.
Any such solicitation would be implemented through a process separate and distinct from the
Invitation. No consents are being solicited pursuant to the Invitation and this Disclosure
Statement.

Remedies under the DWSD Indenture and the Bond Ordinance

Under the DWSD Indenture, if there is a Default (as defined in the DWSD Indenture) on
any DWSD Bond, the DWSD Trustee may pursue any remedy permitted by law and the Bond
Ordinance to enforce the performance of or compliance with the provisions of the DWSD
Indenture.

Upon the happening and continuance of a Default on any DWSD Bond, and if requested
to do so by the Holders of at least 20% in aggregate principal amount of the Outstanding DWSD
Bonds and the DWSD Trustee is indemnified as provided in the DWSD Indenture and the Bond
Ordinance, the DWSD Trustee shall exercise such of the rights and powers as the DWSD Trustee
shall deem most effective to enforce and protect the interests of the Holders.

The Holder or Holders of DWSD Bonds representing in the aggregate not less than 20%
of the entire principal amount thereof then Outstanding, shall have the right at any time, by a
written instrument executed and delivered to the DWSD Trustee, to direct the method and place
of conducting all proceedings to be taken in connection with the enforcement of the terms and
conditions of the DWSD Indenture, or any other or any other proceedings under the DWSD
Indenture; provided, that such direction shall not be otherwise than in accordance with the
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provisions of law and of the DWSD Indenture, and provided that the DWSD Trustee shall be
indemnified to its satisfaction.

The Holder or Holders of DWSD Bonds representing in the aggregate not less than 20%
of the entire principal amount thereof then Outstanding, may, by suit, action, mandamus or other
proceedings, protect and enforce the statutory lien upon Pledged Assets, and may, by suit, action,
mandamus or other proceedings, enforce and compel performance of all duties of the officers of
the City, including the fixing of sufficient rates, the collection of Revenues, the proper
segregation of the Revenues of the Water Supply System and the proper application thereof. The
statutory lien upon Pledged Assets, however, shall not be construed to compel the sale of the
Water Supply System or any part thereof.

If there is a Default in the payment of the principal (and premium, if any) of and interest
on any DWSD Bonds, any court having jurisdiction in any proper action may appoint a receiver
to administer and operate the Water Supply System on behalf of the City and, under the direction
of the court, perform all of the duties of the officers of the City more particularly set forth herein
and in Act 94.

A Holder of DWSD Bonds shall have all other rights and remedies given by Act 94 and
by law for the payment and enforcement of the DWSD Bonds and the security therefor. The
rights and remedies of Bondholders and the enforceability of the DWSD Bonds, the DWSD
Authorizing Documents, and Act 94 may be subject to and limited by bankruptcy, insolvency,
reorganization, moratorium, fraudulent conveyance, or similar laws affecting the enforcement of
creditors’ rights generally heretofore or hereafter enacted to the extent constitutionally
applicable, and by the application of general principles of equity including those relating to
equitable subordination and the enforcement of such rights and remedies may also be subject to
and limited by the exercise of judicial discretion in appropriate cases.

CITY OF DETROIT BANKRUPTCY MATTERS

For a complete summary of events in the City’s pending Chapter 9 bankruptcy case,
please review the Corrected Fifth Amended Plan of Adjustment and the Fourth Amended
Disclosure Statement filed by the City in its bankruptcy case, both of which are available
free of charge from the internet at http://www.kccllc.com/detroit.

Chapter 9 of the Bankruptcy Code provides for the court-supervised reorganization of a
municipality’s financial affairs. On July 18, 2013 (the “Petition Date”), the City filed a voluntary
petition for relief under Chapter 9 of the Bankruptcy Code in the United States Bankruptcy Court
for the Eastern District of Michigan (the “Bankruptcy Court”), which case is pending under case
number 13-53846 (the “Bankruptcy Case”). On December 5, 2013, the Bankruptcy Court issued
its Order for Relief Under Chapter 9 of the Bankruptcy Code [Docket No. 1946] (the “Eligibility
Order”) ordering that the City was an eligible debtor under Chapter 9 of the Bankruptcy Code.
The Eligibility Order has been appealed and those appeals are currently pending before the
United States Court of Appeals for the Sixth Circuit (the “Court of Appeals”).

A Chapter 9 debtor has the exclusive right to file a Chapter 9 plan of adjustment. A
Chapter 9 plan of adjustment may provide for, among other things, the extension of a Chapter 9
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debtor’s debt maturities, the reduction of principal of or interest on its debts, the refinancing of
its debt, in whole or in part, or other modifications to the debtor’s debt obligations.

The City has prepared a Plan of Adjustment and filed the most recent corrected Plan of
Adjustment with the Bankruptcy Court on July 29, 2014 (as may be further amended from time
to time, the “Plan of Adjustment”). The Plan of Adjustment has not yet been confirmed by the
Bankruptcy Court. On August 6, 2014, the Bankruptcy Court issued its Seventh Amended Order
Establishing Procedures, Deadlines and Hearing Dates Relating to the Debtor’s Plan of
Adjustment (the “Seventh Amended Order”). Under the Seventh Amended Order, the hearing to
consider confirmation of the Plan of Adjustment will commence on August 21, 2014. Additional
confirmation hearing dates, as necessary, have been scheduled for August 22, August 25-29,
September 2-5, September 8-12, September 15-19, and September 22-23, 2014. These dates, and
the other dates set forth in the Seventh Amended Order, may be further modified by the
Bankruptcy Court.

Sections 3(a) through 3(c) of the Plan of Adjustment set forth the proposed treatment of
claims (the “Water and Sewer Bond Claims”) arising from the existing water and sewer bonds
which were outstanding as of the Petition Date (the “Existing Water and Sewer Bonds”). The
Water and Sewer Bond Claims are classified in Classes 1A, 1B and 1C under the Plan of
Adjustment. Bondholders should reference the Plan of Adjustment for a complete description of
the proposed treatment of the Water and Sewer Bond Claims.

Numerous and varied objections (the “Water and Sewer Objections”) have been filed
with the Bankruptcy Court to the proposed treatment of the Water and Sewer Bond Claims in the
Plan of Adjustment. The Water and Sewer Objections raise a myriad of legal and factual issues
in opposition to the Plan of Adjustment. The Water and Sewer Objections include the
following:3

Objecting Party Docket Reference
Oakland County Docket No. 4627
Macomb County Docket No. 4636
U.S. Bank National Association as DWSD Bond Trustee Docket No. 4647
Berkshire Hathaway Assurance Corporation Docket No. 4657
Wayne County Docket No. 4663
National Public Finance Guarantee Corporation Docket No. 4665
Ad Hoc Committee of DWSD Bondholders Docket No. 4671
Assured Guaranty Municipal Corp. Docket No. 4674

A summary of the foregoing Water and Sewer Objections (and the City’s responses)
appears on Exhibit A to Docket No. 5034 in the City’s Bankruptcy Case. The summary, and the
complete Water and Sewer Objections are available for review free of charge from the internet at
http://www.kccllc.com/detroit.

3 The summary of Water and Sewer Objections contained herein may not be an exhaustive listing of all objections put forth
by parties in interest to the treatment of Water and Sewer Bonds Claims in the Plan of Adjustment. In that regard, reference
should be made to the Bankruptcy Court docket in the City’s Chapter 9 Bankruptcy Case.
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The parties filing the Water and Sewer Objections, including holders and insurers of
existing bonds and certain counties within the Department’s service areas, have retained
numerous experts. Those experts have prepared reports raising a myriad of legal and factual
claims regarding the Plan of Adjustment and raising various issues relating to the Department’s
operations, the Plan of Adjustment’s treatment of the Department’s General Retirement System
(“GRS”) pension liabilities, the sufficiency of the Department’s approved capital improvement
plan, the affordability of its rates, the accuracy of its historical and current forecasts and its
current credit quality and its likely future bond ratings and cost of capital should the Plan of
Adjustment be confirmed, among numerous other matters. These reports were served on parties
to the Bankruptcy Case, but, in accordance with the procedures outlined by the Bankruptcy
Court, have not been filed with the Bankruptcy Court. This Disclosure Statement may be
inconsistent in some respects with one or more of these reports.

For a Chapter 9 plan of adjustment to become effective, it must be confirmed by order of
a bankruptcy court. The requirements for confirming a Chapter 9 plan of adjustment are
complex. Section 943(b) provides that a bankruptcy court shall confirm a Chapter 9 plan of
adjustment if: (1) the plan complies with the provisions of the Bankruptcy Code made applicable
in Chapter 9 cases by section 901 of the Bankruptcy Code; (2) the plan complies with the
provisions of Chapter 9; (3) all amounts to be paid by the debtor or by any person for services or
expenses in the case or incident to the plan have been fully disclosed and are reasonable; (4) the
debtor is not prohibited by law from taking any action necessary to carry out the plan; (5) except
to the extent that the holder of a particular claim has agreed to a different treatment of such
claim, the plan provides that on the effective date of the plan each holder of a claim of a kind
specified in Section 507(a)(2) of the Bankruptcy Code will receive on account of such claim cash
equal to the allowed amount of such claim; (6) any regulatory or electoral approval necessary
under applicable non-bankruptcy law in order to carry out any provision of the plan has been
obtained, or such provision is expressly conditioned on such approval; and (7) the plan is in the
best interests of creditors and is feasible.

Section 901 of the Bankruptcy Code incorporates Section 1129(a)(10) of the Bankruptcy
Code into Chapter 9. Accordingly, for a Chapter 9 plan of adjustment to be confirmed, at least
one class of impaired claims must vote to accept that plan of adjustment (without counting the
votes of any “insiders” whose claims are classified within that class). A class of impaired claims
has accepted a Chapter 9 plan of adjustment only when the holders of at least a majority in
number and at least two-thirds in dollar amount of the allowed claims actually voting in that
class vote to accept the plan of adjustment.

Section 901 of the Bankruptcy Code makes applicable in Chapter 9 the so-called
“cramdown” provisions of Sections 1129(a)(8), 1129(b)(2)(A) and 1129(b)(2)(B) of the
Bankruptcy Code. Section 1129(b)(1) provides that, if one class of impaired claims accepts a
Chapter 9 plan of adjustment, but other impaired classes do not, then the Chapter 9 debtor must
demonstrate that its Chapter 9 plan of adjustment is “fair and equitable” and does not
discriminate unfairly with respect to each impaired class that has not accepted the plan. With
respect to a class of dissenting secured creditors, Section 1129(b)(2)(A) provides that a plan is
“fair and equitable” to such dissenting secured creditors to the extent it provides:

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 343 of 422



21

(i) (I) that the holders of such claims retain the liens securing such claims, whether the
property subject to such liens is retained by the debtor or transferred to another entity, to
the extent of the allowed amount of such claims; and

(II) that each holder of a claim of such class receive on account of such claim deferred
cash payments totaling at least the allowed amount of such claim, of a value, as of the
effective date of the plan, of at least the value of such holder’s interest in the estate’s
interest in such property;

(ii) for the sale, subject to Section 363(k) of the Bankruptcy Code, of any property that is
subject to the liens securing such claims, free and clear of such liens, with such liens to
attach to the proceeds of such sale; or

(iii)for the realization by such holders of the indubitable equivalent of such claims.

The deadline for the City to mail voting solicitation packages to the various holders of
claims classified under the Plan of Adjustment was May 12, 2014 for purposes of soliciting the
votes of such holders on whether to accept or reject the Plan of Adjustment. Among the creditors
solicited in connection with the Plan of Adjustment were the holders of the Water and Sewer
Bond Claims classified in the classes of claims comprising Class 1A. Classes 1B and 1C are
unimpaired under the Plan of Adjustment and are, therefore, deemed to have accepted the Plan of
Adjustment and did not vote on the Plan of Adjustment. The deadline for the holders of claims to
submit their votes to accept or reject the Plan of Adjustment was July 11, 2014. Voting results
for each class of claims under the Plan of Adjustment are summarized in the Declaration of
Michael J. Paque Regarding the Solicitation and Tabulation of Votes On, and the Results of
Voting with Respect to, Fourth Amended Plan for the Adjustment of Debts of the City of Detroit
dated July 21, 2014, which appears at Docket No. 6179 in the City’s Bankruptcy Case, and can
be viewed free of charge from the internet at http://www.kccllc.com/detroit.

Section 944 of the Bankruptcy Code governs the effect of confirmation of a Chapter 9
plan of adjustment. Under that section, the provisions of a confirmed plan bind the debtor and
any creditor, whether or not (1) a proof of such creditor’s claim is filed or deemed filed under the
Bankruptcy Code; (2) such claim is allowed under Section 502 of the Bankruptcy Code; or (3)
such creditor has accepted the plan. Except as provided in Section 944(c) of the Bankruptcy
Code, the debtor is discharged from all debts as of the time when (a) the plan is confirmed; (b)
the debtor deposits any consideration to be distributed under the plan with a disbursing agent
appointed by the court; and (c) the court has determined (i) that any security so deposited will
constitute, after distribution, a valid legal obligation of the debtor; and (ii) that any provision
made to pay or secure payment of such obligation is valid. Under Section 944(c), the debtor is
not discharged from any debt (A) excepted from discharge by the plan or order confirming the
plan; or (B) owed to an entity that, before confirmation of the plan, had neither notice nor actual
knowledge of the case.

There can be no assurance that the City’s Plan of Adjustment will ultimately conform to
the Plan of Adjustment currently proposed by the City. There can also be no assurance that the
Plan of Adjustment will be confirmed by the Bankruptcy Court, and, in particular, whether the
Bankruptcy Court will overrule the Water and Sewer Objections or otherwise approve the
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proposed treatment of the Water and Sewer Bond Claims. Moreover, any order confirming the
Plan of Adjustment may be appealed to a higher court. Even if confirmed, there can be no
assurance if or when the Plan of Adjustment will become effective or ultimately be
consummated.

Once confirmed and consummated, however, the Water and Sewer Bond Claims will be
discharged under the Plan of Adjustment in exchange for the treatment proposed thereunder. The
provisions of the Plan of Adjustment, if confirmed and effectuated, are intended to alleviate
many of the City’s most significant financial problems. However, there can be no assurance that
the City will not file another bankruptcy petition in the future pursuant to Chapter 9 of the
Bankruptcy Code.

RISK FACTORS

Introduction

In making a decision whether to tender their Tender Bonds, Bondholders should consider
certain risks and investment considerations which could affect the ability of the Department to
pay debt service on its Tender Bonds or, if the tender is successfully completed, on any existing
untendered DWSD Bonds remaining outstanding after consummation of the tender, including the
potential 2014 DWSD Refinancing Bonds and which could affect the marketability of or the
market price for such bonds. These risks and investment considerations are discussed throughout
this Disclosure Statement. Certain of these risks and considerations are set forth in this section,
but this section is not intended to be comprehensive or to be a compilation of all possible risks
and investment considerations, nor a substitute for an independent evaluation of the information
set forth in and presented in this Disclosure Statement, which each Bondholder should read in its
entirety in order to make an informed investment decision.

Additional risks and uncertainties not currently known by the Department or the City, or
that the Department or the City does not currently consider to be material, or that are generally
applicable to all municipalities and their ability to repay obligations, may exist. Any one or more
of the factors discussed herein, and other factors not described herein, could lead to a decrease in
the market value or liquidity of the Tender Bonds. There can be no assurance that other risk
factors not discussed below will not become material in the future. Bondholders are advised to
consider the following risk factors, among others, and to review the other information
incorporated by reference into this Disclosure Statement in evaluating whether to tender the
Tender Bonds.

General Economic and Political Risks

The financial performance of the City and the Department will be affected by, and will be
subject to, general economic and political events and conditions that will change in the future to
an extent and with effects that cannot be determined at this time. These general economic and
political events and conditions include, among other things, decisions by additional communities
and counties currently served by the Water Supply System to exit the system, controversies
regarding the Department’s efforts to enforce payment of bills through shut-off of service and
other available remedies, population declines and other demographic and employment changes
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and trends; periods of inflation or deflation; variable patterns of national and regional economic
growth, whether cyclical or structural in nature; disruptions in credit and financial markets;
political gridlock concerning, among other matters, national tax and spending policies;
economic, financial and political developments in the City and the State; budget and debt limit
controversies, both nationally, at the State level and locally; and unusually large numbers of
business failures and business and consumer bankruptcies and policy responses, or lack thereof,
to the foregoing. See APPENDIX E – CHARACTERISTICS OF THE WATER SUPPLY
SYSTEM SERVICE AREA.

Potential for Issuance of Unsecured Obligations by the City

While the issuance of DWSD Additional Bonds is limited by an Additional Bonds Test,
the Bond Ordinance, the Resolution Authorizing the Invitation, adopted by the Board of Water
Commissioners on August 6, 2014 and approved by the Emergency Manager (the “DWSD
Resolution”) and the DWSD Indenture (collectively, the “DWSD Authorizing Documents”) do
not prohibit the City from incurring other, additional debt, regardless of amount, that is not
secured by the Pledged Assets. While this debt will not directly impact the debt service coverage
on the Tender Bonds, if the City is unable to repay the principal of, and interest on, such
unsecured debt, it might, in extreme circumstances or in combination with other adverse
conditions (such as those which existed when the City filed the Bankruptcy Case), cause the City
to have to file for relief under Chapter 9 again in the future. See “—Future Bankruptcy,” below.

Water Revenues

There can be no assurance that the water revenues collected by the Department will
remain at current levels since the current level of collections is dependent on many factors,
including assumed and actual delinquencies and non-payment, and may be adversely affected by
the departure of wholesale customers from the Water Supply System. The revenues of the
Sewage Disposal System do not secure any payments of DWSD Bonds.

As described under “THE WATER SUPPLY SYSTEM,” the Master Plan for the Water
Supply System has not been formally revised since 2004, the Department is transitioning its
wholesale customers to new model contracts, and there have been recent changes in the Water
Supply System’s customer base. In addition, as described under “DEPARTMENT FINANCIAL
PROCEDURES,” water supply rates, collections and delinquencies have varied from year to
year and rate schedules for customers, while calculated pursuant to a uniform methodology, vary
based on volumes, peak demands and other demographic information contained in wholesale
customer contracts. Accordingly, revenues can vary, both from year to year and between historic
and actual projections.

Rate Covenant and Limits on Future Rate Increases

The Bond Ordinance contains a covenant that provides, so long as any DWSD Bonds are
outstanding, sufficient rates for services furnished by the Water Supply System shall be fixed
and maintained. See “SECURITY AND SOURCES OF PAYMENT FOR THE DWSD
BONDS—Rate Covenant.” Notwithstanding this provision of the Bond Ordinance, under
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Michigan law, water rates established by the Department must be reasonable and
nondiscriminatory and are subject to review by the courts in that regard. In establishing the rates,
the actions of the Department are presumed by the courts to be reasonable, but the rates must not
be arbitrary, discriminatory or excessive. Consequently, the rates established by the Department
pursuant to the Bond Ordinance could be challenged as being arbitrary, discriminatory or
excessive. The Department currently has affordability waivers in place with respect to certain
aspects of environmental compliance to avoid excessive rate increases.

Rate Covenant Not a Guarantee

The ability to pay debt service on the Tender Bonds depends on the ability to generate
Net Revenues that meet the levels required by the Bond Ordinance. Although the Bond
Ordinance contains a covenant to impose rates, fees and charges, as more particularly described
herein under “SECURITY AND SOURCES OF PAYMENT FOR THE DWSD BONDS—Rate
Covenant,” and the Department expects that sufficient Revenues will be generated through the
imposition and collection of such rates, fees and charges and other Revenues described herein,
there is no assurance that such imposition of such rates, fees and charges or other Revenues will
result in the generation of Net Revenues in the amounts required by the Bond Ordinance. The
Bond Ordinance covenant does not constitute a guarantee that sufficient Net Revenues will be
available to pay debt service on the Tender Bonds.

Pending Bankruptcy Case

As described above under “CITY OF DETROIT BANKRUPTCY MATTERS,” the City
is currently proceeding under Chapter 9 of the Bankruptcy Code. The City has filed a Plan of
Adjustment and several amendments thereto. A condition to purchase of the Tender Bonds is that
(i) DWSD Bonds identified as unimpaired in the Plan of Adjustment remain unimpaired during
the period through and including confirmation of the Plan of Adjustment and (ii) DWSD Bonds
currently identified as impaired under the Plan of Adjustment will, upon the closing of the tender
and prior to and at the time of confirmation of the Plan of Adjustment, be treated under the Plan
of Adjustment as unimpaired. To effectuate this condition to the purchase of the Tender Bonds,
the City would file an amended Plan of Adjustment with the Bankruptcy Court that would amend
the provisions contained in the current Plan of Adjustment that impair certain classes of the
DWSD Bonds, including, without limitation, those provisions which provide for the impairment
of the interest rate and call protection in respect of the DWSD Bonds.

Confirmation hearings are scheduled to begin on August 21, 2014. There can also be no
assurance that once finalized, the City’s Plan of Adjustment will be confirmed or become
effective. Additionally, the City is currently projecting that, if the Plan of Adjustment is
confirmed, it may exit from Chapter 9 bankruptcy protection in the fall of 2014. There is a risk
that confirmation or exit may be delayed as a result of litigation or otherwise. Bondholders
should consult with their legal advisors regarding the risks associated with any delay in the
City’s exit from Chapter 9 bankruptcy protection.

As described under “THE DEPARTMENT—Ongoing Discussion of Formation of
Regional Water Authority,” “—Potential DWSD Public-Private Partnership” and “CITY OF
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DETROIT BANKRUPTCY MATTERS,” the Bankruptcy Case is still pending and during the
pendency of the City’s Bankruptcy Case, the discussions regarding potential private management
and Bankruptcy Court-ordered confidential mediations regarding a regional authority have
occurred and are continuing to occur. The Bankruptcy Code and Act 436 (as defined herein)
allow the Emergency Manager to take actions without regard to City Charter procedures. The
outcome of ongoing discussions and confidential mediation, and the outcome of the Bankruptcy
Case, and its impact on the Department, is uncertain, and could affect the Department and its
operations, and accordingly the market price for Tender Bonds.

Appeal of Eligibility Order

As described above under “CITY OF DETROIT BANKRUPTCY MATTERS,” the
Eligibility Order is currently subject to multiple appeals. If the Eligibility Order were to be
reversed, or the City was otherwise not subject to Chapter 9 of the Bankruptcy Code, the City’s
ability to repay the DWSD Bonds could be adversely affected.

Appeal of Bankruptcy Order

Following entry by the Bankruptcy Court, the Bankruptcy Order may be subject to
appeals. No prediction can be made as to whether the Bankruptcy Order will be appealed or, if
appealed, the outcome of any such appeal. Consummation of the tender offer is conditioned upon
the entry of and validity and enforceability of the Bankruptcy Order, that the Bankruptcy Order
has not been stayed pending appeal, and the closing and funding of the 2014 DWSD Refinancing
Bonds. With respect to any appeal of the Bankruptcy Order, Section 364(e) of the Bankruptcy
Code provides that “[t]he reversal or modification on appeal of an authorization under this
section to obtain credit or incur debt, or of a grant under this section of a priority or a lien, does
not affect the validity of any debt so incurred, or any priority or lien so granted, to an entity that
extended such credit in good faith, whether or not such entity knew of the pendency of the
appeal, unless such authorization and the incurring of such debt, or the granting of such priority
or lien, were stayed pending appeal.” Nevertheless, no prediction can be made as to an appellate
court’s interpretation of Section 364(e) or of the outcome of any appeals of the Bankruptcy
Order.

Treatment of Water and Sewer Bond Claims If Tender Transaction Does Not Close

Regardless of whether a Bondholder agrees to sell all or a portion of its Tender Bonds,
there is risk that the City may be unable to close or consummate the tender offer. To the extent
the tender offer does not close or is otherwise not consummated, the City would seek treatment
of the Water and Sewer Bond Claims under the Plan of Adjustment, as currently proposed.

Future Bankruptcy

There can be no assurance that the City will not file another bankruptcy petition under
Chapter 9. If, however, another Chapter 9 case were to be commenced by the City prior to the
payment in full of the Tender Bonds, the rights and remedies of the Holders of the Tender Bonds
would be subject to the provisions of Chapter 9.
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Five-Year Projections for Disclosure Statement Compared with Ten-Year Business Plan
for Plan of Adjustment

As part of the City’s Chapter 9 proceeding, a ten-year business plan with forecasted
results, referred to as the “DWSD Business Plan” is included as an Appendix to the Plan of
Adjustment. In contrast, the projections included in this Disclosure Statement are based on a
five-year period and were prepared subsequent to the DWSD Business Plan contained in the Plan
of Adjustment. The five-year projections included in this Disclosure Statement assume
successful consummation of the tender and amendment of the Plan of Adjustment to remove the
provisions impairing certain of the Tender Bonds. Accordingly, the five-year Disclosure
Statement projections include only those Plan of Adjustment provisions relating to the
Department that will remain in the Plan of Adjustment after the bond impairment provisions
have been removed. These provisions are described more fully below. The five-year projections
also include greater detail than the ten-year business plan.

Certain factors can affect the projections included in this Disclosure Statement following
confirmation of the Plan of Adjustment, including: (i) if the Department remains a part of the
City; (ii) if the operations of the Department are outsourced to a contractor; or (iii) if a regional
authority is created to replace the Department.

Financial Impacts of the Plan of Adjustment

The financial projections presented in this Disclosure Statement were prepared in a
dynamic environment. Although the City of Detroit’s Chapter 9 Plan of Adjustment has not been
confirmed, it was deemed reasonable to include certain elements of the Plan of Adjustment in the
projections included in this Disclosure Statement.

The following scenarios described in the Bankruptcy Disclosure Statement are included
in the assumptions for the financial projections for the purposes of this Disclosure Statement.

1. Rates and Revenues – The Department will maintain its Fiscal Year 2015 rate setting
protocols for a minimum of five years, including a policy of setting its rates and
charges at levels designed to achieve a 4% annual increase in revenues, subject to
certain changes necessary to stabilize water and sewer revenues.

2. Pension Funding Contribution - The current Plan of Adjustment contemplates that
the Department will contribute a total of $428.5 million to GRS over the nine-year
period ending June 30, 2023. The Bankruptcy Disclosure Statement states that the
payments to be made by the Department constitute its presently-calculated full
allocable share of the GRS unfunded accrued actuarial liability remaining after taking
into account the pension modifications contemplated by the current Plan of
Adjustment and related administrative and restructuring costs. The amount of the
payments has been determined as the amount necessary to fund, by June 30, 2023, the
underfunded GRS liabilities allocable to the Department that had accrued as of June
30, 2014. The total amount of the payments to be made by the Department has been
calculated based on an assumed investment rate of return of 6.75% and further
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assumes that the GRS pension plan has been frozen as of June 30, 2014, which has
occurred. According to the current Plan of Adjustment, after the initial nine-year
period ending June 30, 2023 is completed, the Department will remain responsible for
its allocable share of GRS unfunded actuarial accrued liability (“UAAL”) but is
expected by the City to have only small contributions, if any, to make to the GRS on
account of this liability.

3. New B Notes (Allocable Share) - The Plan of Adjustment provides, among other
things, for the satisfaction of certain claims in exchange for the receipt of the “New B
Notes” which are unsecured bonds to be issued by the City with a term of 30 years.
As it relates to the Department, the New B Notes documents settle the City’s other
post-employment benefit (“OPEB”) liability and citywide pension obligation
certificates (“POC”). The New B Notes include funding for settlement of other City
claims that do not impact the Department. The Department will be responsible for its
allocable share of the New B Notes consistent with prior years’ formulas for
allocation of OPEB and POC liabilities.

The following potential scenarios described in the Bankruptcy Disclosure Statement are
not reflected in the financial projections for the purposes of this Disclosure Statement.

1. A potential transaction involving the transfer to a third party (including, but not
limited to, a lease) of a majority of the assets of, or the right to operate and manage,
the City’s water and/or sewage disposal systems currently operated by the
Department in one or a series of related transactions.

2. The Plan of Adjustment contemplates an interest rate reset for certain impaired series
of water system revenue bonds, which interest rate reset will be reflected in new
bonds referred to in the Plan of Adjustment as the “New DWSD Bonds.” If the tender
is not accepted or if it does not close, the Department will exchange the New DWSD
Bonds for those impaired DWSD Bonds as set forth in the Plan of Adjustment. The
definitive documentation governing the New DWSD Bonds will be filed with a Plan
of Adjustment supplement.

3. The Bankruptcy Disclosure Statement specifically addresses the status of negotiations
regarding the potential formation of a regional authority. These negotiations remain in
confidential Federal Court mediation. See “THE DEPARTMENT—Ongoing
Discussion of Formation of Regional Water Authority” below.

In addition, the City may seek to implement a rate stability program for City residents,
the purpose of which would be to (i) provide a source of funds to mitigate against rate increases,
(ii) enhance affordability and (iii) provide a buffer against delinquent payments. The projections
contained in this Disclosure Statement do not reflect the potential impact of such a program.
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Enforceability of Remedies

The remedies available under the DWSD Authorizing Documents upon the occurrence of
an event of default are in many respects dependent upon judicial actions, which are often subject
to substantial discretion and delay. Additionally, under State constitutional and statutory law and
judicial decisions concerning remedies, certain of these remedies may be limited, or may not be
readily available or enforceable. The enforceability of remedies or rights with respect to the
DWSD Bonds also is limited by State and federal bankruptcy, reorganization, insolvency,
sovereign immunity, moratorium and other similar laws regarding creditors’ rights or remedies
currently in effect and may be limited by such laws hereafter enacted.

DWSD Additional Bonds

DWSD Additional Bonds may be issued in accordance with the provisions of the DWSD
Authorizing Documents, either as additional Senior Lien DWSD Bonds on a parity with the
currently outstanding Senior Lien DWSD Bonds, or as Junior Lien DWSD Bonds subordinate to
the lien of the Senior Lien DWSD Bonds. The DWSD Additional Bonds would, in some cases,
increase the debt service requirements to be serviced by the Pledged Assets. See “SECURITY
AND SOURCES OF PAYMENT FOR THE DWSD BONDS—DWSD Additional Bonds.”

Limits on Future Borrowing

In certain circumstances described herein, the Water Fund may be required to provide
funds to pay the costs of capital improvements to the Water Supply System. If the Water Supply
System does not generate sufficient revenues to pay for such capital improvements, or if other
funds are not available, the City, through the Department, will have to borrow the funds. In order
to issue DWSD Additional Bonds, certain conditions, including the Additional Bonds Tests,
must be satisfied as described in greater detail above in “SECURITY AND SOURCES OF
PAYMENT FOR THE DWSD BONDS—DWSD Additional Bonds.”

It cannot be determined at this time whether the Water Supply System will be able to
satisfy the requirements for the issuance of DWSD Additional Bonds, and no assurance can be
given that the Water Supply System will be able to satisfy such requirements for a considerable
period of time. If the Water Supply System is able to satisfy these requirements, it is not possible
to predict what terms such additional debt may contain or whether there will be a market for such
additional debt. Likewise, if the Water Supply System cannot satisfy the requirements for the
issuance of DWSD Additional Bonds or if the Water Supply System qualifies to issue DWSD
Additional Bonds but is unable, due to market conditions or otherwise, to obtain funds through
the issuance of DWSD Additional Bonds, no assurance can be given that the Water Supply
System will be able to obtain needed funds through the issuance of unsecured debt.

Additional Capital Improvements

In order to maintain the operations of the Water Supply System over the term of the
DWSD Bonds, the Department will have to pay the costs of capital improvements to the Water
Supply System. As part of its Fiscal Year 2015-2019 CIP, the Department expects to spend
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$673,805,000 for capital improvements to the Water Supply System. The exact source of funds
to pay for all capital improvements included in the CIP, and to pay capital costs exceeding those
included in the CIP, is not presently known. The Department uses an incremental method of
capital project funding rather than funding all projects in advance. The Department’s capital
financing strategy is designed to align capital project financing sources with program
requirements in a framework that balances multiple goals, including to: (i) recover the costs of
capital investment over the useful lives of the capital assets; (ii) minimize the impact of the
capital programs on water rates; and (iii) protect and enhance the Department’s financial
position. The shortfall between total capital requirements in the CIP (as defined below) and
funds available in advance to pay capital costs may be substantial. It is not certain that the
Department’s CIP will be adequate to meet the capital investment needs of the Water Supply
System or that the Department will be able to raise rates and/or access capital markets to borrow
such funds or satisfy the requirements of the DWSD Authorizing Documents to issue DWSD
Additional Bonds at the time such improvements are required to be financed or made. See “THE
CAPITAL IMPROVEMENT PROGRAM.”

Operating Risks

As with any water system of its size and complexity, operation of the Water Supply
System could be affected by many factors, the nature and extent of which are not currently
determinable, including the breakdown or failure of equipment or processes, inability to achieve
expected levels of efficiency, failure to operate at design specifications, failure to operate in a
manner that avoids violations of its environmental pollution elimination discharge permits and
results in the incurrence of penalties and fines related to such violations, failure by third parties
to perform their obligations under agreements with the Department (whether or not excused by
force majeure), costs of supplies or services not under contract, changes in law or regulatory
protocols, delays in receipt of or failure to obtain or maintain necessary permits or similar events.

The Water Supply System is also at risk from catastrophic events such as an intervening
act of God or public enemy, water shortage, drought, flooding, extreme or unusual weather
conditions, earthquake or other natural disaster, war, act of terror, sabotage, civil commotions,
interference by civil or military authorities, nuclear or other explosion, radioactive or chemical
contamination, fire, subsurface condition, public disorder, epidemic, quarantine restriction,
strike, labor dispute or other labor protest, stop-work order or injunction issued by a
governmental authority or government embargo. The occurrence of such events could
significantly reduce revenues and/or significantly increase the costs of operating the Water
Supply System, thereby jeopardizing the ability of the Water Supply System to generate
revenues sufficient to make timely payments of debt service on the Tender Bonds, to pay
operating expenses of the Water Supply System and/or to pay for necessary capital
improvements to the Water Supply System.

Future Governmental Actions

Federal, State and local statutory and regulatory requirements (including requirements to
obtain permits or other governmental approvals) applicable to the operation of the Water Supply
System are subject to change, and no assurance can be given that the Department will be able to
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comply with such changes. The timing and impact of such future legislative or regulatory action
cannot be predicted with certainty, and the impact of such action on the financial position of the
Department currently cannot be determined. Delay in obtaining or failure to obtain and maintain
in full force and effect any required permits or other governmental approvals may result in
additional costs or reduced revenues, including fines, a moratorium on extensions and/or
connections and, in extreme circumstances, the complete shutdown of the Water Supply System
or a substantial portion thereof. Such a change in legal requirements could occur because (i)
existing laws or regulations are revised or reinterpreted; (ii) new laws or regulations are adopted
or become applicable to the Department; or (iii) a combination thereof. Further, there can be no
assurance that the technology and equipment selected by the Department to comply with such
revised or reinterpreted or new laws will be implemented in a timely fashion or will meet such
changed requirements upon implementation. Consequently, any future revision or
reinterpretation of existing laws or regulations or adoption of new laws or regulations could
materially increase the cost of operating the Water Supply System, which could have a negative
and material impact on the Department’s ability to make timely payment of debt service on the
Tender Bonds.

Any future revision or reinterpretation of existing laws or regulations or adoption of new
laws or regulations could also impose significant capital costs on the Department. See “RISK
FACTORS—Additional Capital Improvements” for a description of certain risks relating to the
Department’s ability to fund such additional capital costs.

Rating Agency Actions

Actions by the rating agencies, such as the recent downgrades of the credit ratings of
DWSD Bonds to non-investment grade, could raise the Department’s cost of borrowing, which
could affect the Department’s ability to borrow in the future and may have other adverse effects
on the Department’s financial condition. The market for non-investment grade securities is
smaller and less liquid that the market for investment grade securities. As a result, it is possible
that there may not be sufficient demand for the Department to issue any future bonds or notes in
the amounts required by the Department or that the cost to the Department of borrowing could be
substantially higher than if it were able to issue more highly-rated securities.

Lack of Liquidity and Pricing

There is no assurance that an active secondary market for DWSD Bonds will develop or
be maintained, so holders of DWSD Bonds might not be able to sell such bonds in the future. If
a secondary market does develop, prices of DWSD Bonds traded in the secondary market are
subject to adjustment upward and downward in response to changes in the credit markets. From
time to time it may be necessary to suspend indefinitely secondary market trading in selected
issues of bonds as a result of the financial condition or market position of the broker dealer,
prevailing market conditions, lack of adequate current financial information regarding DWSD
Bonds, whether or not DWSD Bonds are in default as to principal and interest payments, and
other factors which may give rise to uncertainty concerning prudent secondary market practices.
As a result, holders of the DWSD Bonds may not be able to liquidate their investment quickly, at
an attractive price, or at all.
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Environmental Regulation

The operation of the Water Supply System is subject to extensive and continuing
environmental regulation. Federal, state and local standards and procedures that regulate the
environmental impact of the Water Supply System are subject to change. These changes may
arise from continuing legislative, regulatory and judicial action regarding such standards and
procedures. Additionally, the Department is subject to an Administrative Consent Order issued
by the Michigan Department of Environmental Quality (“MDEQ”) on July 8, 2011.
Consequently, there is no assurance that facilities in operation will remain subject to the
regulations currently in effect, will always be in compliance with further regulations or will
always be able to obtain all required operating permits. An inability to comply with
environmental standards could result in reduced operating levels and fines. Legislative,
regulatory, administrative or enforcement actions involving environmental controls could also
adversely affect the operation of the facilities of the Water Supply System. For example, if
property owned or operated by the Department is determined to be contaminated by hazardous
materials, the Department could be liable for significant clean-up costs even if it were not
responsible for the contamination. See “THE WATER SUPPLY SYSTEM—Environmental
Matters.”

Reliance on the Feasibility Report and Historical Financial Information

In preparing the Feasibility Report, the Feasibility Consultant has relied upon certain
assumptions and projections regarding future operating expenses, capital expenditure and debt
service on the Tender Bonds, some of which are those of the Department or its consulting
engineer. See “FEASIBILITY CONSULTANT’S REPORT.” The Feasibility Consultant has
also made other assumptions, including assumptions regarding population decline, water use
patterns, rate increases, collection rates and the response customers of the Water Supply System
will have to the rate increases. Projected operating and financial performance of the Water
Supply System may not be indicative of future performance; actual results will differ from those
included in the Feasibility Report, and such differences may be material. The Department cannot
give any assurance that the events assumed will materialize or that actual results will match those
projected, and any such differences may be material. In addition, the future policies, operations
and financing decisions of the Department may not be the same as those assumed in the
Feasibility Study. No representation is made or intended, nor should any representation be
inferred, with respect to the likely existence of any particular future set of facts or circumstances,
and Bondholders are cautioned not to place undue reliance upon the Feasibility Report or the
revenue forecasts or other projections contained therein.

In addition, certain historical financial information is included in this Disclosure
Statement. There can be no assurance that the financial results achieved by the City in the future
will be similar to historical results, and the financial information is expressly qualified in its
entirety by the disclaimers set forth in such financial information and the disclosure in this
Disclosure Statement. Such future results will vary from historical results, and actual variations
may be material. Therefore, the historical operating results of the Water Supply System
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contained in this Disclosure Statement cannot be viewed as a representation that sufficient
revenues will be generated in the future to make timely payment of principal of, redemption
premium, if any, and interest on the DWSD Bonds.

Forward-Looking Statements are Subject to Risks and Uncertainties

If and when included in this Disclosure Statement, the words “expects,” “forecasts,”
“projects,” “intends,” “anticipates,” “estimates,” “assumes” and analogous expressions are
intended to identify forward looking statements and any such statements inherently are subject to
a variety of risks and uncertainties that could cause actual results to differ materially from those
that have been projected. Such risks and uncertainties include, among others, general economic
and business conditions, changes in political, social and economic conditions, regulatory
initiatives and compliance with governmental regulations, litigation and various other events,
conditions and circumstances, many of which are beyond the control of the Department. These
forward-looking statements speak only as of the date of this Disclosure Statement. The parties
disclaim any obligation or undertaking to release publicly any updates or revisions to any
forward-looking statement contained herein to reflect any changes in the Department’s
expectations with regard thereto or any change in events, conditions or circumstances on which
any such statement is based.

[Remainder of Page Intentionally Left Blank]
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OUTSTANDING DEPARTMENT INDEBTEDNESS

The following table sets forth information with respect to outstanding DWSD Bonds as
of July 15, 2014.

SOURCE: The Department

Original Principal Outstanding as of
Amount July 15, 2014

Senior Lien Bonds

Water Supply System Revenue & Revenue Refunding Bonds (Senior Lien), Series 1993 193,805,000$ 12,910,000$
Water Supply System Revenue Senior Lien Bonds, Series 1997A 215,300,000 6,910,000
Water Supply System Revenue Senior Lien Bonds, Series 2001A 302,485,000 73,790,000
Water Supply System Revenue Senior Lien Bonds, Series 2003A 234,805,000 178,785,000
Water Supply System Revenue Refunding Senior Lien Bonds, Series 2003C 46,355,000 25,325,000

Water Supply System Revenue Refunding Senior Lien Bonds, Series 2003D 142,755,000 (1) 140,260,000

Water Supply System Revenue Refunding Senior Lien Bonds, Series 2004B 153,830,000 (1) 114,625,000
Water Supply System Revenue Senior Lien Bonds, Series 2005A 105,000,000 86,265,000
Water Supply System Revenue Senior Lien Bonds, Series 2005B 195,000,000 185,210,000
Water Supply System Revenue Refunding Senior Lien Bonds, Series 2005C 126,605,000 99,935,000
Water Supply System Revenue Senior Lien Bonds, Series 2006A 280,000,000 252,885,000
Water Supply System Revenue Refunding Senior Lien Bonds, Series 2006D 146,590,000 142,190,000
Water Supply System Revenue Senior Lien Bonds, Series 2011A 379,590,000 367,400,000
Water Supply System Revenue Senior Lien Bonds, Series 2011B 17,195,000 14,785,000
Water Supply System Revenue Refunding Senior Lien Bonds, Series 2011C 103,890,000 102,665,000

2,643,205,000$ 1,803,940,000$

Second Lien Bonds

Water Supply System Revenue Refunding Second Lien Bonds, Series 2001C 190,405,000$ (1) 187,900,000$
Water Supply System Revenue Second Lien Bonds, Series 2003B 172,945,000 41,770,000

Water Supply System Revenue Refunding Second Lien Bonds, Series 2004A 72,765,000 (1) 64,350,000
Water Supply System Revenue Second Lien Bonds, Series 2006B 120,000,000 119,600,000
Water Supply System Revenue Refunding Second Lien Bonds, Series 2006C 220,645,000 215,580,000

776,760,000$ 629,200,000$

SRF Junior Lien Bonds

Water Supply System Revenue Bonds, Series 2005-SRF-1 15,265,000$ 9,960,164$
Water Supply System Revenue Bonds, Series 2005-SRF-2 10,710,000 6,241,730
Water Supply System Revenue Bonds, Series 2006-SRF 5,180,926 3,715,926
Water Supply System Revenue Bonds, Series 2008-SRF 6,500,000 1,535,941

37,655,926$ 21,453,761$

Total Water Supply System Revenue Bonds 3,457,620,926$ 2,454,593,761$

(1) Original Principal Amount reflects par amount of most current remarketing.

Water Supply System Revenue Bonds
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DEBT SERVICE REQUIREMENTS

The following table sets forth the annual principal and interest requirements for the
outstanding Senior Lien DWSD Bonds, Second Lien DWSD Bonds, and SRF Junior Lien
DWSD Bonds.

Fiscal Outstanding

Year Outstanding Outstanding SRF Total

Ended Senior Lien Second Lien Junior Lien System

June 30
(1)

Debt Service Debt Service Debt Service Debt Service

2015 140,159,649$ 43,031,713$ 1,773,543$ 184,964,904$

2016 140,248,852 42,911,013 1,774,121 184,933,986

2017 140,199,029 42,923,588 1,759,212 184,881,828

2018 139,604,466 43,481,775 1,763,771 184,850,012

2019 130,126,431 51,912,300 1,757,683 183,796,415

2020 130,021,581 51,911,750 1,756,002 183,689,333

2021 130,480,219 51,940,538 1,758,621 184,179,377

2022 130,598,694 51,964,138 1,755,540 184,318,371

2023 130,293,056 51,984,150 1,761,705 184,038,912

2024 129,513,594 52,011,938 1,757,118 183,282,649

2025 129,220,569 52,055,088 1,756,830 183,032,487

2026 128,846,269 52,096,613 1,750,843 182,693,724

2027 128,444,731 52,223,725 1,742,052 182,410,508

2028 128,596,806 52,332,013 119,336 181,048,155

2029 128,328,506 51,787,125 117,390 180,233,022

2030 127,620,163 51,307,000 - 178,927,163

2031 127,519,619 51,300,875 - 178,820,494

2032 127,534,625 51,294,750 - 178,829,375

2033 127,842,600 51,284,375 - 179,126,975

2034 126,384,150 51,735,500 - 178,119,650

2035 149,947,538 7,870,375 - 157,817,913

2036 31,264,613 125,263,750 - 156,528,363

2037 74,232,863 - - 74,232,863

2038 74,233,500 - - 74,233,500

2039 74,231,625 - - 74,231,625

2040 74,234,913 - - 74,234,913

2041 72,929,488 - - 72,929,488

2042 - - - -

2043 - - - -

2044

3,172,658,146$ 1,134,624,088$ 23,103,767$ 4,330,386,000$

(1) Amounts due July 1 are shown as debt service for the preceding Fiscal Year ending

June 30 (the amounts actually required to be setaside in that Fiscal Year)

For example, debt service payments due July 1, 2015, are shown in the Fiscal Year

ending June 30, 2015. All figures are net of capitalized interest.

Source: The Department.
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THE DEPARTMENT

Organization

The Department is established under the City Charter. The Department is governed by a
seven-member board, known as the Board of Water Commissioners, which meets monthly. Four
members of the Board of Water Commissioners (each being a resident of the City) are appointed
by the Mayor of the City (the “Mayor”). Key executives of the Counties of Wayne, Oakland, and
Macomb each nominate a member to the Board of Water Commissioners for appointment by the
Mayor.

The Water Supply System, which provides water services to the residents of the City and
to a substantial area outside the City, is owned by the City and is accounted for by the City as a
separate enterprise fund (the “Water Fund”) through the Department. The Department is
empowered to supply water services within and outside the City under the City Charter. The
Water Supply System is accounted for separate and apart from the Sewage Disposal System.

The Department continues to implement a number of changes mandated by the United
States District Court, Eastern District of Michigan, Southern Division (the “District Court”) as
part of a lawsuit filed by the United States Environmental Protection Agency (the “EPA”)
against the City in 1977, United States v. City of Detroit, et al., Case No. 77-71100 (E.D.
Michigan). All of the changes are intended to separate many affairs of the Department from the
City and give the Department greater authority and autonomy to manage and operate the Water
Supply System and the Sewage Disposal System. See “—Court Mandated Changes” below.

Court Mandated Changes

As a result of several decades of intermittent noncompliance with the Federal Water
Pollution Control Act, as amended by the Clean Water Act of 1977 and the Water Quality Act of
1987 (collectively, the “Clean Water Act”) during the pendency of United States v. City of
Detroit, the District Court mandated changes intended to rectify the root causes of
noncompliance through a series of orders, including, but not limited to, the Stipulated Order
dated February 11, 2011 (the “February 11, 2011 Stipulated Order”), the Order dated November
4, 2011 (the “November 4, 2011 Order”), the Order dated October 5, 2012 (the “October 5, 2012
Order”) and the Order dated December 14, 2012 (the “December 14, 2012 Order” and,
collectively, the “District Court Orders”). The District Court Orders were intended to provide for
a more empowered and autonomous regional governing Board of Water Commissioners, as well
as operational independence from the City in several key administrative areas.

The February 11, 2011 Stipulated Order required certain changes in the composition of
the Board of Water Commissioners, to provide for more meaningful regional inclusion.
Additionally, the February 11, 2011 Stipulated Order established minimum professional
qualifications for members of the Board of Water Commissioners. Through a subsequent District
Court Order, the District Court ordered that members of the Board of Water Commissioners
could only be removed for cause, instead of serving at the pleasure of the Mayor. See “—The
Board of Water Commissioners” below.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 358 of 422



36

The November 4, 2011 Order required the Department to establish its own autonomous
divisions of Purchasing, Human Resources, Law and Finance. The heads of the Department’s
new divisions are required to report to the Director of the Department, rather than to the directors
of the other City departments.

The November 4, 2011 Order sets forth specific hiring and removal procedures for all
future Directors of the Department. See “—Management Initiatives” below. The November 4,
2011 Order also provided that the Department shall develop its own Department-specific job
titles and shall enter into its own collective bargaining agreements with unions that represent its
employees instead of being a party to City-wide collective bargaining agreements. The
November 4, 2011 Order also struck and enjoined certain provisions in the existing collective
bargaining agreements that permit an employee from outside the Department to be transferred
into the Department based on seniority and requires that future collective bargaining agreements
adopt a seniority system that does not provide for transfer rights across City departments. When
the existing collective bargaining agreements expire, the Department is required to have its own
collective bargaining agreements that cover Department employees only. See “—Employees and
Employee Bargaining Units” below.

Under the City Charter, the Board of Water Commissioners has the authority to establish
rates for water supply services. Prior to 2012, the City Council approved rates for water and
sewage disposal services pursuant to Section 5e of Act 279 (as defined herein), which required
rate approval by the governing body of a city for a municipal water or sewerage system that
served more than 40% of the population of the State. The City Charter further provided for City
Council approval of the Department’s annual budgets as part of the City’s overall authority over
annual City budgets. The November 4, 2011 Order extended the Department’s rate setting
authority by giving the Board of Water Commissioners sole authority to establish revenue
requirements for sewage disposal services and limiting the City Council’s authority to the
approval of retail rates charged to customers in the City. Thus, the City Council no longer has the
authority to vote on rates charged to suburban wholesale customers. The November 4, 2011
Order also expanded the Board of Water Commissioners’ budget authority by affording it sole
authority to approve the Department’s annual budgets, subject only to the City Council’s
approval authority with respect to inside-city rates. The November 4, 2011 Order also required
the By-laws of the Board of Water Commissioners to be amended to reflect these changes in its
authority and require a majority of five votes to approve rates and take certain other actions. The
City Council, which previously approved all rates, now may vote only on retail rates charged to
customers in the City, and no longer has the authority to vote on rates charged to suburban
customers. The Board of Water Commissioners has sole authority to approve the budget for the
Department, set revenue requirements for the Water Supply System, and approve rates for
wholesale customers. The By-laws were amended to reflect these changes on January 25, 2012.
Almost a year into the implementation of the November 4, 2011 Order, pursuant to various
motions filed by the Department, the District Court issued the October 5, 2012 Order and the
December 14, 2012 Order, to clarify and supplement the provisions of the November 4, 2011
Order.

The October 5, 2012 Order granted several requests of the Department that were aimed at
clarifying the particular functions that the Department would handle independently from the
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City. The October 5, 2012 Order provided, among other things, that (i) any City laws,
ordinances, resolutions, executive orders, policies and regulations inconsistent with the District
Court Orders were not applicable to the Department, (ii) the Department’s General Counsel,
rather than the City’s Corporation Counsel, may provide legal advice to the Department
regarding implementation of the District Court Orders, (iii) the Department is exempt from the
application of City ordinances, resolutions, policies, orders and regulations and Civil Service
Commission rules pertaining to payroll, employee benefits and employee and labor relations, and
(iv) that the Department could establish its own finance policies and sub-units within its Finance
Division to implement the November 4, 2011 Order.

The December 14, 2012 Order provided, among other things, that (i) the Department is
only required to reimburse the City for actual costs, including indirect costs, of providing
transition services to the Department, (ii) the Board of Water Commissioners is authorized to
delegate to the Director of the Department or the Department’s General Counsel final approval
authority for the settlement of litigation and for the resolution of contract claims paid by the
Department, (iii) the Department is authorized to establish its own self-insurance fund, and (iv)
the Department is authorized to approve the issuance of debt and to refinance debt upon the sole
approval of the Board of Water Commissioners unless the debt contains a full or partial general
obligation pledge of the City, in which case City Council approval would be required prior to
issuance.

Previously, certain contracting and policy-making powers of the Board of Water
Commissioners were subject to approval or rejection by the City Council and approval or veto of
the Mayor. The November 4, 2011 Order provides that, notwithstanding anything in the City
Charter or state law, the Board of Water Commissioners shall have the authority to approve legal
settlements, claims, collective bargaining agreements, budgets and contracts. The City Council’s
authority to approve Department contracts is now limited to personal services contracts over
$150,000, goods or commodities contracts over $2,000,000, professional services contracts over
$2,000,000 and construction contracts over $5,000,000.

The Department believes that the terms of the November 4, 2011 Order have resulted and
will continue to result in greater efficiency in its operations. Citing the Department’s operational
and compliance progress, on March 27, 2013, the District Court issued an order closing the case
(the “Order of Dismissal”) and declining to address a recommendation for the further
restructuring of the Department. In the Order of Dismissal, the District Court stated that it was
satisfied that the District Court Orders had been substantially implemented and would remain in
effect following dismissal of the case. Within the Order of Dismissal, the District Court retained
limited jurisdiction to enforce the District Court Orders.

Twelve days after entry of the Order of Dismissal, the Court of Appeals issued an opinion
reversing the District Court’s denial in 2011 of a motion by a union representing certain
Department employees to intervene in the case to challenge provisions of the District Court
Orders affecting labor matters. The Court of Appeals’ opinion and resulting mandate directed the
District Court to permit limited intervention by the union to contest the District Court’s rulings
on labor-related issues. The Court of Appeals’ opinion did not address the Order of Dismissal, or
address its procedural interaction with the Order of Dismissal. On May 22, 2013, the City filed a
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notice of appeal of, inter alia, the District Court Orders. Approximately two weeks after the
City’s notice of appeal, the District Court entered an order directing the parties to show cause
why the District Court had not been divested of jurisdiction over the case by the filing of the
City’s appeal after the Court of Appeals had issued its mandate to the District Court. In response,
the Department filed a brief expressing its agreement with the District Court’s suggestion that it
did not have jurisdiction to take action other than action necessary to enforce the prior District
Court Orders. The union filed a brief asserting that the District Court had authority to consider its
intervention and challenge to the District Court Orders. The District Court has taken no action
since the issuance of its order to show cause. After the City filed the Bankruptcy Case, the Court
of Appeals issued an order holding the City’s appeal in abeyance pending resolution of the
Bankruptcy Case. See “LITIGATION” and APPENDIX F – DISTRICT COURT ORDERS.

Application of Financial Stability Agreement to the Department

In April 2012, the City and the State entered into a Financial Stability Agreement which
established an independent Financial Advisory Board for the City (the “Financial Stability
Agreement”). In March 2014, the City, the State and the Financial Advisory Board amended and
restated the Financial Stability Agreement to reflect the appointment of the City’s Emergency
Manager. Under the Financial Stability Agreement, as amended and restated, the Financial
Advisory Board is empowered to monitor, assist, advise and support the City in a number of
respects. The Financial Stability Agreement, as amended and restated, does not require the City
or the Department to seek approval of the Financial Advisory Board to issue DWSD Bonds, and
it is not anticipated that any action of the Financial Advisory Board will be requested in
connection with the potential issuance of the 2014 DWSD Refinancing Bonds.

The Board of Water Commissioners

The seven-member Board of Water Commissioners is appointed by the Mayor to head
the Department based on the geography of the Water Supply System’s service area. Four
members are residents of the City, and three members are residents of Wayne, Oakland and
Macomb Counties who are nominated by the Wayne County Executive, the Oakland County
Water Resources Commissioner and the Macomb County Public Works Commissioner,
respectively. Each member of the Board of Water Commissioners must be a citizen of the United
States and a resident of the State of Michigan. Pursuant to a Stipulated Order of the District
Court, members of the Board of Water Commissioners are also required to possess certain
defined professional experience and qualifications. The members of the Board of Water
Commissioners serve four-year terms which are staggered so that not more than two members’
terms expire each year.

In order to more efficiently oversee the Department’s operations, the Board of Water
Commissioners has adopted a committee structure. Four committees were established: (i)
Operations, Regulatory Compliance and Procurement; (ii) Management Development and
Human Resources; (iii) Financial Management and Audit; and (iv) Legal.

The current members of the Board of Water Commissioners and the year of their original
appointment to the Board of Water Commissioners are as follows:
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James Fausone, Chair (2011). Mr. Fausone is a resident of Canton Township. He is a
partner in the law firm of Fausone Bohn, LLP, of Northville, where he practices business law,
municipal law, veterans’ disability law and environmental law. He previously served as president
of an environmental remediation, industrial service, and waste transportation company for three
years. Mr. Fausone holds a Bachelor of Science in environmental engineering and a Bachelor of
Science in oceanography from the University of Michigan and a Juris Doctorate degree from
Gonzaga University Law School. He serves as a trustee of Schoolcraft College, Livonia, MI and
Canton Public Library. He is a Director of the University of Michigan, College of Engineering –
Civil and Environmental Engineering Board, and has served as a Director of the Livonia
Chamber of Commerce, among other affiliations.

Fred Barnes (2011). Mr. Barnes is a registered professional engineer from Sterling
Heights. He owns and operates Fred W. Barnes Associates Inc., a consulting engineering firm.
Before starting his company, Mr. Barnes was a senior project engineer with Atwell-Hicks Inc.,
where he managed engineering projects and supervised engineers, planners, and designers. Mr.
Barnes, a former Chief engineer for the Office of the Macomb County Public Works
Commissioner, he was involved with the design, operation and maintenance of more than 700
county drains, supervision of two CSO facilities, as well as the review of residential and
commercial developments for 24 years. He holds a Bachelor of Science in engineering from the
U.S. Military Academy at West Point.

Mary E. Blackmon (1989). Mrs. Blackmon is a retiree of Ameritech, where she served as
a director of public relations and associate director of urban and civic affairs. She is a current
member of the Wayne County Regional Educational Service Agency Board of Education, where
she has served since 1982. Mrs. Blackmon also served for 10 years as a member of the Detroit
Board of Education. She has served on several committees for the Southeast Michigan Council
of Governments, where she is a vice president and is a graduate of Leadership Detroit. Mrs.
Blackmon is active in a number of civic and community organizations.

Linda Forte (2011). Ms. Forte, a senior vice president at Comerica Inc., brings more than
30 years of business, finance, and commercial banking expertise to the board. A member of
Comerica’s senior leadership team, she is responsible for defining and driving business strategies
that establish Comerica as a leader in diversity and corporate responsibility practices. Ms. Forte
holds a Bachelor of Science in education psychology and French from Bowling Green State
University and a Master’s of Business Administration in finance and accounting from the
University of Michigan. She serves as a director of the Economic Development Corporation of
the City of Detroit and serves on a number of other agency and organization boards as well.

Bradley Kenoyer (2011). Mr. Kenoyer brings more than a decade of cross-functional
problem-solving experience in delivering customer-driven results to technical and service quality
issues for Ford Motor. An honoree of the Ford/Massachusetts Institute of Technology/University
of Detroit Mercy program for engineering excellence, Mr. Kenoyer holds a Bachelor of Science
in mechanical engineering from Rensselaer Polytechnic Institute and a Master’s of Science in
product development from the University of Detroit Mercy. He has served on the Board of
Directors of Preservation Wayne and has volunteered at the Ruth Ellis Center, which provides
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residential safe space and support services for runway, homeless and at risk youth in Detroit and
Southeastern Michigan.

Conrad L. Mallett Jr. (2014). Mr. Mallett is the Detroit Medical Center’s Chief
Administrative Officer and General Counsel. His assignment places him on the cutting edge of
hospital organization re-design with a particular focus on physician and patient satisfaction, cost
containment, and increased medical quality. Mr. Mallett holds a Juris Doctorate degree from the
University of Southern California, a Master’s in Public Administration, also from the University
of Southern California, a Master’s of Business Administration from Oakland University with a
concentration in Healthcare Management, and a Bachelor of Arts degree with a major in English
from the University of California, Los Angeles. He is a member of the Board of Directors of two
publicly traded companies, Lear Corporation and Kelly Services.

J. Bryan Williams (2011). Mr. Williams is an attorney with the Dickinson Wright law
firm. Mr. Williams, a resident of Birmingham, practices in the areas of corporate and municipal
finance law. He has served as counsel to the Oakland County Water Resources Commissioner on
municipal bond financings, and has significant experience providing counsel to both privately
and publicly-held companies. He holds a Bachelor of Arts in economics from the University of
Notre Dame and a Juris Doctorate degree from the University of Michigan. He is a member of
the City of Birmingham Planning Board, and a past member of the Board of Directors of the
Economic Club of Detroit. He is also a past vice chairman of the Detroit Regional Chamber of
Commerce.

Management Team

The Department was recently reorganized into five operating groups: Operations,
Customer Service, Financial Services, Administration and Compliance, and Executive. The
Department is staffed so that cross-functional employee assignments provide services for both
the Water Supply System and Sewage Disposal System.

The Department’s key personnel and their qualifications are summarized below.

Sue F. McCormick, Director. Ms. McCormick was appointed by the Board of Water
Commissioners as the Director of the Department on November 17, 2011, and assumed that
position on January 3, 2012. Prior to joining the Department, Ms. McCormick was the Public
Services Area Administrator for the City of Ann Arbor, Michigan, where she managed that city’s
entire physical infrastructure, including the water and sewer system. She joined Ann Arbor city
government as Water Utilities Director in January 2001. Prior to that, she was employed for 22
years by the Lansing Board of Water and Light, serving as environmental chemist,
environmental laboratory manager, manager of water and steam planning, water technical
support manager and business development manager. Ms. McCormick holds a Bachelor of
Science in biological science from Lyman Briggs College at Michigan State University. Ms.
McCormick is active in the 58,000-member American Water Works Association (“AWWA”), a
prominent international organization for water industry professionals. She has served as
AWWA-Michigan Director and as an association Vice President.
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William M. Wolfson, Chief Administrative and Compliance Officer/General Counsel. Mr.
Wolfson joined the Department as the utility’s first General Counsel in June 2012. His duties
expanded to include those of Chief Operating and Compliance Officer in August 2013, and Chief
Administrative and Compliance Officer in January 2014. Prior to joining the Department, Mr.
Wolfson served the City of Detroit Law Department as an attorney from 1986 to 1998 under
Mayors Young and Archer. In 1998, Mr. Wolfson was appointed Wayne County’s Deputy
Corporation Counsel by County Executive Edward McNamara. The succeeding County
Executive, Robert Ficano, appointed Mr. Wolfson to the position of Assistant Deputy County
Executive/Director of Legal Affairs. In that position, Mr. Wolfson was responsible for the day-
to-day operations of county government and its 4,500 employees. In July 2009, Mr. Wolfson
retired from his Wayne County position, went into private practice and contracted to serve as
Wayne County’s Interim Corporation Counsel. Mr. Wolfson is a graduate of the University of
Michigan and the University of Minnesota Law School. He currently serves as Co-Chairman of
the Detroit-Wayne County Stadium Authority, Vice Chairman of the Wayne County Zoological
Authority, and is a member of the Detroit Zoological Society’s Board of Directors.

Darryl A. Latimer, Deputy Director and Chief Customer Service Officer. Mr. Latimer
was named Chief Customer Service Officer in January 2014 and has served as Deputy Director
since February 15, 2010. Mr. Latimer served as Contracts and Grants General Manager since
March 2003. Previously, he was the Head Governmental Analyst in Contracts and Grants,
leading the Consultant and Local Economic Development Units. Mr. Latimer has been with the
Department since 1989, and with the City of Detroit since 1985. Mr. Latimer holds a Bachelor of
Science in general studies from Wayne State University and a Master’s of Science in general
business administration from Central Michigan University.

Cheryl Porter, Chief Operating Officer. Ms. Porter was named Chief Operating Officer
in January 2014. Ms. Porter served as Assistant Director – Water Supply Operations since
September 2008 and has been employed by the Department since March 1996. She holds a
Bachelor of Science in chemistry from the University of Michigan, a Juris Doctor degree from
the University of Detroit Mercy School of Law and a Master’s of Business Administration with a
concentration in human resources management from the Madonna University. She began her
career with the Department as a junior chemist and has worked her way through the ranks at each
level of the organization. Ms. Porter holds her F1 license for Water Treatment with the State of
Michigan. Prior to joining the Department, Ms. Porter was an Analytical Chemist for Blue Planet
Technologies and, earlier, a Research Assistant for the University of Michigan Department of
Chemistry. Ms. Porter also participates in various community service activities, having served on
the Board of Directors for Intense Mentoring, Inc., a local non-profit committed to attacking
poverty through education, and mentoring young people throughout Southeastern Detroit.

Nicolette Bateson, CPA, Chief Financial Officer, Financial Services. Ms. Bateson, a
certified public accountant, is the department’s first CFO and began working for the Department
in February 2013. Ms. Bateson has extensive financial experience. In the public sector, she
served as both Assistant City Manager and Finance Director in local government. Ms. Bateson
was an audit supervisor with a national accounting firm, an independent financial consultant, and
most recently a visiting specialist for the State and Local Government Program at Michigan State
University Extension. As a visiting specialist, Ms. Bateson worked with state and local officials
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to address the needs of cities in fiscal stress. In addition, Ms. Bateson was involved with
research, education, and writing related to public-sector financial challenges. Ms. Bateson has
experience working with public agencies moving through substantial restructuring to attain
operational and financial sustainability with reduced resources. Ms. Bateson earned a bachelor’s
of business administration degree in professional accounting from the University of Michigan-
Dearborn and a Master’s of Public Administration degree in government management from
Eastern Michigan University.

Dan Rainey, Information Technology Director. Mr. Rainey came to the Department in
March 2013 with more than 20 years of experience leading and transforming IT organizations –
most recently including the City of Ann Arbor, the top-ranked digital city in its class. Mr. Rainey
holds a master’s degree in management with a specialization in strategic leadership from Walsh
College and a bachelor’s degree in computer science from Wayne State University. Mr. Rainey
was recognized as a Computerworld Premier 100 Leader and was awarded the Michigan
Excellence in Technology Leadership Award. Mr. Rainey previously served as Vice President
for the Metropolitan Information Exchange, a national organization of local government Chief
Information Officers. He is a member of the Society for Information Management and
participates on various intergovernmental collaboration committees and advisory boards.

Terri Tabor Conerway, Organizational Development Director. Ms. Conerway was
named Organizational Development Director in December 2013. She previously served as the
Department’s Process and Quality Control Manager since January 2006. Prior to that, Ms.
Conerway served as the Department’s Human Resource Manager. She has worked in various
managerial positions since beginning her career with the City of Detroit in 1972. She holds a
Bachelor of Science degree from Wayne State University in Psychology. Ms. Conerway is a
certified Franklin Covey facilitator and is active in the International Public Management
Association – Human Resources.

W. Barnett Jones, Chief Security and Integrity Officer. Chief Jones was appointed the
Chief Security and Integrity Officer for the Department in May 2012. His extensive experience
in law enforcement and security covers a 30-year career. Chief Jones is responsible for the
Department’s entire security posture that includes the physical security and safety of employees,
facilities, and assets. In addition, Chief Jones has been pivotal in developing and implementing
entity-wide integrity policies and procedures. Prior to his arrival at the Department, Chief Jones
served as Chief of Police, Police Administrator, Captain, Lieutenant, and Deputy Sheriff with
large local units of government in Michigan including the supervision of both police and fire
personnel. Chief Jones earned a Master’s degree in liberal studies from Eastern Michigan
University and a bachelor’s degree in general studies and human resources from the University
of Michigan – Dearborn. He has been involved in many professional and civic organizations,
including the Deputy Sheriffs’ Association, the Crime Prevention Association of Michigan, and
the Executive Board of the March of Dimes.

Bill Johnson, Public Affairs Officer. Mr. Johnson joined the Department in November
2013 after serving as CEO of the Bill Johnson Group, a media consulting, public affairs, public
relations firm. Mr. Johnson is an award-winning freelance journalist and former Detroit News
editorial writer and columnist. He was press secretary/director of public information for Wayne
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County Executive Bill Lucas from 1983 until 1986, and later was director of administration for
the Wayne County Commission. Mr. Johnson has been a frequent Detroit radio and television
commentator and has won broadcast journalism awards for investigative reporting from the
Associated Press and UPI. Mr. Johnson earned a bachelor’s degree from Wayne State University
and graduated Cum Laude.

Management Initiatives

As reported in the Director’s Final Compliance Report in March 2013 and noted in the
Order of Dismissal, the Department has made significant progress since the November 4, 2011
Order. To advance the Department’s goals of regulatory compliance and long-term
sustainability, primary management initiatives include restructuring, optimization, independence
from the centralized primary government functions, financial stability measures and a
commitment to collaborative relationships with regulators and customers. The Director reports
the status of these initiatives to the Board of Water Commissioners on a monthly basis. The
Director also reports to the public on these initiatives in the Director’s Compliance Report,
published monthly at www.dwsd.org.

Restructuring

The Department has established structural and management changes to align operations,
customer service, finance, administration and compliance. Several key executive positions have
been filled since February 2013, including the Chief Administrative and Compliance Officer,
Chief Operating Officer, Chief Financial Officer, Chief Customer Service Officer and Chief
Security and Integrity Officer. The Department has created an office of General Counsel and
Organizational Development Division, as well as realigned its Financial Services and
Information Technology Divisions towards an independent operating structure.

Organizational Optimization

In October 2012, the Board of Water Commissioners approved a contract with an
organizational consultant to facilitate organizational optimization. In December 2012, five
distinct employee teams began the work to evaluate over 50 business processes by focusing on
three key operating elements: people, processes and technology. In March 2013, the employee
teams reported their findings, which supported an optimized Department through job redesign,
increased use of technology and the introduction of efficiencies to reduce the vehicle fleet and
operating expenses.

In April 2013, the Department began implementing the new organizational design. Pilot
programs of the new job and business process designs are in process throughout the wastewater,
water, field services, information technology and customer service areas. The Department has
drafted and published 57 new job classification descriptions replacing the prior, narrowly defined
257 job classifications. Since December 2013, the Department has been in the process of posting
and filling the new job classifications. Employees not selected for the new positions may be
assigned to special projects teams.
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The Department has been meeting with its represented workforce to discuss the terms and
conditions of employment to implement the new job designs as well as changes to employee
healthcare and pensions ordered by the Emergency Manager.

Prior to and throughout this timeframe, the Department instituted a modified hiring freeze
and some strategic separations. This has resulted in a system-wide downsizing of over 30% since
July 1, 2011. The Department reduced its total staff from 2,102 employees at the end of July
2011 to 1,512 employees at the end of June 2014. In some areas of the Department, the
reductions in staffing have been more rapid than projected. Contractual assistance is engaged
when necessary to fill gaps and to assure continuity of successful operations. By the end of
Fiscal Year 2019, it is estimated that the Department will have reduced its workforce to 1,000
employees. The following chart illustrates staff reductions since July 2011:

[Remainder of Page Intentionally Left Blank]
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SOURCE: The Department

Partial Independence from the Centralized Primary Government Functions

Historically, the Department’s Financial Services Group was a satellite department of the
City. The District Court Orders permitted the Department to establish an independent finance
function. In February 2013, the Department hired its first Chief Financial Officer, and has since
made progress in separation of funds, accountability, analysis, treasury and procurement
practices. “Finance Transformation” is the initiative underway to expand the capacity of the
Department to professionally and independently manage its financial operations. This expanded
initiative complements the Department-wide effort to optimize the deployment of people,
redesign business processes, and invest in technology.

The Department remains dependent upon the centralized City information technology
department to support many of its business processes, including finance, human resources, law,
and risk management. The Department hired its first Information Technology Director in March
2013. The Department is now engaged in addressing its information technology governance
process to ensure that updates, changes, selection of new applications and decisions to retire
applications are made with an understanding of the impacts to the systems, support and staffing
throughout the Department.

Jul-11 Dec-11 Jun-12 Dec-12 Jun-13 Dec-13 Jun-14
2,102 2,075 1,982 1,887 1,706 1,601 1,512

(a) Assumes average annual personnel costs of $75,000 per position
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Financial Stability

The Department’s long-term plan to build financial stability is founded upon (i)
reallocating optimization savings to revenue financed capital, and (ii) rate model simplification
that yields more stable and more predictable revenue and cash flow.

For many years, the Department relied on annual increases in rate revenues ranging from
approximately 4% to more than 14% in order to meet its revenue requirements and maximized
the issuance of debt to fund capital improvements. With increased authority for rate setting and
debt management granted by the District Court Orders, the Board of Water Commissioners has
maintained a 4% increase in revenue requirement for Fiscal Year 2014 and Fiscal Year 2015.
The Department’s management has expressed a commitment to moderate annual revenue
requirement increases (currently set at 4%) as shown in the revenue projections, a focus on
decreasing operational and maintenance costs through optimization, retiring debt, and, where
appropriate, funding future capital needs of the Water Supply System through revenues and cost
containments rather than through maximized use of debt. Rates are set annually by the Board of
Water Commissioners in accordance with its standard rate-setting protocols.

Collaborative Relationships with Customers and Regulators

The Department maintains a wholesale customer outreach program which began in 1997.
The effort encompasses a Water Technical Advisory Committee (“TAC”), a Wastewater
Steering Committee (the “Steering Committee”) and their related work groups that include staff
from the Department, wholesale water and wastewater customers, the Southeast Michigan
Council of Governments and MDEQ. The Steering Committee maintains several standing
working groups to explore and work on issues of importance such as rates, industry best
practices, public education and metering. This wholesale customer outreach program includes
regular meetings and a wholesale customer portal that provides access to Department documents,
as well as wholesale customer committee agendas, meetings and supporting materials.

To expand the Department’s retail customer outreach program, the Board of Water
Commissioners entered into its first consulting agreement in August 2013 to provide for a retail
advocate. The consulting firm provides the retail customer perspective regarding changes to the
rate model and related rate issues.

The Department provides office space at the wastewater treatment plant for personnel of
MDEQ, the State’s primary environmental regulatory agency. In addition, the Department and
MDEQ communicate monthly to address operational matters, compliance, reporting and
planning efforts.

Employees and Employee Bargaining Units

The total number of authorized positions for the Department in the budget for Fiscal Year
2015 was 1,674, consisting of 559 positions for the Sewage Disposal System and 1,115 for the
Water Supply System. Of the 1,115 positions assigned to the Water Supply System, only 185 are
entirely devoted to the Water Supply System. The other employees provide service to both the
Sewage Disposal System and the Water Supply System, and costs for these positions are
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allocated appropriately. The budget necessarily contains more positions than are actually filled,
as the budget is a planning document that must accommodate the job design restructuring, and
cannot anticipate which positions will become vacant through attrition. As of June 30, 2014, the
Department had 1,512 full time equivalent employees, of which approximately 1,333 were
represented by the following unions:

Association of Detroit Engineers;
American Federation of State, County and Municipal Employees (“AFSCME”),
Locals 207, 2394 and 2920;
Association of Municipal Engineers;
Association of Professional Construction Inspectors;
Association of Professional and Technical Employees (“APTE”);
Building and Construction Trades Council;
Building and Construction Trades Foreman;
International Union of Operating Engineers, Local 324;
Senior Accountants, Analysts, and Appraisers Association;
Senior Water Systems Chemists Association;
Teamsters;
International Union, United Automobile, Aerospace and Agricultural Implement
Workers of America, Locals 2200 and 2334; and
Utility Workers of America (“UWA”), Locals 488, 504 and 531.

The Department’s collective bargaining agreements reflect provisions of the District
Court Orders, provide for a reopener by either side for economic issues followed by an intensive
bargaining period of between 30 and 60 days, and the Department’s ability to implement its last
best offer at the end of the bargaining period. Collective bargaining agreements currently are in
place for the following Department bargaining units: AFSCME Local 2920, Association of
Professional Construction Inspectors, Building Trades Council, International Union of Operating
Engineers, Senior Water Systems Chemists Association, UWA and Teamsters. The Department
believes that, when its reorganization process is complete, these unions will represent the
majority of its represented workforce. The collective bargaining agreements with the United
Auto Workers expired in June 2012 and the Department is currently discussing terms and
conditions of employment with its remaining unions. The November 4, 2011 Order struck and
enjoined certain provisions in the existing collective bargaining agreements that permit an
employee from outside the Department to be transferred into the Department based on seniority
and requires that future collective bargaining agreements adopt a seniority system that does not
provide for transfer rights across City departments. See “THE DEPARTMENT – Organization,”
“LITIGATION” and APPENDIX F – DISTRICT COURT ORDERS. In addition, the November
4, 2011 Order requires the Department to have in place its own collective bargaining agreements
for its employees by the time the existing collective bargaining agreements expire. The
Department continues to put collective bargaining agreements in place with all unions
representing its unionized work force. The Department has no knowledge of any planned
interruption of service from the unionized work force.

After the Department negotiated initial collective bargaining agreements with many of its
bargaining units, on August 20, 2013, the Emergency Manager advised the Department that
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obligations to bargain collectively were suspended pursuant to section 27(3) of Act 436.
Thereafter, the Department began discussions of the terms and conditions of employment with its
represented workforce to reflect changes to employee healthcare and pensions ordered by the
Emergency Manager and to implement the new job classifications. To date, these discussions
have resulted in agreements with seven unions, and discussions continue with the remaining
unions.

Ongoing Discussion of Formation of Regional Water Authority

Since the fall of 2013, the Emergency Manager and the Department engaged in extensive
negotiations with the Counties of Macomb, Oakland and Wayne (the “Counties”) regarding the
potential formation of, and transfer of the functions of the DWSD to, a regional water authority,
which would have been created by agreement among the City and the Counties and incorporated
as a part of the Plan of Adjustment in the City’s Bankruptcy Case. Upon confirmation of the Plan
of Adjustment, the regional water authority would have assumed operating control of most of the
assets (including the physical plant and wholesale water and sewer service contracts) currently
owned and operated by DWSD. These negotiations among the City, the Department and the
Counties did not result in any agreement.

On April 10, 2014, Wayne County filed a motion [Docket No. 3945] requesting that the
Bankruptcy Court refer all matters relating to the potential formation of a regional water
authority to facilitative mediation. On April 17, 2014, the Bankruptcy Court entered an order
[Docket No. 4156] referring to mediation (1) the matter of whether to create a regional water
authority involving the City and the Counties and (2) all issues relating to DWSD and the
Counties. This mediation is ongoing.

Potential DWSD Public-Private Partnership

Through the Emergency Manager, the City has been in contact with certain potentially
interested parties regarding a request for information (the “DWSD RFI”) for a transaction that
would establish a public-private partnership with respect to the DWSD (the “Public-Private
Partnership”). The DWSD RFI provides that the Emergency Manager is considering the potential
Public-Private Partnership for the operation and management of the water system and sewage
disposal system currently operated by DWSD. The DWSD RFI states that the Public-Private
Partnership could take the form of an operating and management agreement and would be
effectuated in conjunction with confirmation of the Plan of Adjustment. The DWSD RFI further
provides, however, that the Emergency Manager will also consider responses that contemplate
alternative transaction structures, e.g., a long-term lease and concession arrangement or a sale
that meets the bid criteria incorporated in the DWSD RFI, while maximizing the value to the
City, maintaining or enhancing the Water Supply System and Sewage Disposal System’s
operational viability and capital needs and complying with applicable law. The DWSD RFI
requires that any Public-Private Partnership include a commitment to limit rate increases to no
more than 4% per year for the first 10 years.

The Department would only enter into a potential agreement if it were compliant with the
Bond Ordinance and the DWSD Indenture and it received an opinion of nationally-recognized
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bond counsel that the tax-exempt status of outstanding DWSD Bonds would not be impaired
thereby.

The deadline for interested parties to submit indications of interest was April 7, 2014.
The City received 13 indications of interest regarding the DWSD RFI, which the City is
reviewing and analyzing. The Board of Water Commissioners will be asked to review and act
upon any proposal that the Emergency Manager may recommend.

THE CITY

Pursuant to the provisions of the State Constitution and Act 279, Public Acts of
Michigan, 1909, as amended (“Act 279”), the City is a home rule city with significant
independent powers. In accordance with the City 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 unless a special election is required as
provided for in the Charter. The most recent regular election for the positions of Mayor and City
Council members was on November 5, 2013, when Mike Duggan was elected for his first term
as Mayor.

On March 14, 2013, Kevyn D. Orr was appointed to act as Emergency Financial Manager
pursuant to the provisions of Act 72. Mr. Orr became the Emergency Manager of the City on
March 27, 2013, pursuant to the provisions of Act 436, Public Acts of Michigan, 2012 (“Act
436”). Act 436 provides an emergency manager with broad powers and authority to take certain
actions with respect to a local government that is in receivership under Act 436, notwithstanding
any charter provision to the contrary. Act 436 provides that the governing body and the chief
administrative officer of a local government in receivership under Act 436 shall not exercise any
of the powers of those offices except as may be specifically authorizing in writing by the
emergency manager or as otherwise provided for in Act 436 and are subject to any conditions
required by the emergency manager.

On July 28, 2014, the Emergency Manager issued his Order No. 31, which supplemented
Order No. 20 and conferred on the Mayor the power he would have had with respect to the
Department and the Board of Water Commissioners, absent Act 436. The Emergency Manager
has retained his authority under Act 436 over, among other things, the Invitation and the
solicitation of Offers by the City, as well as the Department’s financial restructuring, ability to
seek and obtain financing.

APPROVALS OF THE INVITATION

As described under “THE DEPARTMENT—Organization” and “—Court Mandated
Changes” and “—The Board of Water Commissioners,” the Department is governed by the
Board of Water Commissioners. Pursuant to the District Court Orders, the Board of Water
Commissioners has approved the Invitation and the solicitation of Offers contemplated by the
Invitation.
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As described under “THE CITY,” an emergency manager has been appointed for the
City. Pursuant to Act 436, the Emergency Manager has approved the action of the Board of
Water Commissioners regarding the Invitation and the solicitation of Offers contemplated by the
Invitation.

THE CAPITAL IMPROVEMENT PROGRAM

General

The Department utilizes a five-year Capital Improvement Plan (“CIP”) to maintain and
improve the reliability of the Water Supply System, meet regulatory standards as well as to
achieve greater operating and maintenance efficiency. The Department annually updates the CIP
based on continual monitoring and review of the needs of the Water Supply System. In
accordance with the terms of the February 11, 2011 Order, the CIP must be approved by a super
majority of at least five members of the Board of Water Commissioners. The Department can
modify individual projects within the CIP during the year to address changing costs and
management decisions on specific project scope as long as the changes are within the basic
framework approved by the Board of Water Commissioners. The Fiscal Year 2015-2019 CIP
was approved by the Board of Water Commissioners in December 2013.

The CIP is divided into the major categories of Plant Replacement and Renovation,
Metro Area Construction, Urban System Improvements, Mechanical Maintenance and Computer
Systems. The Department has financed its ongoing CIP with proceeds of the DWSD Bonds,
federal and State grants and loans and revenues of the Water Supply System.

The CIP provides a framework for ensuring capital plans are consistent with overall
organizational goals within a set of financial considerations including fiscal capacity, debt levels,
impact on operating budgets and reserve levels. Actual project proposals are initiated and
reviewed within the context of the CIP. Actual bid versus cost estimates, unforeseen cost-benefit
scenarios and grant opportunities are examples of why deviations from the CIP would occur.

In June 2013, the Department initiated an effort to prepare an updated master plan. This
two-year project includes two phases: Phase I identifies priorities for Fiscal Years 2015-2020,
and Phase II identifies priorities for Fiscal Years 2021-2035. The expanded timeline for Phase II
is expected to support the Department’s goal of extending the formal CIP planning period from
five years to ten years. The current CIP is based in large part on preliminary findings emerging
from the updated 2004 Master Plan (as defined below), and from other independent evaluations
recently completed by the Department and representatives of its suburban wholesale customers.

Over the past ten years, the Department spent approximately $1 billion on capital
improvements to the Water Supply System. For more information, see APPENDIX B –
SYSTEM EVALUATION REPORT.

The following tables detail the planned expenditures and the projected funding sources
for the Fiscal Year 2014-2019 CIP, as approved by the Board of Water Commissioners in
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December 2013.4 Expenditures in the early part of the CIP are primarily focused on
rehabilitating the Springwells Water Treatment Plant, which currently produces the most water
of any of the five plants, on construction of new transmission mains to ensure reliable delivery of
water in certain segments of the System, and on rehabilitation of water infrastructure in the City.

[Remainder of Page Intentionally Left Blank]

4 In this Disclosure Statement, estimated figures for Fiscal Year 2014 are shown as the first year of the forecast period. See
“DEPARTMENT FINANCIAL OPERATIONS—Fiscal Year 2014 Estimate.”
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Capital Improvement Program Estimated Expenditure Schedule

SOURCE: The Department

The CIP Funding

The current five-year CIP is estimated to cost $673,805,000 (excluding the estimate for
2014). Of this amount, the Department expects that $450,429,000 (approximate net amount) will
be financed with proceeds of DWSD Bonds and the balance with Water Supply System revenues
and funds on hand.

[Remainder of Page Intentionally Left Blank]

Fiscal Year Ending June 30,
Category 2014 2015 2016 2017 2018 2019 Total

$ $ $ $ $ $ $
estimate

Plant Replacement and Renovation
General Plant 6,989,000 14,931,000 17,680,000 10,900,000 3,900,000 1,000,000 55,400,000
Water Works Park 0 5,000,000 12,075,000 17,900,000 9,300,000 0 44,275,000
Springwells 8,392,000 23,236,000 32,660,000 30,654,000 46,850,000 37,084,000 178,876,000
Northeast 0 0 3,631,000 5,615,000 1,381,000 650,000 11,277,000
Southwest 2,584,000 10,000 160,000 6,985,000 15,189,000 14,000,000 38,928,000
Lake Huron 129,000 2,500,000 2,995,000 17,265,000 20,531,000 6,000,000 49,420,000
Pumping Stations & Reservoirs 2,114,000 1,385,000 6,547,000 8,770,000 5,257,000 3,105,000 27,178,000

Subtotal - Plant 20,208,000 47,062,000 75,748,000 98,089,000 102,408,000 61,839,000 405,354,000

Metro Area Construction 6,615,000 40,705,000 50,300,000 45,850,000 34,700,000 29,100,000 207,270,000
Urban System Improvements 8,450,000 30,615,000 13,765,000 10,000,000 10,000,000 10,000,000 82,830,000
Mechanical Maintenance 0 0 0 0 0 0 0
Computer Systems 4,727,000 6,831,000 2,293,000 1,500,000 1,500,000 1,500,000 18,351,000

Subtotal 19,792,000 78,151,000 66,358,000 57,350,000 46,200,000 40,600,000 308,451,000
Total System 40,000,000 125,213,000 142,106,000 155,439,000 148,608,000 102,439,000 713,805,000
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Water Supply System Capital Improvement Program
Projected Funding Sources

Fiscal Year Ending June 30,
2014 2015 2016 2017 2018 2019 Total

$ $ $ $ $ $ $
estimate

Existing Improvement and Extension
Funds(a) 6,260,800 0 0 0 0 0 6,260,800
Existing Construction Funds(a) 150,059,900 0 0 0 0 0 150,059,900
Current Revenues 14,522,900 13,921,000 22,994,500 28,497,300 26,067,800 35,859,500 141,863,000

Bond Proceeds 0 0 152,500,000 132,300,000 134,900,000 86,400,000 506,100,000

less: Issuance Expenses(b) 0 0 (16,775,000) (14,553,000) (14,839,000) (9,504,000) (55,671,000)
Net Bond Proceeds Available 0 0 135,725,000 117,747,000 120,061,000 76,896,000 450,429,000
State Revolving Fund Loans 0 0 0 0 0 0 0
Total Funding Sources(d) 170,843,600 13,921,000 158,719,500 146,244,300 146,128,800 112,775,500 748,612,700

(a) Balance available June 30, 2013. (Applies only to Fiscal Year 2014).
(b) Includes net premium / original issue discount and other amounts and amount required from bond proceeds to fund maximum
annual future debt service.
(c) The difference between the total amount available to finance the capital program and the cost of the program represents funds

available to finance the capital program after 2019.

SOURCE: The Foster Group LLC.

THE WATER SUPPLY SYSTEM

The Water Supply System is one of the largest in the nation in terms of water produced
and population served. The Water Supply System has been the sole provider of all water service
in the City since commencement of water supply as a public service in the mid-nineteenth
century. In addition, the Water Supply System began providing wholesale service to surrounding
municipalities in about 1900. The Water Supply System draws its fresh water from the Great
Lakes System which is naturally available, with Lake Huron to the north, the Detroit River to the
south and Lake St. Clair to the east.

The Department believes the Water Supply System is adequate to meet the needs of its
current retail and wholesale customers and to meet the current requirements of the U.S.
Environmental Protection Agency under the Safe Drinking Water Act. The major components of
the Water Supply System include three intake facilities, five treatment plants, an extensive
conveyance system consisting of over 3,400 miles of transmission and distribution mains
throughout the service area (complemented by 8,982 miles of connected transmission and
distribution mains owned by wholesale municipal customers), 19 booster pumping stations and
32 water storage reservoirs (18 at the water treatment plants and 14 at booster stations) located
throughout the Water Supply System. Water flow and pressure throughout the Water Supply
System are monitored and controlled by a Systems Control Center housed in the Department’s
Central Services Facility.
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Service Area

The Water Supply System is responsible for treatment and distribution of water to most
of southeast Michigan. The Water Supply System presently serves an area of 981 square miles in
Wayne, Oakland, Macomb, Lapeer, Genesee, Washtenaw, St. Clair, and Monroe Counties. The
Department currently serves a population of 3.8 million based on the 2010 census, with
consumers within the suburban wholesale customer area comprising approximately 80% of the
total.

Except as noted below, the Department traditionally has experienced no material
competition from other water supply systems in the Southeastern Michigan region. Recently,
however, Genesee County and the City of Flint (along with other neighboring communities)
formed the Karegnondi Water Authority (the “KWA”), which intends to sell raw water to
communities in Michigan’s “thumb” area. In 2013, the Department terminated its contract with
Flint and in May 2014, Flint began operating its own water treatment plant utilizing the Flint
River as its raw water source. Genesee County, which previously purchased water from the
Department through the Flint contract, is now purchasing water directly from the Department
while the parties negotiate a long-term service contract. However, it is anticipated that if the
KWA becomes operational in mid-2017 as currently planned, Genesee County will no longer
rely on the Department as its primary finished water supplier and will look to the Department
primarily for emergency back-up water supply.

Several other small communities in the northern portion of the Water Supply System’s
service area have expressed various levels of interest in joining the KWA. As part of those
discussions, in July 2014, the Department sent a Notice of Termination to the Greater Lapeer
County Utilities Authority. In this communication, the Department indicated that it would like to
retain those customers but alternative delivery mechanisms would need to be developed in the
immediate future to ensure continuity and quality of service. Discussions are continuing in
response to this communication with a goal of maintaining service agreements to ensure long-
term stability in the service area. In total, the KWA communities account for approximately 6%
of the Water Supply System’s water use and revenue, with Flint having accounted for
approximately half of that amount.

Even if all of the remaining potential KWA communities decided to leave the Water
Supply System and join the KWA, the Department has evaluated and is undertaking contingency
planning for management of the Water Supply System without those customers. However, the
Department continues to believe that it is in the best interests of the region to maintain these
customers as a part of the Water Supply System.

The following table shows historical estimates of water sales in thousands of cubic feet
(“Mcf”) for suburban wholesale customers, for City of Detroit retail customers and for the Water
Supply System as a whole, together with total water production and non-revenue water. As is
common for all large water systems, the Water Supply System experiences a differential between
the quantity of water produced by the treatment plants during the Fiscal Year and the quantity of
water billed to customers over the same period, and the difference is referred to as “non-revenue
water.” Non-revenue water results from a variety of factors such as the range of accuracy of
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production and retail meters, losses due to leaks or major breaks in the transmission and
distribution systems, unmetered water that is used for fire protection, and the accuracy of
estimates for unmetered use. The Department believes that improvements in the accuracy of the
reported production figures may reduce the level of non-revenue water, since studies conducted
as part of the master planning process revealed that production at two of the five water treatment
plants may be over-reported by as much as 20%. Production at some of the water plants is not
metered, but rather is estimated based on pump curves. This data continues to be reviewed, and
the Department has initiated efforts to measure production figures and refine production
estimating techniques.

However, irrespective of the accuracy of the reported production figures, the data show
an increase in the overall level of non-revenue water in recent years. The Water Master Plan
Update addresses this issue in the current phase of the work, which is anticipated to be
completed by June 2015. Currently, the Department is considering use of a systematic program
to quantify water loss by subarea with prioritized follow-up. In the meantime, the Department
has begun to address non-revenue water with several other actions including the following: (i)
creation of a mobile app so that citizens can report issues with running water on a vacant
property or report other observed problems; (ii) implementation of an aggressive program to
address non-payment by customers, which has resulted in a side benefit of locating vacant
properties that have not been properly disconnected from water service; and (iii) questions have
also been raised about the accuracy of the meters at the water treatment plants. A study has
recently been completed to evaluate alternatives for meter upgrades. Rehabilitation has generally
been found to be effective and is also the least expensive alternative. Rehabilitation work is
proposed to be added to the capital improvement program.

Water Sales and Non-Revenue Water

Water Sales Total Non-Revenue Water

Suburban Detroit Water As a % of

Wholesale Retail Total Produced Volume Production

Mcf Mcf Mcf Mcf Mcf

2010 15,676,300 3,924,000 19,600,300 25,142,700 5,542,400 22.0%

2011 16,094,700 4,176,600 20,271,300 26,513,000 6,241,700 23.5%

2012 16,280,300 3,903,100 20,183,400 27,219,500 7,036,100 25.8%

2013 15,684,900 3,660,300 19,348,200 26,832,800 7,484,600 27.9%

2014 14,778,500 3,418,900 18,197,400 26,088,800 7,891,400 30.2%

SOURCE: The Department

Master Plan and Master Plan Update

In 2004, the Department completed a master planning study that evaluated the physical
Water Supply System needs over the next 50 years (the “2004 Master Plan”). The 2004 Master
Plan concluded that the demand for water within the region will most likely grow significantly
over the next 50 years, but that this demand could generally be met from the existing treatment
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facilities (with upgrades) and that no new water treatment plants would be necessary. The 2004
Master Plan primarily focused on investments in transmission and distribution facilities that will
be necessary to ensure reliability of service to all customers.

Southeastern Michigan has experienced an economic downturn in the years following the
2004 Master Plan, contributing to declining population and water demands. Recent water use
patterns have not met the demands anticipated by the 2004 Master Plan and the Department
initiated a new project in 2013 to update the 2004 Master Plan in an effort to guide capital
investments in the short-term and long-term future (the “Master Plan Update”). The Master Plan
Update covers a shorter planning period of 20 years rather than 50 years. The Department
believes that it may be feasible to take one or more of the five water treatment plants out of
service and still meet the demands of the service area, thereby eliminating hundreds of millions
of dollars of needed investment identified previously in the CIP.

The Master Plan Update has been structured to assess the feasibility of “downsizing” the
Water Supply System’s existing water treatment and production capacity and to identify
improvements in the water transmission and distribution system that would be necessary to
pursue that solution.

The Department has received the Phase 1 Interim Report for the Master Plan Update (the
“Phase 1 Interim Report”), which includes findings, forecasts, alternatives and recommendations,
and sets priorities for the first five years of the planning period, from July 1, 2015 to June 30,
2020. The Phase 1 Interim Report focused on the major engineering and planning analyses
critical to early decision-making for plant capacity and transmission issues. The Department
anticipates that the Phase 1 Interim Report’s recommendations will be incorporated in the Fiscal
Year 2016 CIP beginning in July 2015.

Water demand projections for the 20-year planning period are being prepared under the
Master Plan Update and are expected to be completed by September 2014. The Department
anticipates that the water demands will be much less significant than those in the previous study
and will be stable for the period from 2015 to 2035.

A fundamental component of the Master Plan is an evaluation of the possibility of
repurposing one or more water treatment plants to strategically align available capacity and
service requirements. The CIP contains investment allowances for short-term improvements at
the Northeast and Southwest plants in order to allow them to provide reliable service while their
ultimate operating scenario is determined through the Master Plan. Identification of the most
appropriate capacity levels for each of the five water treatment plants is the principal goal of the
Master Plan.

Wholesale Municipal Service

The Water Supply System has provided wholesale service to an increasing number of
surrounding municipalities since the 1940s. The growth period for wholesale municipal
customers began in 1957 with the construction of a major transmission main to serve the area
north of the City, and increased beginning in 1975 with the construction of a major transmission
main to serve the area west of the City. In all cases, the municipalities being served are
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responsible for the construction and maintenance of distribution and lateral water mains within
their respective geographical boundaries to connect the customers of such municipalities to the
transmission mains of the Water Supply System. In some cases, the municipal entities being
served also own and maintain their own transmission mains.

The Water Supply System serves 127 municipalities through 86 wholesale contracts with
municipal and other public entity customers. While Genesee County currently receives water
service from the Department, it does not have a written contract for service. The water service
agreements generally provide for (i) delivery of water by the Department to the wholesale
customer at designated metered points at specified rates of flow and pressure and (ii) payment by
the wholesale customer for all water supplied at reasonable rates established by the Department.
The wholesale customer is solely responsible for distributing water from the points of delivery to
its retail customers. Further details are set forth in “—Customer Outreach” below.

The Department is paid monthly by each wholesale customer, and payment is not
contractually dependent upon collections by the wholesale customer from its respective retail
consumers. Under the model contracts, the Department assesses a 1.5% late payment charge on
bills not paid when due. While the Department has the legal right to discontinue water service to
wholesale customers if not paid within 60 days, such a measure would not be practical, and
wholesale customers collection problems have been resolved through negotiation or litigation.
See “FINANCIAL PROCEDURES—Collections and Delinquencies.”

The following table provides information about the contracts of the ten largest wholesale
water supply customers. For fiscal year ended June 30, 2013, (the last fiscal year for which
audited financial statements are available), these customers provided approximately 36% of the
gross operating revenues of the Water Supply System, and accounted for 45% of billed revenue
to wholesale water supply customers.

[Remainder of Page Intentionally Left Blank]
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Summary of Wholesale Water Supply Contracts(a)

Total Billed Total Billed Total Billed Total Billed
Flow Mcf Revenue Flow Mcf Revenue Contract
FY 2013 FY 2013 FY 2014 FY 2014 Date

Mcf Mcf

Flint(b) 1,189,791 $23,308,800 1,178,672 $23,871,366 1967
Southeast Oakland County

Water Authority
1,442,286 19,541,038 1,321,917 19,467,746 2009

Sterling Heights 678,000 12,089,582 614,039 12,015,093 2008
Shelby Township 431,034 10,824,461 399,123 10,770,614 2010
Farmington Hills 439,621 10,575,173 365,279 9,769,372 2009
Livonia 577,829 10,338,724 478,054 9,728,576 2009
Warren 747,777 9,945,794 759,661 9,060,112 2010
West Bloomfield Township 300,280 9,655,154 274,324 8,218,635 2008
Rochester Hills 343,656 9,529,341 324,443 9,600,373 2009
Troy 498,281 9,311,146 450,392 9,715,613 2008

Mcf = Thousand cubic feet.
(a) 10 largest in terms of billed revenue during FY 2013
(b) Flint contract terminated April 2013, but service provided through April 2014.

SOURCE: The Department

Although some wholesale customers have studied the option of establishing their own
water systems, only one wholesale customer, Flint, has ceased taking water from the Water
Supply System. In general, because (i) the geology of the area surrounding the City does not
support a substantial water supply by subsurface wells, (ii) there is a natural supply of raw water
coupled with the capital facilities of the Water Supply System in place, and (iii) there are
longstanding municipal relationships extending contractually in most cases for many years, the
Board believes that the wholesale customers will continue to be an integral part of the Water
Supply System. See “—Service Area” above.

In 2012, MDEQ determined that water from Highland Park’s water treatment plant had a
high rate of turbidity and requested that the Department supply water to Highland Park on a short
term basis. At that time, Highland Park owed the Department approximately $10 million for
wastewater services. In 2013, Highland Park ceased making payments. As of July 1, 2014,
Highland Park owed approximately $20 million to the Department, including $18,357,188 for
wastewater treatment, $1,169,386 for industrial waste treatment services and $1,270,782 for
water supply services. The Department filed an action in Wayne County Circuit Court to recover
this debt and on July 31, 2014 was awarded a judgment against Highland Park. The State has
declared a fiscal emergency in Highland Park pursuant to Act 436 and, as a result, the
Department and other creditors are currently participating in Act 436’s Neutral Evaluation
Process. The Department continues to supply water to Highland Park on an interim basis. See
“DEPARTMENT FINANCIAL PROCEDURES—Collections and Delinquencies” and
“LITIGATION.”
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Over the past several years various legislative bills and resolutions have been introduced
in the State legislature from time to time that have provided for, or suggested studying, changes
in the composition of the Board, or have attempted to legislate changes in the management and
control of the Water Supply System. At present, there are two bills pending in the Michigan
House and Senate that could potentially impact the Department’s operations. Senate Bill 9 was
introduced in January 2013, and would subject the Department’s rate setting to regulation by the
Michigan Public Service Commission. House Bill 4009 was also introduced in January 2013,
and would attempt to create a regional authority to take over the operations of the Department.
Neither of these bills have proceeded beyond a first reading and referral to a committee.

Customer Outreach

The Department continues its significant outreach efforts with representatives of its
wholesale customers. The Department and its wholesale customers have created a Technical
Advisory Committee (“TAC”), which has established a framework for discussion of major issues
between the Department and all of its suburban wholesale customers. The TAC has established
multi-faceted teams to explore several issues on a variety of topics, including emergency
preparedness, industry best practices, water rates, and communication strategies.

The most significant accomplishment of the TAC is the development of a new model
contract with standardized contract language. This document was designed to ensure that all
wholesale customers are treated equitably and similarly. It also provides the Department with
the same rights and controls across all agreements. Standardized model contract language was
developed to address items such as contract term lengths, contract renewal, flow limitations, flow
enforcement provisions, flow measurement, regulatory compliance, connection points, and
contract enforcement. The contracts have a term of 30 years and renew automatically for
successive 10-year terms unless five years’ notice of termination is provided. If a wholesale
customer terminates the contract without cause during the initial 30-year term, the Department is
entitled to early termination costs calculated by applying the applicable water rate to the
minimum annual volume requirements under the contract for the remainder of the contract term.
Wholesale customers may form or join a water authority for the sole purpose of collectively
contracting with the Department or may be annexed or consolidated, in which case the contract is
void without payment of early termination costs upon approval of a new water service contract
by the Department.

The contracts formalize the TAC as the Department’s outreach vehicle for the life of the
contract. The contracts include other provisions required for the orderly operation of an
integrated water supply and distribution system such as the following: (i) restrictions on
redistribution outside the limits of the particular municipality or other public entity without the
consent of the Department; (ii) measurement of water furnished by meters; (iii) the metered flow
of water is the basis for billing; (iv) prohibition against combining of Water Supply System
supplied water with water from any other source without prior written approval of the
Department to ensure a uniform quality of water throughout the area; (v) municipal acceptance
of the Department’s standards for construction of distribution mains and Department approval of
construction plans therefor to ensure a uniform standard throughout the area; (vi) Department
commitments regarding notification of rate changes; (vii) payment and late payment terms; (viii)
delineation of maintenance responsibilities; (ix) specific water pressure commitments by the
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Department; and (x) maximum day, peak hour and annual volume commitments by the
wholesale customer.

To date, new model contracts for 76 of the 86 wholesale customers have been negotiated,
approved, and are in effect. These 76 contracts comprise 89% of total billed revenues from
wholesale customers. Negotiations with the few remaining wholesale customers are ongoing.
The TAC has made significant progress in creating greater understanding of the Department’s
water rate methodology and of issues impacting rates and rate levels. It has proved to be an
excellent forum for communicating rate methodologies, exploring alternative approaches to
allocating costs to customers, and building consensus regarding the development of water rates.
The TAC is currently developing potential modifications to the water rate model that would be
designed to utilize the best available technical information to improve the understanding of water
rates, and the perceived equitability.

Representatives of the wholesale customers have expressed appreciation of the
Department’s willingness to sponsor these partnering programs and the opportunity to be
involved in the process. The partnering groups have authored letters to Department management
requesting that the partnering effort continue in its current form.

Retail Service

The Department has been the sole provider of all water services in the City. Retail service
includes all water service customers of the City, including residential, commercial, industrial and
municipal, among others. The Water Supply System also provides retail services on a very
limited basis to certain customers outside the City. The Department has full responsibility for
billing and collection of charges for approximately 322,000 retail customer accounts. The
Department proposes retail rate schedules for these customers for consideration by the City
Council, which has ultimate responsibility for setting the retail rates. These customers are billed
on a monthly basis and water and sewerage charges are included on the same bill. The
Department also bills various governmental agencies, including the City, for service. Rate
changes, once established, generally become effective the following July 1. For information
regarding current billing and collection activities, see “FINANCIAL PROCEDURES—
Collections and Delinquencies.” See “FINANCIAL PROCEDURES - Collections and
Delinquencies.”

Physical Facilities

Intake Facilities

The Water Supply System’s three intake facilities are listed below and, in the opinion of
the Department, are generally in adequate to good working order and repair.

• The Lake Huron intake, located in Lake Huron, approximately 5 miles north of
Port Huron and 5 miles into the lake, was placed in operation in 1974. This intake
supplies raw water through a tunnel to the Lake Huron water treatment plant.
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• The Belle Isle intake, located at the eastern end of Belle Isle where Lake St. Clair
flows into the Detroit River, was placed in operation in 1931. This intake supplies
raw water to the Water Works Park, Springwells and Northeast water treatment
plants.

• The Fighting Island intake and tunnel, located under the Detroit River on the
Canadian side just west of the northern end of Fighting Island, was placed in
operation in 1964. This intake supplies raw water to the Southwest water
treatment plant.

Water Treatment Plants

Raw water from the intake facilities is treated at the Water Supply System’s water
treatment plants, which includes screening, filtering, bacteria control, and taste and odor control.
Each of the five water treatment plants in the Water Supply System was constructed with the
capability to treat the water in accordance with federal requirements under the Safe Drinking
Water Act. In the opinion of the Department, based upon physical evaluations conducted by its
consultants, no significant improvements to the treatment plants are presently required to meet
such requirements. See “—Environmental Matters” below. In addition, each treatment plant is
equipped with its own laboratory facilities for the examination of drinking water which are
recertified periodically (every three years) by the Michigan Department of Public Health. The
treatment plants are more particularly described in the following table. For capital improvements
planned for each plant, see “THE CAPITAL IMPROVEMENT PROGRAM.”

Water Treatment Plants

Plant
Placed in
Operation

Rated Capacity
(Mgd)

Lake Huron 1974 400
Southwest 1964 240
Northeast 1956 300
Springwells1 1931/1958 540
Water Works Park 2003 240

___________

1 A major addition was completed in 1959, doubling the capacity of such water treatment plant by adding a new reservoir, sedimentation basin
and filtration facility. Filter upgrades at Springwells limit plant capacity to 300 mgd until construction is complete.

SOURCE: The Department

Transmission and Distribution System

The Department owns and maintains all distribution mains (less than 24 inches in
diameter) and transmission mains (24 inches to 120 inches in diameter) within the City limits
and certain transmission mains throughout the wholesale service area. The Water Supply System
connects throughout the wholesale service area with the transmission and distribution mains
owned and operated by the wholesale municipal customers.

The transmission system is laid out in an organized grid pattern to provide adequate
pressures that are reinforced by use of booster stations and reservoirs as necessary. The
transmission system is interconnected and flow of water can be controlled, particularly in
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emergency conditions, to flow in either direction by opening or closing valves. Water pressures
can be boosted to overcome any losses due to an emergency situation.

There is an ongoing program of replacement of distribution mains in the City, especially
with respect to certain mains installed during the period 1923 to 1929. Because of certain pipe
design and manufacturing deficiencies, these mains are coming to the end of their useful lives.
This program of renovation and replacement was started in 1972 and is an ongoing, annual
improvement program. In certain other areas within the City, distribution mains are being
replaced with larger mains. With respect to the transmission system that serves the wholesale
customers, the Capital Improvement Program includes a number of projects designed to improve
service and reliability in areas outside the City.

Monitoring Facilities

The Water Supply System Control Center located in the Department’s Central Services
Facility controls and monitors the transmission and distribution of water throughout the Water
Supply System. Operators in the Control Center can remotely control the pump stations at the
treatment plants and the 19 booster stations to adjust flow and pressure requirements to meet the
changing demands of customers. Recent improvements to the Control Center have been
undertaken by the Department as part of a Department-wide instrumentation and
computerization project included in the CIP.

Environmental Matters

The operation of the System is subject to extensive regulation pursuant to the federal
Clean Water Act, the Clean Air Act, the Safe Drinking Water Act, the Michigan Natural
Resources and Environmental Protection Act, and the administrative rules and regulations that
have been promulgated pursuant to these statutes. These programs affect many facets of the
System.

DEPARTMENT FINANCIAL PROCEDURES

Budget and Accounting Matters

Pursuant to authority granted by the November 4, 2011 Order, the Board of Water
Commissioners adopted a budget policy for the Department on September 26, 2012 which is
independent of the City’s budget policy. The Department’s budget policy, which has been in
place beginning with Fiscal Year 2014, is designed to be in alignment with the Department’s rate
setting cycle.

The budget cycle begins with a Board of Water Commissioners meeting on or before
November 1 each year to review programs, services, and activities to be included in the
upcoming budget and to receive public comment. Before the December meeting of the Board of
Water Commissioners, the Director submits a proposed budget for presentation at the regularly
scheduled December meeting. Prior to adoption of the budget, the Board of Water
Commissioners conducts a public hearing on the proposed budget which may be conducted at the
same meeting in which the Board of Water Commissioners adopts the budget. The Board of
Water Commissioners adopts the budget as proposed or with modifications at a meeting on or
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before January 31 occurring prior to the Fiscal Year of the budget. If the Board of Water
Commissioners fails to adopt a budget prior to that date, the proposed budget shall be deemed
the adopted budget for the Department. If necessary, an amendment to the adopted budget shall
be adopted by the Board of Water Commissioners in a manner permitted by governing law as
presented by the Director. If the Board of Water Commissioners fails to act upon a proposed
budget amendment within 30 days following submission by the Director to the Board of Water
Commissioners, then that amendment shall be deemed a part of the adopted budget. See “THE
DEPARTMENT—Court Mandated Changes” and “—Management Initiatives.” The Fiscal Year
2015 budget has been developed and approved by the Board of Water Commissioners under the
new structure. See “DEPARTMENT FINANCIAL OPERATIONS—Fiscal Year 2015 Budget.”

The basis for preparation of the budget differs from preparation of the financial
statements for a given period. The financial statements are prepared in accordance with U.S.
generally accepted accounting principles (“GAAP”). Accordingly, the Department’s financial
statements reflect the accrual basis of accounting. Revenues from operations, investments, and
other sources are recorded when earned. Expenses (including depreciation) of providing services
to the public are accrued when incurred. The Department’s budget basis of accounting
recognizes revenues in a manner consistent with accrual basis of accounting. Certain expenses
accrued under GAAP are not recognized or treated in the same manner on a budgetary basis. For
example, depreciation of plant and equipment over the useful life of such capital asset is not
recognized in the budget; instead, amounts which might be spent in the fiscal year are treated as
an expense and the budget records equipment and other long-term purchases against the current
period.

Generally, the Department pays for certain personnel costs, supplies and equipment that
are shared between the Water Supply System and the Sewage Disposal System from Water
Supply System operations. The Sewage Disposal System is then billed monthly based on actual
operations, including the allocation of personnel costs and equipment usage.

Because the Water Supply System is generally self-insured, the Department includes in
its annual budget amounts estimated to be sufficient to pay various liability and workers’
compensation claims. The financial statements record the expense for such claims in the period
when the occurrence of the liability is probable and the amount can be reasonably estimated. In
addition, the budget includes amounts necessary to establish and maintain an account designated
the “Extraordinary Repair and Replacement Reserve Fund,” which has been created for the
purpose of providing funds for paying the costs of major unanticipated repairs and replacements
to the Water Supply System. See “SECURITY AND SOURCES OF PAYMENT FOR THE
DWSD BONDS – Flow of Funds.”

The Department uses the City’s Oracle financial management system that includes
general ledger, purchasing, accounts payable, accounts receivables, project accounting and fixed
asset applications. These Oracle core financial applications are integrated with third party
Oracle-approved software providers for budget preparation, time and attendance management,
work order and inventory applications.

Despite the independence of financial operations granted by the District Court Orders, the
Department continues to be a department of the City for financial reporting purposes. Due to the
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nature of this relationship, the Department is not eligible to issue audited financial reports or
reports of internal control independent from the City. This impacted the Department’s ability to
release audited June 30, 2013 financial statements. The City’s audit report was delayed for a
number of reasons, including the resolution of technical auditing and accounting matters related
to the City’s Chapter 9 proceeding. Ultimately, the City’s auditor, KPMG LLP, issued an audit
report for the City, including the Department on July 25, 2014.

The City’s audited financial statements as of and for the year ended June 30, 2013, are
available on the City’s website, and include an unmodified independent auditors’ report, with
emphasis of matter paragraphs which state:

the City has filed a voluntary petition under Chapter 9 of the Bankruptcy Code,
which raises substantial doubt about the City’s ability to continue as a going concern. The
City’s financial statements do not include any adjustments that might result from the
outcome of that uncertainty;

the City and the GRS and the Police and Fire Retirement Systems (“PFRS” and,
together with GRS, the “Retirement Systems”) included investments valued at
$702,000,000 and $722,000,000, respectively, as of June 30, 2013, whose fair values
have been estimated by management in the absence of readily determined fair values.
Management’s estimates are based on various methods, which may include information
provided by investment managers, general partners, real estate advisors and other means;
and

the Retirement Systems utilized different actuarial assumptions in calculating the
unfunded actuarial accrued liability.

The independent auditors’ opinion was not modified with respect to these matters.

The auditors will subsequently provide the City with a letter that highlights certain
internal control material weaknesses and related recommended improvements to the City’s
internal control environment. The City and the Department take such recommendations
seriously. In particular, the Department’s financial transformation process is designed to address
internal control matters noted by the auditors in the prior Fiscal Year.

Independent Auditors

The basic financial statements of the Water Fund, an enterprise fund of the City as of and
for the year ended June 30, 2013, included in APPENDIX D of this Disclosure Statement, have
been audited by KPMG LLP, independent auditors, as stated in their report therein, which
includes emphasis of matter paragraphs that state:

the City, including the Water Fund, has filed a voluntary petition under Chapter 9
of the Bankruptcy Code, which raises substantial doubt about the City and the Water
Fund’s ability to continue as a going concern. The Water Fund’s basic financial
statements do not include any adjustments that might arise from that uncertainty;
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the City and the GRS utilized different actuarial assumptions in calculating the
unfunded actuarial accrued liability; and

the basic financial statements present only the Water Fund; the statements of the
Fund do not purport to, and accordingly do not, present fairly the financial position of the
City as a whole as of June 30, 2013, the changes in its financial position, or, where
applicable, its cash flows for the year then ended in accordance with accounting
principles generally accepted in the United States of America.

The independent auditors’ opinion was not modified with respect to these matters.

Collections and Delinquencies

The Department accounts for its retail and wholesale customer account balances
separately. As of July 1, 2014, active retail customer accounts receivable are approximately $127
million, for water and sewer services combined. Of that amount, approximately $89 million is 60
days past due from 46% of the approximately 200,000 total active retail customer accounts. As
of July 1, 2014, there were three wholesale water customer out of a total of 86 with past due
balances of approximately $1.7 million.

The collection methods for retail customers differ substantially from wholesale
customers. The Department’s effort to address delinquent accounts receivable are described
below. It should be noted that the majority of the past due water wholesale receivable is due to
one entity, the City of Highland Park. That customer has a past due balance of approximately
$1.2 million out of a total water account balance of $1.4 million as of July 1, 2014. Collection
efforts for that account have resulted in legal action. See “—Wholesale Customers” below.

Despite the level of delinquencies, as of July 1, 2014, the Department has not
experienced cash flow problems, as sufficient operating capital has been available to the Water
Supply System. The Department has been able to meet its obligations as they come due.

Retail Customers

The Department operates a computerized billing system which accounts for a total of
approximately 322,000 retail customer accounts, of which approximately 200,000 are active
accounts. Inactive accounts remain in the billing system while the Department pursues other
means of collection. Retail customer account categories include residential, commercial,
industrial and municipal. Based on the approved Fiscal Year 2015 retail rates, the typical
monthly bill is approximately $71 for combined water and sewer service charges based on 600
cubic feet of water consumed per month. All retail customers are billed monthly and are allowed
20 days to pay, after which a one-time 5% late payment charge is applied.

In accordance with State law, the Department has a right to discontinue the supply of
water to any premises for non-payment of water or sewer bills when due. It is the Department’s
policy that retail customers may have their service shut off for non-payment if the account is
more than sixty days in arrears with a past due balance of $150 or more. Residential customers
are notified of payment plan options and financial assistance programs if they indicate that their
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account is delinquent due to financial hardship. Residential customers may be subject to
constitutional safeguards regarding due process, including notice and hearing requirements in the
event of discontinuation of services.

The Department’s collection efforts in the past, including shut-off for non-payment, had
not kept pace with an increasing level of delinquency since 2007. This resulted in a significant
number of accounts with past due balances. As of July 1, 2014, the average active residential
account delinquency, which includes water and sewer charges, is $541, based on approximately
80,000 of 177,000 accounts with past due balances of 60 days or more. As of the same date,
active commercial accounts, the next largest retail customer category, present approximately
10,000 of 18,000 accounts with a past due balance of 60 days or more with an average past due
amount of $2,071, which includes water and sewer charges.

To address the growing delinquency issue, the Department initiated a program utilizing
an outside contractor to expand the shut-off program to increase collections beginning in July
2013. The first three months of that program revealed a significant number of service
connections that were shut-off where there was no request to restore service. From July through
September 2013, 7,478 retail accounts were shut off, but only 2,366 customers contacted the
Department for service to be restored. The Department believes this is due to: (i) abandoned
properties where there was no contact with the Department to terminate service, and (ii) illegal
turn-ons. Understanding these challenges affects the Department’s collection strategy going
forward. To address the abandoned property concern, the Department is cross-referencing its
customer database with recently released data from the Detroit Blight Removal Task Force
which has gathered property condition data for all 380,000 parcels in the City. To address illegal
turn-ons, the Department has instituted a follow-up mechanism to detect illegal turn-ons and is
working with law enforcement to curb this activity.

The shut-off program activity was reduced for most of the period from December 2013
through March 2014 to prevent frozen service lines. The program resumed in April 2014, and
14,766 retail accounts were shut-off during the period from April through June 2014. The
Department collected approximately $1,200,000 during that time period, compared with
approximately $492,000 for that same time period in the prior year for combined retail water and
sewer account balances. In addition, the shut-off program has generated active engagement with
customers whose service is preserved by participation in a payment plan program, as well as
payment assistance programs for those who meet certain eligibility criteria. Funding for the
assistance programs is provided by external sources.

A final barrier to active customer engagement has been the absence of customer names
associated with residential retail accounts. Presently most residential retail customer accounts are
addressed to “Resident.” This presents an impediment to other methods of delinquent account
collection efforts. The Department has recently initiated a program to attach customer names to
accounts to support more effective collection efforts.

In the event that an account remains delinquent for more than six months, the Municipal
Water Lien Act, MCL 123.161 et seq., provides that the charges for water and sewage service
furnished to a premises may become a lien on such premises when the service is provided, and
the lien may be placed on the property tax roll. The lien may then be enforced in the same
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manner as the collection of property taxes and enforcement of a lien for property taxes (assuming
proper statutory notice to the party responsible for the payment of the charges). The Department
transmits delinquent accounts to the City Treasurer who places the delinquent amount on the
winter tax bill. If the delinquent amounts are not collected by the City Treasurer by March 1 each
year, the City transfers unpaid real property tax bills to Wayne County for collection in
accordance with State law. The City receives payment for such taxes from Wayne County’s
delinquent tax revolving fund as of March 1 each year, which is funded by the issuance of
Delinquent Taxes Anticipation Notes. If the delinquent real property taxes remain uncollected
after three years, the County charges the respective amount of such taxes back to the City.
Chargebacks in Fiscal Year 2013 totaled approximately $22 million. See “—Fiscal Year 2009-
2013 Operations” below. In Fiscal Year 2013, the City Treasurer’s Office collected $7.4 million
on behalf of the Department for water and sewer charges combined. The Wayne County
Treasurer collected $9.1 million.

Wholesale Customers

Wholesale customers maintain their own retail billing systems. Wholesale customers are
billed monthly. The late payment charge for wholesale customers under the model contract is
1.5% per month for each month that a bill remains unpaid, and for the remaining contracts it
varies by individual contract, but generally is 5%. In the event of a wholesale customer
delinquency, the Department has options available to it under the relevant contractual agreement
with such wholesale customer, including the right to early termination costs and to obtain a
judgment against the wholesale customer. If a non-municipal wholesale customer does not pay
the judgment amount, such amount may be collected by placing a lien on the property tax roll of
that wholesale customer.

Historically, the Water Supply System has not experienced significant problems with
wholesale delinquencies. Wholesale delinquencies typically arise from disputed billings, which
often can be resolved through negotiation. However, as of the date of this Disclosure Statement,
the City of Highland Park had a delinquent balance of approximately $20 million for sewer and
water charges combined. Highland Park is experiencing financial difficulties and since Fiscal
Year 2008 has been unable to currently satisfy amounts due to the Department. The State has
declared a fiscal emergency in Highland Park pursuant to Act 436 and, as a result, the
Department and other creditors are currently participating in Act 436’s Neutral Evaluation
Process. The City and the Department have filed suit against Highland Park in Wayne County
Circuit Court. Both the City and Highland Park have filed and argued Motions for Summary
Judgment in the case. The Circuit Court took the matter under advisement and a decision was
issued on July 31, 2014 awarding judgment to the Department. The City of Inkster has recently
defaulted on a payment agreement with the Department. If this default cannot be cured by
Inkster, the Department will institute legal proceedings for collection of this debt. As of July 1,
2014, the total amount owed by the City of Inkster is approximately $836,000, of which
$464,000 is past due.

Accounting

The allowance for doubtful accounts reflected in the audited financial statements as of
June 30, 2013 represents the Department’s estimate of the amount of potential uncollectible
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accounts receivable. Increases in the reserve are netted against revenues reported on the
financial statements. The amount reserved is determined based on a formula that takes into
account the total amount of accounts receivable as well as specific items within the category,
including reserves for disputed billings. Approximately $27 million was reserved as an
allowance for doubtful accounts as of June 30, 2013, against a total accounts receivable of
approximately $111 million. Estimates are not available as of June 30, 2014 due to the timing of
the billing cycle and accounts receivable analysis. Annual increases in the allowance for doubtful
accounts result in bad debt expense for that year, and are reflected as a reduction in revenue for
the customer class associated with the reserve. See “DEPARTMENT FINANCIAL
OPERATIONS—Fiscal Year 2009-2013 Operations.” The Settlement Agreements stipulate that
bad debt expense associated with a suburban wholesale customer is chargeable to the suburban
wholesale class at large, and that bad debt expense associated with a City retail customer is
chargeable to the City retail customers only. The Board of Water Commissioners currently
practices a “bad debt” policy which requires a write off of any doubtful accounts older than three
years.

Cash Management

In accordance with the City Charter, all funds and accounts of the Water Supply System
are separate and distinct from all other City funds. No Water Supply System monies are
commingled with general fund or other monies of the City.

All Revenues of the Water Supply System are deposited upon receipt or, if applicable,
upon completion of credit card processing activities, in either the “Revenue Receipts Fund” or
the “Receiving Fund” established under the DWSD Indenture. See “SECURITY AND
SOURCES OF PAYMENT FOR THE DWSD BONDS – Flow of Funds” for information on
these Funds and the flow of funds under the DWSD Indenture. The Operation and Maintenance
Fund is a custodial account that is controlled by the Department. It is not part of the Trust Estate
under the DWSD Indenture.

The Department maintains a budget system that monitors and controls funding in
accordance with actual funds available. This budget system includes annual budgeting and
project specific budgeting and payables management activities designed to ensure that retainage,
progress payments and final contract payments are properly aligned with funds on hand and
investment activities.

Investment Policy

The Department’s investment policy was adopted on January 21, 2014. Funds in excess
of current Water Supply System requirements are invested by the Department in accordance with
State law. The Department may invest in direct obligations of the United States, obligations of
an agency or instrumentality of the United States, repurchase agreements, mutual funds that
invest solely in such government obligations and repurchase agreements, certain grades of
commercial paper, bankers acceptances of United States banks, and certificates of deposit,
savings accounts or depository receipts of savings and loan associations or member banks of the
Federal Deposit Insurance Corporation.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 391 of 422



69

The investment policy purpose is to endeavor to accumulate a pool of assets sufficient to
build capital for future use with the corresponding obligations to support near-term and long-
term needs of the Department. The investment policy attempts to maintain and protect
investment principal while striving to maximize total return on the portfolio consistent with risk
limitations, pursuant to guidelines set forth in Act 20, Public Acts of Michigan, 1943, as
amended. The Department has not experienced material investment-related losses in any
Department managed funds. As of June 30, 2014, the Water Fund held investments with a total
market value of approximately $415,551,782, the longest investment had a maturity date of
December 27, 2018.

Rates

Under the District Court Orders, the Board of Water Commissioners has the authority to
establish rates for wholesale water supply service. In accordance with Act 94 and the November
4, 2011 Order, the retail rates charged to customers in the City are subject to review by and
concurrence of City Council. The Board of Water Commissioners has the sole authority to
establish rates for the wholesale suburban customers. In accordance with the February 11, 2011
Order, a super majority of at least five Board of Water Commissioners member votes is required
to approve the wholesale customer rates and recommend to the City Council the retail rates to be
charged to the City retail customers. Certain of the wholesale contracts have specific notice
requirements relating to rate changes, generally 90 or 120 days. At least one public hearing is
required to be held prior to action on rate changes. No other statutory procedures are required as
a condition precedent to a rate change. Rates, once established, generally become effective the
July 1 following their establishment.

Under the Bond Ordinance, the City covenants that the rates shall be fixed and revised
from time to time as may be expected to be necessary to produce the greater of (1) the sum of (a)
administrative and operation and maintenance expenses of the Water Supply System, (b) debt
service on Senior Lien DWSD Bonds, (c) creation and maintenance of a debt service reserve for
Senior Lien DWSD Bonds, (d) debt service on Junior Lien DWSD Bonds, if any, including
maintenance of a reserve therefor to the extent required by the Bond Ordinance, (e) creation and
maintenance of an extraordinary repair and replacement reserve fund; and (f) to provide for such
other expenditures and funds for the Water Supply System as the Bond Ordinance and Act 94
require, and (2) an amount equal to the Required Combined Coverage where the numerator is the
Net Revenues projected for the Fiscal Year of calculation and the denominator is the
Indebtedness coming for such Fiscal Year. See “SECURITY AND SOURCES OF PAYMENT
FOR THE DWSD BONDS – Rate Covenant.” The City has covenanted at all times to fix and
maintain such rates for services furnished by the Water Supply System as shall be sufficient to
provide for the foregoing. As a matter of operating policy, the Department has established a debt
service coverage policy of fixing rates so that net revenues exceed the debt service coverage
requirements of the Bond Ordinance by at least 15 percentage points. This policy may be
changed from time to time by the Board of Water Commissioners without approval of
Bondholders or any other party.

Under Act 94, rates must be fixed and revised as necessary to comply with the Bond
Ordinance. The contracts with wholesale customers typically provide that rates be reasonable in
relation to the costs incurred. The Department maintains a small staff to review and make

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 392 of 422



70

recommendations on rates for water and sewage service. The Department routinely retains
outside consultants to supplement the efforts of its staff. Act 94 also provides that the rates
charged by the Water Supply System should not be subject to supervision or regulation by any
State bureau, board, commission or like agency or instrumentality of the State. In addition, the
November 4, 2011 Order specifies that the City Council, which previously approved all rates,
has the authority to approve only rates charged to retail customers in the City, but has no
authority to review or approve rates charged to wholesale suburban customers. See “THE
DEPARTMENT – Organization.”

Currently, rates are adjusted annually and are determined by the “utility basis” method,
which is recommended by the American Water Works Association for municipally-owned
utilities providing services to metropolitan areas and which the Water Supply System is required
to use under Michigan law. Under this method, the revenue requirement is comprised of three
elements of cost: operation and maintenance expenses, depreciation expense and a return on the
rate base. The rate base reflects the value of property on which the Department is entitled to earn
a return. In formulating rates, the Department recognizes the distinctions between retail
customers and the various wholesale municipal customers based on the differences in the cost of
serving each class of customer. The “utility basis” method has been upheld in litigation
involving the Department’s water rates.

The rate schedule for each of the 86 suburban wholesale customers served via contract
consists of a fixed monthly charge and a commodity charge applied to monthly metered water
sales. While the overall methodology used to determine rates for each customer is uniform, the
rate schedule for each customer is unique, reflecting the specific volumes, peak demands, and
other demographic information in their individual contracts. The current wholesale water rates
continue to collect approximately 40% of the revenue requirement via fixed monthly charges,
with the other 60% generated by commodity charges. In recent years, the structure of the
wholesale rates has been modified to recover more costs through a fixed component of the rate
structure. The Department believes that further increasing the portion recovered through fixed
monthly charges will further improve the alignment between cost of service allocation and cost
recovery, and has initiated conversations with representatives of the customer communities
(through the TAC process) to explore this issue.

The rate schedule for retail customers in the City consists of fixed monthly charges that
vary by the connection size to the Water Supply System, and a uniform commodity rate applied
to all water sales. Prior to the current rates, the commodity rates reflected a declining block
approach.

The current water supply rates became effective July 1, 2014, and were set at levels
expected to generate 4% more revenue than the previous year’s rates. As noted in the table
below, the impact of the new rates on different customers and customer classes does not directly
align with the overall 4% impact on the System. Specific customer and customer class rate
impacts are based on additional factors, including cost allocation results, changes in sales and
revenue bases, and expected collection rates.

See “DEPARTMENT FINANCIAL OPERATIONS – Projected Operations for Fiscal
Year 2015 through 2019.” The following table presents a summary of the annual changes in the
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effective average retail and wholesale water rates charged by the Department for the last ten
years.

Change in Effective Water Supply Rates

Average
Date of City of Suburban

Implementation Detroit Retail Wholesale

7/1/2003 8.9% 9.1%
7/1/2004 8.0% 10.3%
7/1/2005 0.4% 4.0%
7/1/2006 0.5% 5.9%
7/11/2007 6.8% 5.1%
9/3/2008 6.3% 8.9%
7/1/2009 5.2% 6.4%
7/1/2010 9.3% 5.5%
7/1/2011 9.0% 9.1%
7/1/2012 10.3% 7.9%
7/1/2013 4.4% 3.9%
7/1/2014 13.8% 3.9%

Note: Reflects change in effective average unit cost of service
for each customer class at large.

SOURCE: The Department

Water Rate Comparison

The following chart presents a comparison of the current charges for residential water
supply and sewage disposal services in the 50 largest U.S. cities. Note that such comparisons are
not always comparable as the elements included in charges for these services are often
inconsistent amongst communities. For instance, several of these communities listed below may
recover costs associated with certain environmental program through water rates that are funded
through other means in most cities. In addition, several of these communities may recover costs
associated with water infrastructure through property taxes rather than water rates. Readers are
encouraged to review these survey reports in their entireties to fully understand the context of the
comparisons. The average increase in charges for these communities since 2005 has been almost
6% annually (or more than twice the rate of inflation) illustrating the trend in the industry
necessary to address increased environmental and infrastructure challenges.

The Department anticipates increasing rates consistent with the overall financial
planning philosophy, and as necessary to continue the funding of the CIP. Such increases are not
anticipated to differ significantly from what will be experienced in other areas of the country
having water systems of comparable age and facing infrastructure challenges similar to the
Water Supply System. The Department believes the price and availability of water in the area
should continue to be a positive factor in the attraction of industry to the area.
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Comparison of Annual Residential Water and Sewage Charges in the 50 Largest U.S. Cities

$194.42
$177.93
$148.77
$125.78
$123.54
$107.68
$103.77

$98.94
$97.78
$95.25
$91.24
$89.43
$88.37
$85.50
$85.14
$80.41
$78.57

Average = $77.22 $77.04
$76.80
$74.96
$73.13
$72.79
$71.35
$70.89

Median = $70.18 $70.87
$69.49
$69.30
$69.11
$69.06
$68.50
$67.31
$66.61
$64.11
$62.46
$60.25
$60.07
$59.36
$56.37
$56.05
$55.55
$52.97
$50.14
$49.62
$47.34
$46.80
$46.38
$45.01
$41.40
$40.14
$27.46

Assumes 7,500 gallons (or 1,000 cubic feet) monthly usage and a 5/8” (or nearest equivalent) meter size. Actual average
use will vary by utility. Rates effective April 2, 2013

Source: 50 LARGEST CITIES WATER/WASTEWATER RATE SURVEY, A Black & Veatch 2012/2013 Report
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DEPARTMENT FINANCIAL OPERATIONS

Summary of Historical Revenues and Expenses

The table below shows historical revenue and expenses of the Water Supply System for
each of the five Fiscal Years ended June 30, 2009 through June 30, 2013. Although Fiscal Year
2014 has been completed, actual financial data is not yet available. Estimated results for Fiscal
Year 2014 are discussed below and included as the first year of the projection period. See “—
Projected Operations for Fiscal Year 2014 through 2019” below. Net Revenues are derived from
audited financial statements of the Water Fund for Fiscal Years ended June 30, 2009 through
June 30, 2013. Financial statements and notes thereto for the Fiscal Year ended June 30, 2013,
together with the auditors’ report thereon, are included in APPENDIX D.

Act 94 defines “net revenues” as the revenues of a public improvement remaining after
deducting the reasonable expenses of administration, operation, and maintenance of the public
improvement. The Department’s financial statements are prepared on an accrual basis in
accordance with its financial reporting obligations. Accordingly, the results summarized in the
following table follow a “modified cash” approach of depiction, designed to adjust financial
statement based accrual accounting figures to more closely depict net revenues as defined under
Act 94.

The results summarized in the following table follow a “modified cash” approach of
evaluating revenues and revenue requirements. This approach attempts to align recognition of
performance on a common service period basis. For instance, revenues for June 2013 generally
reflect bills issued in July 2013, under the assumption that meters are read at the end of the
month and billed early in the subsequent month. Operating expenses are reflected as incurred,
but include accrual of amounts not yet paid. The “modified cash” approach does not include the
accrual of longer term elements that are contained in the Department’s accrual basis financial
statements; nor does it generally reflect recognition of activity that was related to cash receipts or
disbursements in prior years. Because many of these individual elements are derived from the
accrual basis financial statements, the summary below will not present a precise cash basis
statement.

[Remainder of Page Intentionally Left Blank]
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Summary of Historical Revenues and Expenses (Unaudited)
Fiscal Years 2009-2013

Fiscal Year 2009-2013 Operations

The following information summarizes the financial operations of the Water Supply
System in Fiscal Years 2009 through 2013.

Revenues

As indicated in the above table, Water Supply System service revenues from rates and
charges, net of bad debt expense, have increased approximately $68 million, or 33%, since Fiscal
Year 2009. This increase is primarily attributable to rate increases during that period, as well as
the varying levels of bad debt expense throughout the period. Bad debt expense is recognized in

Fiscal Year Ending June 30,
2009 2010 2011 2012 2013

$ $ $ $ $

Operating Revenues
1 Wholesale Service Revenue (a) 206,282,285 210,662,057 237,099,865 258,587,439 275,185,240
2 Retail Service Revenue (a) 65,360,449 65,580,546 74,810,362 71,540,060 75,653,762

-------------- -------------- -------------- -------------- --------------
4 Subtotal Service Revenue 271,642,734 276,242,603 311,910,227 330,127,499 350,839,002

5 Miscellaneous Revenue 2,452,729 9,227,823 4,091,974 6,002,446 4,688,757
6 Non-Operating Revenue (b) 13,810,360 6,992,496 4,063,773 7,792,561 5,563,781

-------------- -------------- -------------- -------------- --------------
7 Total Revenue 287,905,823 292,462,922 320,065,974 343,922,506 361,091,540

8 Operation and Maintenance Expenses (c) 158,856,470 138,458,592 146,880,420 165,080,448 151,204,343

9 Net Operating Revenues 129,049,353 154,004,330 173,185,555 178,842,058 209,887,197

Debt Service Requirements
10 Senior Lien Bonds 110,137,200 109,843,700 116,175,200 114,986,700 130,181,500
11 Senior and Second Lien Bonds 155,033,200 155,729,800 162,292,600 151,398,200 170,616,600
12 All Bonds, Including SRF Junior Lien 156,775,100 157,590,500 164,435,900 153,524,200 172,458,800

13 Net Revenues After Debt Service (27,725,747) (3,586,170) 8,749,655 25,317,858 37,428,397
14 Pension Obligation Certificates 4,579,800 4,837,300 5,203,400 5,499,700 5,796,300

-------------- -------------- -------------- -------------- --------------
15 Net Available for Other Purposes (32,305,547) (8,423,470) 3,546,255 19,818,158 31,632,097

Debt Service Coverage (d)
16 Senior Lien Bonds 1.17 1.40 1.49 1.56 1.61
17 Senior and Second Lien Bonds 0.83 0.99 1.07 1.18 1.23
18 All Bonds, Including SRF Junior Lien 0.82 0.98 1.05 1.16 1.22
__________________________
(a) Net of bad debt expense
(b) Excludes non-cash items such as changes in derivative values and capital contributions.
(c) Excludes Net OPEB obligation and other elements that do not impact net revenues as defined by the Ordinance. See below.

Operation and Maintenance Expense
19 Normal annual "cash" operations 158,856,470 138,458,592 146,880,420 165,080,448 151,204,343
20 Net OPEB obligation 8,997,599 11,332,667 12,634,493 12,724,239 17,248,909
21 Nonrecurring capital asset adjustments 6,887,463 8,141,706 2,003,857 2,400,000 18,735,709

-------------- -------------- -------------- -------------- --------------
22 Total F/S Operating Expense 174,741,532 157,932,965 161,518,770 180,204,687 187,188,961

(d) Computed consistent with Rate Covenant basis for rate determination purposes. Not applicable for purposes of Additional
Bonds Test calculations.

SOURCE: The Department
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the Department’s financial statements based on an analysis of the size and age of accounts
receivable and the expected ability of the Department to collect those receivables. Bad debt
expense had the effect of decreasing revenues by $16 million in Fiscal Year 2013. A portion of
this amount, $4 million, is due to an increase in estimated chargebacks from Wayne County for
uncollectible liens on property taxes from prior years, for which the City was given an advance.
See “DEPARTMENT FINANCIAL PROCEDURES—Collections and Delinquencies.” The
corresponding bad debt expense figures for Fiscal Years 2009, 2010, 2011 and 2012 were
approximately $8 million, $4 million, $9 million and $13 million, respectively.

Non-operating revenues experienced a significant decline during the same period,
principally due to lower earnings rates on investments.

Operation and Maintenance Expenses

Total operation and maintenance expenses in the table do not include expenses associated
with accruing liabilities for OPEB, which reflect future cash outlays, nor write-offs of amounts
for capital assets that were originally capitalized in prior years (prior cash outlays). Rather these
figures are intended to represent actual annual transfers to the Operation and Maintenance Fund
to fund the costs of operating the System. These expenses have been stable throughout this
period, and were $7.6 million (5%) lower in Fiscal Year 2013 than in Fiscal Year 2009, and the
estimates for Fiscal Year 2014 are significantly lower than Fiscal Year 2013. The recent decline
in operating expenses primarily reflects the initial impacts of the Department’s optimization
program. Footnote (c) to the table above reconciles the depiction of operating expenses for
purposes of determining Net Revenues with the operating expenses reflected in the audited
financial statements. For Fiscal Year 2013, the large “nonrecurring capital asset adjustment” is
principally related to the cancellation in initial work on a project to extend a “second feed” to the
City of Flint. Significant progress on study and design of that project was made prior to 2011.
The unsuccessful negotiations to maintain Flint as a wholesale customer led to termination of the
project, and to capital write-offs of expenditures related to the original work, with the final
adjustments being reflected in Fiscal Year 2013.

Personnel expenses experienced by the Department have declined significantly,
consistent with the attrition-based decline in overall staffing levels. See “THE
DEPARTMENT—Management Initiatives.”

A portion of the annual variation in operation and maintenance expenses is associated
with the allocation of costs for functions that provide service to both the water and sewer
systems. These costs are assigned to the Water Supply System and Sewage Disposal System
based on detailed labor distribution systems and overall management policy, and will naturally
fluctuate based on where maintenance and related activities are focused. The Department has
made and continues to make significant efforts to ensure that financial plans accurately
accommodate this issue and that its financial accounting systems accurately report activity for
this matter. See “DEPARTMENT FINANCIAL PROCEDURES—Budget and Accounting
Matters.”
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Non-Operating Revenue

The category “Non-Operating Revenues (Expenses)” reflected in the financial statements
is a “net” amount and has historically represented relatively small amounts of non-operating
income or certain non-cash write offs. In 2009, this category also included “contributions” of
assets (including principal forgiveness on SRF Bonds augmented with ARRA funds) and other
non-monetary amounts. This category also includes certain amounts related to changes in the net
valuation of swap agreements from year to year. These amounts are not included in the analysis
of current revenues and expenses (particularly for purposes of calculating coverage levels) as
they generally do not have an effect on the amount of cash available for Water Supply System
operations or debt service. The presentation in the preceding table is intended to reflect cash
elements only and does not reflect any non-cash Non-Operating Revenues (Expenses) elements.

Debt Service Coverage

Debt service coverage levels have been lower than planned in recent years, but have
improved in Fiscal Years 2012 and 2013. Debt service coverage in Fiscal Years 2009 and 2010
was below 1.1 for Second Lien DWSD Bonds and below 1.0 for SRF Junior Lien DWSD Bonds.
The lower than planned debt service coverage levels in such years were primarily attributable to
higher than planned debt service interest as a result of the credit market crisis of 2008, which
required adjustments to the Department’s debt portfolio that increased the interest expense. In
addition, revenues were lower than planned levels. The Department’s revenue goals are tied to
the sales volumes reflected in wholesale customer contracts, which were overly optimistic in
those years. Recent renegotiations of contract volumes have resulted in more realistic
expectations, and recent revenue performance has been closer to targets, despite continued low
peak demand periods. Despite coverage levels of less than 1.0 in Fiscal Years 2009 and 2010, the
Department made timely debt service payments by utilizing operating reserve funds.

Debt service coverage ratios have shown steady improvement in Fiscal Years 2011, 2012
and 2013. Debt service coverage for 2014 is expected to decline moderately from Fiscal Year
2013 levels, primarily due to a very low demand period in the summer of 2013. See “—Fiscal
Year 2014 Estimate” and “—Projected Operations for Fiscal Year 2014 through 2019.”

Performance Summary

The Department has made adjustments to its financial planning approaches and
assumptions to avoid future poor performance. As noted above, many of the of the originally
established annual volumes in the wholesale customer contracts were based on pre-recession
expectations and proved to be overly optimistic, resulting in revenue shortfalls. Recent
negotiations with wholesale customers to reevaluate contract volumes have resulted in much
more realistic expectations and revenue goals. Additionally, the Department is working with its
suburban wholesale customers to further evaluate rate structure modifications to further align
cost collection and cost recovery strategies and assure stable revenue performance. These
strategies are expected to result in a larger portion of the revenue requirement being recovered
through fixed monthly charges, and a commodity charge structure that is based on low demand
expectations. These initiatives remain under review and development, and are anticipated to
result in changes starting in Fiscal Year 2017.
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For retail customers in the City of Detroit, projected sales volumes and bad debt expenses
reflect more conservative assumptions. The Department continues to provide monthly financial
summary reports to the Board of Water Commissioners. Beginning in April 2013, the Board of
Water Commissioners Finance Committee (the “Finance Committee”) began receiving an
expanded monthly agenda binder with supporting financial and operational reports. The Finance
Committee binder is distributed publicly through the wholesale customer outreach portal.
Beginning in May 2013, the Finance Committee began presenting a written synopsis of the
monthly Finance Committee meetings held during the regular Board of Water Commissioners
meetings. Those reports are attached to the Director’s compliance report, available on the
Department’s website. The Board of Water Commissioners actively reviews these materials to
monitor the Department’s performance. The management team utilizes this information to make
any necessary changes during the year.

Fiscal Year 2014 Estimate

The Department has developed a forecast of estimated results for Fiscal Year 2014,
which concluded on June 30, 2014 (the “Fiscal Year 2014 Estimate”). The forecast is based on a
review of actual reported information regarding revenues, expenditures, and cash receipts and
disbursements during the first ten months of the Fiscal Year. It also reflects estimated activity
during the final two months of the Fiscal Year, derived from review of preliminary data and
discussions with Department managers. The Fiscal Year 2014 Estimate follows the “modified
cash” basis. See “—Summary of Historical Revenues and Expenses” above. The Department has
analyzed actual cash receipts and disbursements in developing the Fiscal Year 2014 Estimate.

Actual Fiscal Year 2014 revenues are estimated to be significantly below budgeted
levels, due in part to lower than expected water sales volumes and in part to higher than expected
levels of bad debt expense. The Department estimates a negative revenue variance (compared to
budget levels) of $42 million for Fiscal Year 2014.

The Fiscal Year 2014 actual operating expenses include a contingency allowance of $7
million for unidentified amounts. Even after including this contingency, operating expenses are
estimated to be over $9 million under budget. Other specifics regarding the Fiscal Year 2014
Estimate are discussed in the projected operations summary and related exhibits. See “—
Projected Operations for Fiscal Year 2014 through 2019.”

Fiscal Year 2015 Budget

The Board of Water Commissioners adopted the Fiscal Year 2015 budget for the Water
Supply System on January 21, 2014, and it has been forwarded to the City to be included in the
City’s budget. The Fiscal Year 2015 budget contains expenditures or revenue requirements
totaling $405.4 million, an increase of approximately $9 million compared to the Fiscal Year
2014 budget. The budgeted operation and maintenance expenses for Fiscal Year 2015 actually
reflect an increase of approximately $1.3 million when compared with the Fiscal Year 2014
budget. This increase is principally related to increased budgets for contractual services and
related activities to support continued implementation of the Department’s optimization program
as it establishes systems to perform independently from the City. These increases are somewhat
offset by lower personnel costs resulting from attrition related to the optimization program.
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The Fiscal Year 2015 budget also recognizes that revenues from water supply services
are expected to be lower in Fiscal Year 2015 than anticipated by the Fiscal Year 2014 budget,
due to more conservative estimates of sales to customers. The Fiscal Year 2015 budgeted
revenues match the overall revenue requirements of $405.4 million. The Fiscal Year 2015 budget
also reflects a decrease in miscellaneous and non-operating revenue. As a result, the Fiscal Year
2015 rates were designed to achieve an increase in revenue of 4% in Fiscal Year 2015 compared
to the rates developed to support the Fiscal Year 2014 budget.

Projected Operations for Fiscal Year 2014 through 2019

The projected financial operations of the Water Supply System shown in the table titled
“Summary of Projected Revenues and Additional Revenue Requirements For Fiscal Years 2014-
2019” below, include assumptions relating to inflation and to costs associated with the CIP,
including debt service on additional bonds and additional needs for power and chemical
purchases, all assuming application of current federal pollution control standards and regulations
not yet developed pursuant to the 1996 amendments to the Safe Drinking Water Act and
compliance schedules and requirements under the Safe Drinking Water Act. The projections in
the accompanying table follow the “modified cash” basis, consistent with the manner in which
the historical revenues and expenses were presented. See “—Summary of Historical Revenues
and Expenses” above. The Department has analyzed actual cash receipts and disbursements in
developing these projections.

Subsequent to preparation and adoption by the Board of Water Commissioners of the
Fiscal Year 2015 Budget, significant developments have occurred that will impact the
Department’s financial planning and results. These developments create the need to revisit the
assumptions included in the Fiscal Year 2015 Budget to establish a more appropriate baseline to
project future operations.

The projected revenues shown in the table anticipate normal weather conditions and are
based on an analysis of recent historical trends. As mentioned above, expected revenues from
suburban wholesale customers are directly related to projected water purchases set forth in the
model service contracts, which have been reevaluated in recent years.

Projected revenues for retail customers reflect more conservative assumptions regarding
water sales and the collectability of those sales. A significant portion of the revenues billed to
retail water customers are related to commodity charges. From February through April 2014, the
Department continued a detailed review of billed volumes for the retail class, and determined
that originally projected Fiscal Year 2015 sales levels were not likely to be achieved. As a
result, the revised Fiscal Year 2015 retail sales volumes in the accompanying projections were
reduced by over 5%. This figure establishes a baseline for future projections, which then assume
an annual decline of 2.5% for the balance of the five-year projection period. The Department
reviewed additional data regarding receivable collections from the retail class and modified
assumptions on this element. The accompanying projections of revenue assume a bad debt
expense equivalent to 17% of billed revenues throughout the five-year projection period.
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The projected revenue required reflects the minimum additional amounts that are needed
to meet the requirements of the Bond Ordinance and the policies enacted by the Board of Water
Commissioners, given the various assumptions. The financial plan summarized by these
projections is designed to enhance the Water Supply System’s balance sheet, reverse the erosion
in net assets that has occurred in recent years, and improve the Water Supply System’s liquidity
position. The Department has embraced this planning strategy, which will result in higher debt
service coverage ratios, as indicated in the following table.

The operation and maintenance expense projection for Fiscal Year 2014 reflects the
Fiscal Year 2014 Estimate. Even after considering the $7 million forecast contingency amount,
the Department estimates that operation and maintenance expenses will reflect approximately
95% of the original budget. The Fiscal Year 2015 operation and maintenance expense estimate
in the accompanying projections is based in part on the Fiscal Year 2015 Budget, but also
reflects significant modifications in assumptions, many of which emerged in the development of
the City’s Plan of Adjustment.

The Fiscal Year 2015 estimated operation and maintenance expenses serve as a base for
the remaining years. The projections include continued recognition of savings resulting from
implementation of the Department’s optimization program, including personnel cost savings
through attrition and initial efficiencies. The projected operation and maintenance expenses
reflect the modified treatment of pension contributions and reimbursement from the Water
Supply System to the City for certain other fringe benefits envisioned by the Plan of Adjustment.
Specifically, the projected personnel operating expenses for the Water Supply System reflect an
accelerated repayment of pension reimbursement obligations, but also reflect a reduction to the
budgeted fringe benefit rates. See APPENDIX A — FEASIBILITY CONSULTANT’S
REPORT.

The total debt service includes the amounts due on all outstanding DWSD Bonds,
estimated amounts on the projected annual bond sales starting in Fiscal Year 2016 to fund
expenditures in the remaining years of the CIP. The projected Net Revenues are divided by the
applicable debt service to show estimated coverage. The available balance is applied to non-
operating expenses, including payments related to the System’s share of the City’s POCs (in
Fiscal Year 2014), and thereafter, the Department’s allocable share of amounts due on the New
B Notes as described in the Plan of Adjustment, renewals and replacements, operating reserves,
the Extraordinary Repair and Replacement Reserve Fund and the portion of the CIP funded with
revenue financed capital. See “RISK FACTORS—Financial Impacts of the Plan of Adjustment.”

The projections set forth in the following table are intended as “forward-looking
statements.” The Department cautions that these projections may and often do differ materially
from actual results. Some of the factors that could cause actual results to differ materially from
those projected are the Department’s ability to execute the CIP as scheduled and within budget,
regional climate and weather conditions, and adverse legislative, regulatory or legal decisions
(including environmental laws, regulations and the confirmation of the City’s Plan of
Adjustment) affecting the Department’s ability to manage the Water Supply System.

As noted previously, the projections summarized in the following table follow a
“modified cash” approach of evaluating revenues and revenue requirements. In past years, at
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times significant variances between “modified cash” representations and actual cash flows for
certain periods could occur, depending on seasonal patterns of billed revenues and cash receipts.

[Remainder of Page Intentionally Left Blank]
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Future Issuance of DWSD Bonds

After the potential issuance of the 2014 DWSD Refinancing Bonds, the Department
expects to issue DWSD Additional Bonds in remaining years of the CIP period to finance
additional expenditures in the CIP. See “THE CAPITAL IMPROVEMENT PROGRAM.” The
Department intends to adjust rates, as appropriate and consistent with the Bond Ordinance and
the Board of Water Commissioners rate covenant policy. The Department continues to pursue

Summary of Projected Revenues and Additional Revenue Requirements
For Fiscal Years 2014-2019

Fiscal Year Ending June 30,
2014 2015 2016 2017 2018 2019

unaudited estimate

Operating Revenue Under Existing Rates(a) 347,835,900 379,855,700 377,359,700 374,921,600 359,854,100 357,587,300
Projected Revenue from Rate Increases(b)

FY 2016: 4.0% 15,094,400 14,996,900 14,394,200 14,303,500
FY 2017: 4.0% 15,596,700 14,969,900 14,875,600
FY 2018: 4.0% 15,568,700 15,470,600
FY 2019: 4.0% 16,089,500

Total Projected Revenue from Water Rates 347,835,900 379,855,700 392,454,100 405,515,200 404,786,900 418,326,500
Miscellaneous Operating Revenue 3,835,100 4,750,000 4,750,000 4,750,000 4,750,000 4,750,000
Projected Non-Operating Revenue 2,302,600 3,663,000 3,486,600 3,873,700 3,834,200 3,979,300
Total Projected Revenue 353,973,600 388,268,700 400,690,700 414,138,900 413,371,100 427,055,800

Operation and Maintenance Expense(c) 140,500,000 166,979,300 171,339,900 172,739,900 174,328,100 172,325,200
Projected Net Operating Revenues 213,473,600 221,289,400 229,350,800 241,399,000 239,043,000 254,730,600

Senior Lien Debt Service (d) 140,204,600 140,159,600 148,636,400 155,863,000 155,268,500 153,561,200
Second Lien Debt Service (d) 40,450,000 43,031,700 42,911,000 42,923,600 43,481,800 51,912,300
SRF Debt Service (d) 1,789,000 1,788,800 1,777,900 1,777,900 1,774,800 1,772,300

Total Debt Service (d) 182,443,600 184,980,100 193,325,300 200,564,500 200,525,100 207,245,800

Projected Senior Lien Debt Service Coverage (e) 152% 158% 154% 155% 154% 166%
Projected Second Lien Debt Service Coverage (e) 118% 121% 120% 121% 120% 124%
Projected Total Debt Service Coverage (e) 117% 120% 119% 120% 119% 123%

Unrestricted Balance for CIP and Other Purposes 31,030,000 36,309,300 36,025,500 40,834,500 38,517,900 47,484,800

Projected Application of Balance
POC / B Note Non-Operating Payments 6,094,100 3,049,100 1,097,200 1,097,200 1,097,200 1,097,200
Allocated Professionl Service Fees from BK 0 7,500,000 0 0 0 0
Deposits to Unrestricted Reserves 2,913,000 4,339,200 4,433,800 3,740,000 3,852,900 3,028,100
Available for Capital Improvements 22,022,900 21,421,000 30,494,500 35,997,300 33,567,800 43,359,500

(a) Revenues for 2014 reflect rates in effect during 2014. Revenues for 2015 - 2019 reflect rates in effect as of July 1, 2015.
(b) Projected additional revenue is developed based upon both projected increases in operation and maintenance expense and debt

service coverage and certain other requirements which must be met in order to issue bonds to finance the CIP.
(c) Assumes general inflation rate of 2.5% annually after Fiscal Year 2015.
(d) Does not assume any change in debt service associated with the 2014 DWSD Refinancing Bonds. Assumes bond sales in subsequent

years at an annual interest rate of 5.5%. See "THE CAPITAL IMPROVEMENT PROGRAM: The CIP Funding" Although the
Department may issue Additional Water System Bonds as Senior Lien or Second Lien Bonds, for purposes of this table future debt is
assumed to be issued as Senior Lien Bonds.

(e) Computed consistent with Rate Covenant basis for rate determination purposes. Not applicable for purposes of Additional Bonds Test
calculations.

SOURCE: THE FOSTER GROUP, LLC.
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plans to issue Junior Lien DWSD Bonds to finance other CIP expenditures, which may reduce
the projected issuance of other DWSD Bonds.

PENSION PLAN CONTRIBUTIONS

Introduction

As employees and retirees of a City department, Department employees and retirees
participate in GRS with other non-uniformed City employees and retirees. The Department’s
historical financial information presented through June 30, 2013 includes the plan provisions and
financial commitments of the Department under GRS. GRS consists of two components: (i) the
benefits accrued under GRS in effect as of June 30, 2014 (“Prior GRS”), which benefits are
substantially modified in the Plan of Adjustment, and (ii) the benefits accrued on and after July
1, 2014 (“New GRS”). Under New GRS, the rate of future benefit accruals is reduced from the
rates under Prior GRS, Department employees are required to contribute toward the cost of their
pension benefits, certain safeguards to prevent future underfunding of New GRS are put into
place, and new governance provisions designed to protect the integrity of GRS going forward are
adopted.

Treatment of Prior GRS under the Plan of Adjustment

The provisions of the Plan of Adjustment addressing GRS provide that, on the effective
date of the Plan of Adjustment, the City will assume the obligations related to the already
accrued benefits under GRS as those benefits will have been modified in the Plan of Adjustment
(as described below). This means that the City will not seek to terminate GRS, although Prior
GRS was closed to new participants effective June 30, 2014 and vested active employees will not
continue to accrue additional pension benefits under the terms and conditions of the benefit
formula in effect on that date (i.e., Prior GRS was “frozen” effective June 30, 2014). It is
contemplated that the City, including the Department, will make contributions to Prior GRS
through June 30, 2023 to fund the payment of benefits accrued prior to July 1, 2014, as modified.
The Department will continue to make contributions designed to fund its allocable share of the
UAAL of Prior GRS through the period ending June 30, 2023 as described in more detail below.
After June 30, 2023, the City and the Department will be required to contribute all amounts
necessary to fund the modified accrued pensions of members regardless of the actual investment
performance of the assets of GRS. The City will make the contributions from its available cash
and, during the ten-year period from July 1, 2023 through June 30, 2033, from approximately
$188 million in proceeds from the Detroit Institute of Arts settlement and State contributions as
described in the Plan of Adjustment (the “Outside Funding”). The City estimates that it will be
required to contribute approximately $442 million from its available cash during this 10-year
period.

The benefits accrued under Prior GRS are significantly underfunded. In particular, as of
June 30, 2013, the GRS reported that it was 70.0% funded with a UAAL of $1.084 billion out of
$3.609 billion in accrued liabilities based upon an assumed rate of return of 7.9% and the
actuarial value of assets held by GRS smoothed over a seven year period. The City believes that
the 7.9% investment return rate assumption utilized by GRS was too high and the seven-year
smoothing period was too long, thus, that GRS’ actual funding is significantly less than the 70%
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reported by GRS. As part of the Plan of Adjustment, the City has developed the following
approach to restructuring Prior GRS: (a) the City has set a goal of achieving by June 30, 2023 a
70% funded status for the benefits accrued under Prior GRS, based upon an assumed investment
rate of return (net of expenses) of 6.75% (rather than 7.9%) and the actual market value of assets
(rather than a smoothed actuarial value of assets); and (b) the City has determined that it is
necessary to cut pension benefits under Prior GRS.

The provisions of the Plan of Adjustment relating to GRS contemplate that, during the
period beginning July 1, 2014 and ending June 30, 2023, contributions of over $700 million will
be made to GRS. These contributions include the Department contributions and a portion of
$816 million in Outside Funding. Because GRS participants accepted the Plan of Adjustment
and on the assumption that all of the Outside Funding is made available, the cuts in pension
benefits under Prior GRS are anticipated to include (a) a 4.5% reduction in current and future
monthly pension payments, (b) the elimination of all cost-of-living adjustments (“COLAs”), and
(c) recoupment of excess earnings allocated to members’ annuity savings fund accounts between
2003 and 2013.

The pension benefit reductions discussed in the preceding paragraph may be restored, in
whole or in part, if the funding level of Prior GRS significantly improves (that is, Prior GRS
achieves a funding level of 75% or more). This restoration may occur if (a) the investment
returns on Prior GRS assets are greater than certain specified thresholds or (b) other actuarially-
determined factors contribute to improve the funding level of Prior GRS.

Implications of the Changes to Prior GRS for the Department

The provisions of the Plan of Adjustment relating to GRS provide that the Department
(including the Water Supply System and Sewage Disposal System) will contribute the currently-
calculated full amount of its allocated UAAL on a market value of assets basis over a nine year
period, plus $2.5 million per year in administrative expenses. That is, the total accrued liabilities
of Prior GRS, as modified by the Plan of Adjustment, was determined, then the amount of such
reduced, accrued liabilities allocable to the Department were calculated, and the Department will
pay this amount to Prior GRS over the nine-year period ending June 30, 2023. The amount to be
paid by the Department is the amount determined to be necessary to fully fund, by June 30, 2023,
all unfunded Prior GRS liabilities allocable to the Department that accrued through June 30,
2014, based on current actuarial calculations. The calculation of the Department’s allocated
UAAL is based on the June 30, 2013 GRS census data, which reported the following GRS
members allocated to the Department: 1,567 active members, 454 terminated vested members,
and 2,568 retired members, surviving spouses and dependents in pay status. The amount to be
paid by the Department was calculated based on an assumed investment rate of return of 6.75%
and takes into account the freeze of accrued benefits under the Prior GRS pension formula as of
June 30, 2014.

Based upon level annual payments for the nine Fiscal Years beginning on July 1, 2014
and ending on June 2023, the annual Department contributions to Prior GRS are $42.9 million
per year. With the addition of the $2.5 million per year in administrative expenses, the resulting
Prior GRS contribution is a total of $408.6 million for the entire nine year period for both the
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Water Supply System and Sewage Disposal System. The Department will allocate these costs on
a pro-rata basis between the Water Supply System and Sewage Disposal System. The
Department historically has been expected to account for approximately 30 to 33% of the City’s
total contributions to GRS. The required Department funding for Prior GRS under the Plan of
Adjustment represents a substantial reduction in the Department’s funding contribution.
Although the Department will fund its allocable share of this accrued liability over nine years
instead of a longer period, it will not pay any more than its actual, full, allocable share of the
UAAL of Prior GRS. The contributions by the Department to Prior GRS contemplated by the
Plan of Adjustment will be paid from rates that the Department will charge users of its Water
Supply System and Sewage Disposal System during the period through June 30, 2023. After the
initial nine-year period through June 30, 2023 is completed and certain Outside Funding is
received by GRS, the Department will remain responsible for its allocable share of UAAL of
GRS but is expected to make very small contributions, if any, to the Prior GRS on account of this
liability.

Relevant Terms of Prior GRS

Prior GRS is a defined benefit retirement plan with a defined contribution plan feature.
Prior GRS provides retirement, disability and survivor benefits to Department employees or
former employees and their beneficiaries. As noted above, Prior GRS was closed to employees
hired or rehired on or after July 1, 2014. In addition, no employees will earn any benefits under
Prior GRS for services performed or compensation earned after June 30, 2014. Prior to July 1,
2014, active members earned benefits under a formula based on final average compensation,
service credit and a benefit multiplier. Prior to July 1, 2014, pension benefits for all members of
Prior GRS were increased annually by a COLA or “escalator” equal to 2.25% of the original
pension amount. Members may retire with full benefits after attaining 30 years of service (25
years for EMS members); 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 attainment of age 55 for employees hired after 1995) and collect an actuarially
reduced retirement benefit.

Prior GRS provides for City and Department contributions at actuarially determined rates
that are designed to accumulate sufficient assets to pay accrued benefits under Prior GRS when
due. The recommended City and Department contribution rates are determined annually by
GRS’ consulting actuary using the entry age normal actuarial cost funding method. Significant
actuarial assumptions used to compute the City and Department contribution requirements are
the same as those used to compute the UAAL. City employees were not required to make
contributions to Prior GRS to help pay for their pensions.

In addition, City employees could elect to contribute (a) 0%, (b) 3% of annual
compensation up to the Social Security wage base and 5% of any excess over the wage base, (c)
5%, or (d) 7% of their after-tax compensation to an annuity savings fund account (“ASF
Account”). Contributions were voluntary for all union and nonunion employees. Effective as of
July 1, 2014, ASF Accounts are credited with earnings at the rate of return earned on assets held
in GRS; however, the earnings rate credited to a member’s ASF Account for any year will not be
less than 0% nor greater than 5.25%.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 407 of 422



85

Prior GRS is a mature plan in that there are more members who are retired and receiving
benefits than active employee members. As of June 30, 2013, there were approximately 5,364
active GRS members, 12,089 retired GRS members receiving benefits, and 2,395 terminated
GRS members entitled to, but not yet receiving, benefits.

Relevant Terms of New GRS in Effect on and after July 1, 2014

New GRS is a defined benefit pension plan. New GRS provides retirement and survivor
benefits to Department employees or former employees and their beneficiaries. Active members
of New GRS earn benefits under a formula based on final average base compensation, service
credit for employment on and after July 1, 2014 and a benefit multiplier of 1.5%. Members are
vested upon completion of 10 years of service (service with the City prior to July 1, 2014 is
taken into account for this purpose). Vested members may retire with full benefits upon
attainment of age 62 (with a limited transition period for employees who were age 53 or older as
of June 30, 2014). Employees may retire at age 55 with 30 years of service and collect an
actuarially reduced retirement benefit. No disability benefits are provided to employees under
New GRS. Survivor benefits are payable to a member’s spouse or other beneficiary. For each
Fiscal Year beginning July 1, 2018 and later, the New GRS pension benefits of retirees who are
at least 62 years old and have been receiving benefits for at least 12 months may be increased by
a 2% COLA on the original pension amount, provided that the funding level of New GRS
projected over a five year period is 100% or greater.

For the nine-year period ending June 30, 2023, the Department will be required to
contribute an amount equal to 5% of its employees’ base pay to New GRS. Based upon the
Fiscal Year 2014 base pay of Department employees, the Department’s annual contribution is
anticipated to be approximately $3.2 million. A portion of each Department contribution will be
credited to a rate stabilization fund established under New GRS which is designed to be used in
the event the projected funding level of New GRS falls below 100%. Employees are required to
contribute 4% of their base pay on a pre-tax basis to New GRS to fund the cost of their pension
benefits.

Employees also may elect to make after-tax voluntary employee contributions of (a) 0%,
(b) 3%, (c) 5%, or (d) 7% of their total pay to New GRS. Those contributions will be credited
with earnings at the rate of return earned on assets held in GRS; however, the earnings rate
credited to a member’s voluntary employee contribution account for any year will not be less
than 0% nor greater than 5.25%.

The funding objective of New GRS is to establish and receive employer and employee
contributions during each Fiscal Year that are sufficient to fully cover the actuarial cost of
benefits anticipated to be paid on account of credited service rendered by employees during the
year (the normal cost requirements), and to amortize the unfunded actuarial costs of benefits
under New GRS likely to be paid on account of credited service rendered on or after July 1, 2014
and before the first day of the Fiscal Year (the UAAL). In the event the funding level of New
GRS projected over a five year period falls below 100%, the 2% COLA described above will not
be provided to retirees, the amounts credited to the rate stabilization fund will be used to increase
the funding level of New GRS, and employee mandatory contributions will be increased from
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4% of base pay to 5% of base pay. Additional actions designed to improve the funding status of
New GRS are required if the projected funding level of New GRS falls below 80%. None of
those steps would require the Department to make additional contributions to New GRS during
the nine-year period ending June 30, 2023.

New GRS may not be amended by the City prior to July 1, 2023, other than as required to
comply with (i) applicable federal law, or (ii) the Plan of Adjustment.

PENSION-RELATED CERTIFICATES OF PARTICIPATION

The City funded certain UAAL of Prior GRS through creation of the Detroit General
Retirement System Service Corporation (the “Service Corporation”). The City is a party to two
Service Contracts, dated May 25, 2005 (the “2005 Service Contract”) and June 7, 2006 (the
“2006 Service Contract” and together with the 2005 Service Contract, the “Service Contracts”),
with the Service Corporation. GRS is not a party to any of the Service Contracts.

In 2005, the Service Corporation created a funding trust, which issued Certificates of
Participation (the “2005 COPs”) evidencing undivided proportionate interests in the rights to
receive certain payments to be made by the City under the 2005 Service Contract. A portion of
the proceeds of the 2005 COPs was irrevocably paid to GRS, fully funding its UAAL at that
time. In 2006, the Service Corporation created a new funding trust, which issued Certificates of
Participation (the “2006 COPs” and, together with the 2005 COPs, the “COPs”) evidencing
undivided proportionate interests in the rights to receive certain payments to be made by the City
under the 2006 Service Contract. A portion of the proceeds of the 2006 COPs was used to
redeem certain outstanding 2005 COPs and to extend the amortization schedule for repayment of
the UAAL obligations. The City also entered into certain interest rate exchange agreements (the
“COP Swap Agreements”) in conjunction with the issuance of the COPs.

Pursuant to the Service Contracts and the COP Swap Agreements, the City paid certain
payments, service charges and other payments, excluding principal (collectively, the “Service
Payments”) to the Service Corporation. The Service Payments were calculated to be sufficient to
allow the Service Corporation to make payments on the COPs. A proportionate share of the
Service Payments, including those related to the COP Swap Agreements, was allocated to the
Department. For Fiscal Years 2013 and 2014, the Department’s share of the Service Payments
was $6,945,171 and $5,321,518, respectively.

The Plan of Adjustment provides for the satisfaction in full of claims relating to the COPs
in exchange for the receipt of notes denominated as the New B Notes. The definitive
documentation governing the New B Notes will provide generally for the following terms:

Obligation: The City’s obligations with respect to the New B Notes will be a general
and unsecured obligation of the City.

Initial Principal Amount: $632.0 million.

Interest Rate: 4.0% for the first 20 years; 6.0% for years 21-30.
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Maturity: 30 years.

Amortization: Interest only for 10 years; amortization in 20 equal annual installments
beginning on the interest payment date nearest to the 11th anniversary from issuance.

Disclosure: The City will provide a continuing disclosure undertaking under 17
C.F.R. § 240.15c2-12 in connection with the delivery of the New B Notes.

As it relates to the Department, the New B Notes settle the COPs debt at a rate of 11.5%.
The Department will be responsible for its allocable share of the New B Notes consistent with
prior years’ formulas for allocation of COP liabilities.

OTHER POST-EMPLOYMENT BENEFITS

Introduction

The City provides post-retirement health and death benefits – also known as OPEB
benefits – to current and future retirees and their dependents. The City provides OPEB benefits
under two umbrella plans – the Health and Life Insurance Benefit Plan (the “Health/Life Benefit
Plan”) and the City of Detroit Employee Benefit Plan, which operates and administers the
Employee Supplemental Death Benefit Plan (the “Supplemental Plan” and, together with the
Health/Life Benefit Plan, the “OPEB Plans”).

The City’s estimated aggregate liability relating to UAAL associated with the OPEB
Plans is approximately $5.718 billion. This amount includes the present value of OPEB
liabilities for active employees of the City not yet retired. The City and the Retiree Committee
appointed by the Bankruptcy Court (“Retiree Committee”) agreed that the allowed claim for the
OPEB liability amount for former employees retired from the City and continuing to obtain
retiree health and life insurance is approximately $4.303 billion. In the aggregate, 99.6% of the
City’s OPEB liabilities were unfunded as of the date its Bankruptcy Case was filed. As of
June 30, 2011 (the date of the actuarial valuations used in the Fiscal Year 2012 and 2013
financial statements and for purposes of estimating OPEB), there were 19,389 retirees eligible to
receive benefits under the City’s OPEB Plans. The number of retirees receiving benefits from
the City is expected to increase over time.

The City’s OPEB liabilities are significant due to, among other things: (i) the fact that,
prior to March 1, 2014, retirees could choose from 22 different plan options with varying
structures and terms, which created a high level of complexity and cost in benefit administration;
(ii) the extremely generous benefit features of the programs, especially for dependent coverage,
which create high costs to the City on a per retiree basis; (iii) the fact that health care plans have
no age restrictions and early vesting ages; and (iv) increases in health care costs, particularly
hospitalization costs.

Health/Life Benefit Plan

The Health/Life Benefit Plan is a single-employer defined benefit plan that provides
hospitalization, dental care, vision care and life insurance to all officers and employees of the
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City who were employed on the day preceding the effective date of the Health/Life Benefit Plan
and who continue in the employ of the City on and after the effective date of the Health/Life
Benefit Plan. Prior to the modification of retiree benefits effective March 1, 2014, retirees were
allowed to enroll in any of the group plans offered by the City to active employees. The City
provided health care coverage for substantially all retirees in accordance with terms set forth in
union contracts.

General City employees hired before 1995 were eligible for health care benefits if they
satisfied any of the following criteria for an unreduced normal retirement benefit: (i) 30 years of
creditable service (or 25 years of creditable service for an EMS member), (ii) 10 years of
creditable service and attainment of age 60 or (iii) 8 years of creditable service and attainment of
age 65. The health care benefit eligibility conditions for general City employees hired on or after
1995 were: (i) 30 years of creditable service and attainment of age 55, 60 or 65, as applicable,
(ii) 10 years of creditable service and attainment of age 55, 60 or 65, as applicable or (iii) 8 years
of creditable service and attainment of age 55, 60 or 65, as applicable. The City provided full
health care coverage to general City employees who retired prior to January 1, 1984 (except for a
“Master Medical” benefit that was added on to the coverage after that date). The City paid up to
90% of health care coverage for employees who retired after January 1, 1984; however, for
employees who retired between January 1, 1984 and June 30, 1994, the retiree share had been
reduced by 50% by appropriations from City Council. The City also paid health coverage for an
eligible retiree’s spouse that was married to the retiree as of the date of retirement, under the
same formulas noted above, as long as the retiree continued to receive a pension, and for
dependents. Dental and vision coverage also were provided for retirees, spouses and dependents.

The City also provided health care coverage to general City employees that opted for
early retirement. For general City employees hired before 1995, the health care benefit
eligibility conditions were 25 years of creditable service; for employees hired after 1995, the
health care benefit eligibility conditions were 25 years of creditable service and attainment of age
55. The coverage began when the retiree would have been eligible for normal retirement. The
City paid up to 90% of health care coverage for the retiree and any eligible spouse. Dental and
vision coverage were also provided for these retirees, their spouses and dependents.

The City also provided health care coverage at reduced rates to general City employees
who met certain health care benefit eligibility conditions and retired under the “Deferred
Retirement Benefits (Vested),” the “Death-in-Service Retirement Benefits Duty and Non-Duty
Related” and the “Disability Retirement Benefits Duty and Non-Duty Related” programs. In
addition, health care coverage was provided by the City for those retirees that were Medicare
eligible. Retirees who opted out of the retiree health care coverage could obtain coverage at a
later date.

In addition to health care coverage, the City allowed its retirees to continue life insurance
coverage under the “Group Insurance Protection Plan” offered to active employees. The basic
life insurance coverage for general City employees was based on the employee’s basic annual
earnings rounded to the next higher thousand dollars. The life insurance benefit amounts ranged
from $3,750 to $12,500.
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The Health/Life Benefit Plan was financed entirely on a “pay-as-you-go” basis and is 0%
funded. As of June 30, 2011, the City had $5,718,286,228 in actuarial liabilities under the
Health/Life Benefit Plan. The cost to the City on account of retiree benefits provided under the
Health/Life Benefit Plan in Fiscal Year 2012 was $177,460,627. This contribution by the City
was in addition to $23,516,879 contributed by retirees during Fiscal Year 2012.

Supplemental Plan

The Supplemental Plan is a pre-funded single-employer defined benefit plan providing
death benefits based upon the retiree’s years of City service ranging from $1,860 (for 8 to 10
years of service) to $3,720 (for 30 years of service, with $93.00 per year added for each
additional year of service beyond the 30th year). As of June 30, 2011, the City had $34,564,960
in actuarially accrued liabilities under the Supplemental Plan. As of July 18, 2013, the
Supplemental Plan was 74.3% funded, with approximately $8.9 million in UAAL. In Fiscal
Year 2012, the cost to the City on account of benefits provided under the Supplemental Plan was
$131,116. This contribution by the City was in addition to $15,944 contributed by retirees
during Fiscal Year 2012.

Modification of Retiree Benefits

Effective March 1, 2014, the City changed the health insurance coverage offered to
retirees. As described in more detail below, the health benefits a retiree receives from the City
effective March 1, 2014 depend upon whether the retiree is “Medicare eligible.” Generally, a
retiree is Medicare eligible if he or she is age 65 or older and has worked to earn Medicare
coverage or has eligibility through a spouse. In addition, the City provided certain other benefits,
effective as of March 1, 2014 through the remainder of the 2014 calendar year pursuant to the
Retiree Health Care Settlement Agreement effective as of February 14, 2014 (the “Retiree
Settlement Agreement”) between the City, the Retiree Committee, the Detroit Retired City
Employees Association, the Retired Detroit Police and Fire Fighters Association, and AFSCME
Sub-Chapter 98, City of Detroit Retirees.

For coverage from March 1, 2014 through December 31, 2014, Medicare eligible retirees
were able to select one of three Medicare Advantage insurance plans that included health and
drug benefits for which the City pays most or all of the premium. Except for one of the
Medicare Advantage Plan options (BCBSM Medicare Plus Blue PPO), the monthly premium
cost to the Medicare eligible retiree was zero. These new options were available to all City
retirees who were Medicare eligible. Pursuant to the Retiree Settlement Agreement, Medicare-
eligible retirees who opted out of a City-sponsored Medicare Advantage Plan on or prior to
February 7, 2014 were automatically enrolled in a City-sponsored Health Reimbursement
Arrangement (“HRA”). The City provided each enrolled retiree with a vested $115 monthly
contribution credit to his or her HRA during the remainder of 2014, which will carry forward
until used by the retiree or otherwise forfeited under terms to be negotiated by the parties to the
Retiree Settlement Agreement. In addition, retirees were provided an additional opportunity to
opt out of a City-sponsored Medicare Advantage Plan after February 7, 2014 and before by June
20, 2014 and receive an HRA with credits for the months they were not covered under the City-
sponsored Medicare Advantage Plan. If an individual was a Medicare eligible retiree, these were
the only choices that the City offered for health coverage for 2014.
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Effective March 1, 2014, non-Medicare eligible retirees were required to obtain their own
health insurance coverage (for themselves, their spouses or their dependent family members).
Under the Patient Protection and Affordable Care Act (the “Affordable Care Act”), Health
Insurance Marketplaces – also known as “exchanges” – were to be made available in every state,
including Michigan. Non-Medicare eligible retirees were permitted to enroll in and obtain an
individual insurance policy to cover the retiree and his or her family from the Health Insurance
Marketplace that served the state where the retiree lived. A non-Medicare eligible retiree also
may have been eligible to enroll in coverage offered by their current employer or their spouse’s
employer. For most non-Medicare eligible retirees, effective March 1, 2014, the City agreed to
provide a stipend of $125 per month ($300 or $400 per month for duty disabled non-Medicare
retirees, depending upon whether the disabled person was a uniformed retiree). Eligible retirees
were permitted to use this stipend for any purpose, including to defray the cost of premiums for
health insurance coverage acquired through a Health Insurance Marketplace, through the
retiree’s or the retiree’s spouse’s employer or through other available health insurance programs.

Pursuant to the Retiree Settlement Agreement, the City agreed to (a) increase the $125
stipend by $50 (capped in the aggregate at $3,000,000) for certain eligible retirees who
purchased coverage through a Health Insurance Marketplace and whose household income was
$75,000 or less; (b) pay an additional $125 stipend (capped in the aggregate at $2,500,000) for
certain eligible retirees whose spouse purchased coverage through a Health Insurance
Marketplace and whose household income was $75,000 or less; (c) increase the stipend to $300
per month for non-Medicare eligible retirees age 65 or older; and (d) provide an increased
stipend for retirees living in states that did not expand Medicaid whose household income is less
than 100% of the federal poverty level. Under the Retiree Settlement Agreement, the City also
agreed to make a Blue Cross Blue Shield of Michigan fully-insured group health plan available
to Non-Medicare eligible retirees in 2014. The City agreed to provide a monthly stipend of $100
to each Retiree who enrolled in the City group plan, beginning with the May 1, 2014 payment.
No other City subsidy or payment was available to a retiree enrolled in the City group plan
unless either (a) the retiree qualified for a duty-disability stipend in which case he or she received
the stipend available for duty-disabled retirees or (b) the retiree qualified for the $300 per month
stipend available to non-Medicare eligible retirees who are age 65 and older, in which case he or
she received the stipend available for such retirees.

The City no longer subsidizes dental and vision coverage, effective March 1, 2014, for
any retirees. All retirees, regardless of age or Medicare eligibility, who wanted dental and vision
coverage were required to pay the full cost of such coverage. The City offered Blue Cross Blue
Shield of Michigan dental, Golden Dental, Inc. and two different Heritage Vision plan options.
All other plan options were eliminated.

The revised coverages provided by the City will be in effect until December 31, 2014.
The coverages added pursuant to the Retiree Settlement Agreement will be in effect through
mid-2015.

Citywide OPEB Settlement Under the Plan of Adjustment

The Plan of Adjustment would settle all citywide OPEB claims. Under the Plan of
Adjustment, from and after January 1, 2015, the City would no longer sponsor and maintain
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retiree health or death benefits programs (“Retiree Welfare Benefits”) for existing retirees
(meaning individuals who retired on or before December 31, 2014) and their surviving
beneficiaries, spouses and dependents. Instead, for these individuals who are GRS retirees
(“VEBA Beneficiaries”), the City would establish a voluntary employees’ beneficiary
association (“Detroit General VEBA”). The City will establish a separate VEBA for PFRS
retirees, with a separate funding source, which is not an obligation of the Department. The
Detroit General VEBA would be a trust under the governance of a board of trustees that will be
responsible for providing retiree health benefits beginning January 1, 2015 to VEBA
Beneficiaries. On the effective date of the Plan of Adjustment, the City would provide the
Detroit General VEBA with a portion of the New B Notes in the principal amount of $218
million. The Detroit General VEBA may also receive additional contributions from sources
other than the City or the Department, including contingent additional distributions from the
Disputed COP Claims Reserve, described in the Plan of Adjustment.

The Detroit General VEBA board of trustees would be responsible for, among other
things, determining the level of and distributing Retiree Welfare Benefits to VEBA
Beneficiaries. It is not anticipated that the funding will be sufficient to provide benefits at the
same level of Retiree Welfare Benefits provided to GRS retirees and their beneficiaries during
the period beginning March 2014.

Implications of the Citywide OPEB Settlement for the Department

The Department will be responsible for its allocable share of the portion of the New B
Notes relating to settlement of OPEB claims, consistent with prior years’ formulas for allocation
of OPEB contributions on a pay-as-you-go basis. The 40 year projections indicate that the
Department’s total OPEB settlement payments, in the form of New B Notes, will be equal to
$105 million. This represents a pro-rata share of the citywide settlement. If the City does not
make the payments under the New B Notes, the Detroit General VEBA board of trustees will
have the right to sue the City for payment.

Other OPEB Liabilities

As described above, under the Plan of Adjustment and effective as of January 1, 2015,
the Detroit General VEBA is the sole source of Retiree Welfare Benefits for the VEBA
Beneficiaries. Employees of the City and the Department who retire on or after January 1, 2015
may be eligible for Retiree Welfare Benefits, which benefits will be an obligation of the City and
the Department. The terms of these benefits are the subject of ongoing negotiations between the
City and various unions that represent City and Department employees.

FEASIBILITY CONSULTANT’S REPORT

The Department has engaged The Foster Group, LLC to conduct an evaluation of the
Water Supply System, including information about the financial feasibility of completing the
CIP. A copy of the report (the “Feasibility Report”) summarizing the findings of the Feasibility
Consultant’s evaluation is included as APPENDIX A. Set forth below are the Feasibility
Consultant’s findings and conclusions with respect to the financial feasibility of the potential
2014 DWSD Refinancing Bonds. The Feasibility Consultant’s Report should be read in its

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 414 of 422



92

entirety for a complete understanding of the assumptions, considerations, estimates and
calculations upon which these conclusions are based.

The Department’s current water rates are below the average of those in effect
in comparably sized cities. While faced with additional capital expenditures to ensure
reliability of service, the projected increases in the Department’s water rates through
2019 are expected to be comparable to what will be experienced in other large
metropolitan areas.

In addition to the relatively low water rates, the Department’s current
wastewater rates are competitive with those in effect in comparably sized cities. The
availability and price of wastewater treatment, coupled with the supply and price of
water, should continue to be a positive factor in attracting and maintaining industry to the
System’s service area.

The Department’s financial plan is sound, supported by gradual rate increases,
and is expected to be sufficient to adequately fund the CIP and other programs necessary
to meet System obligations.

The Department’s current fiscal policies and plans are designed to result in
continued improvements in the current financial position of the System, including
reported debt service coverage and changes in net assets. Continued implementation of
the optimization program, assisted by further implementation of the District Court
Orders, should further enhance these policies.

The revenues pledged as security for the potential 2014 DWSD Refinancing
Bonds are projected to be sufficient to comply with rate covenants required by the Bond
Ordinance and the targets established by Board of Water Commissioners policy.

The requirements contained in the Bond Ordinance authorizing the issuance of
the 2014 DWSD Refinancing Bonds will be met so long as after issuance of the 2014
DWSD Refinancing Bonds, it can be demonstrated that (compared with the debt service
schedules in existence prior to the issuance of the 2014 DWSD Refinancing Bonds)
savings will result in each Fiscal Year thereafter until maturity.

SYSTEM EVALUATION REPORT

The Department has engaged Orchard, Hiltz & McCliment, Inc. (the “Engineering
Advisor”) to conduct an evaluation of the physical condition of the Water Supply System,
determine whether the Water Supply System is being operated and maintained in a manner to
achieve their operating goals, and determine if the CIP appropriately addresses identified
rehabilitation and repair needs. A copy of the report (the “System Evaluation Report”)
summarizing the findings of the Engineering Advisor’s evaluation is included as APPENDIX B.
Set forth below are the Engineering Advisor’s opinions with respect to the evaluation. The
System Evaluation Report should be read in its entirety for a complete understanding of the
assumptions, considerations, estimates and calculations upon which these opinions are based.
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The Department has been providing potable water of excellent quality to
Southeast Michigan for many years. The observed quality by its customers is confirmed
in the Annual Water Quality Report test data that shows all regulated contaminants are
well below the maximum levels allowed. Most are at least one order of magnitude less
than allowed.

The current five-year CIP addresses the most critical needs in the Water Supply
System observed during site visits.

The conditions at the facilities were generally rated as good based on the site
visits. This reflects significant investment at the facilities over the last 10-15 years.

The Water Supply System has more capacity than required. The Master Plan
Update has looked at a variety of alternatives to more effectively match the system
resources to the needs. Based on the preliminary analyses, the Northeast Water Treatment
Plant will be repurposed so that it remains as a booster pumping station and reservoir, but
not as a water treatment plant. This will minimize the need for significant capital
investment in rehabilitation or replacement of equipment that otherwise would have been
necessary at the Northeast Water Treatment Plant.

A number of capital improvement projects had been put on hold due to the
available excess capacity, pending the evaluation of the alternatives in the Master Plan
Update. With completion of the Phase 1 Interim Report, a number of projects are being
proposed to move forward. The projects are generally smaller than past projections, and
more focused on specific equipment replacement needs.

The drop in usage was also observed on the site visits. Despite high temperatures,
the percentage of pumps operating was low. This indicates that extra redundancy is
available in the pump units than would typically be expected.

The Department made significant improvements in making power supply reliable
to water facilities, first during the Y2K event and then after the 2003 power blackout. It
appears the Department is not better prepared for any power supply emergency supply
scenarios.

Due to a continuous reservoir rehabilitation program in place, the Department
reservoir appears to be well maintained.

The Department is invested in automation. All the booster stations and reservoirs
are being operated remotely in an effective manner.

LITIGATION

The Department has not been served with any litigation, and to the best of the
Department’s knowledge, there is no threatened litigation against the Department seeking to
restrain or enjoin the tender offer, the potential sale of the 2014 DWSD Refinancing Bonds,
affecting the security pledged therefor or questioning or affecting the validity of the proceedings
or authority under which the 2014 DWSD Refinancing Bonds were issued. Neither the creation,
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organization or existence of the Department, nor the title of any of the present members or other
officers of the Department to their respective offices, is being contested. The Department has not
been served with any litigation and, to the best of the Department’s knowledge, there is no
litigation threatened which in any manner questions the right of the Board of Water
Commissioners to adopt the DWSD Resolution or any supplemental resolution or to secure the
2014 DWSD Refinancing Bonds in the manner provided in the DWSD Resolution and Act 94.

Except as noted in this section, the Department has not been served with any litigation
which is expected to have a material impact on the Department’s operations or revenues and, to
the best of the Department’s knowledge, there is no threatened litigation against the Department
which is expected to have a material impact on the Department’s operations or revenues. The
Macomb Interceptor Drain Drainage District (“MIDDD”) filed a lawsuit against the Department
alleging breach of contract related to the Department’s transfer of the Macomb Interceptor to
MIDDD. After the City filed its Chapter 9 Bankruptcy Case, MIDDD filed a claim in the
Bankruptcy Case, and has placed a value on this claim of $26 million. The Bankruptcy Court has
determined that the claim shall be valued at $26 million for purposes of voting on the Plan of
Adjustment only. [Docket No. 6162.] The City has objected to the allowance of this claim, and a
hearing on such objection is scheduled for October 1, 2014. Prior to the filing of the Bankruptcy
Case, the Department successfully defended a tort action by MIDDD based on similar facts.

Multiple appeals have been filed in United States v. City of Detroit. Most recently, the
City filed a Notice of Appeal on May 22, 2013, challenging the District Court Orders and the
Order of Dismissal (Appeal No. 13-1708). On July 30, 2013, the Court of Appeals for the Sixth
Circuit issued an order holding the case in abeyance pending the City’s Bankruptcy Case.

U.S. Bank National Association, as the DWSD Trustee, is currently withdrawing
$300,000 per month from DWSD Indenture funds for extraordinary expenses related to the
City’s Chapter 9 proceeding. As of March 28, 2014, the DWSD had deducted a total of
$2,300,000 from DWSD accounts in compensations for its and its counsel and advisor’s fees and
expenses. On April 4, 2014, the Department filed a Motion for Order, Pursuant to 11 U.S.C.
§ 105, Amending and Clarifying Fee Review Order Dated September 11, 2013 (the “Fee Review
Order”), requesting that the Fee Review Order be amended to require that the fees and expenses
of the DWSD Trustee, and its retained professionals be reviewed by the Fee Examiner and
subject to the Fee Review Order. On May 29, 2014, the Bankruptcy Court entered its Order
Amending and Clarifying Fee Review Order of September 11, 2013, declaring that the DWSD
Trustee’s fees and expenses are subject to the Fee Review Order. Furthermore, the DWSD
Trustee and the Department must confer with the Fee Examiner to establish a procedure for the
expeditious review of all fees billed to date.

On July 20, 2014, a group of Detroit residents, along with several non-profit
organizations, filed a complaint in the Bankruptcy Court seeking declaratory and injunctive relief
with respect to the billing and collection policies of the Department. The plaintiffs contend the
policies relating to notice of bills, the manner in which payments may be made and remedies for
collection of accounts, including termination of services, violate various provisions of the United
States and State Constitutions and provisions of the Bankruptcy Code. The plaintiffs seek,
among other things, an injunction preventing further termination of service until new
constitutional policies are in place and a water affordability plan, under which charges for
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Department services would be based on the income of the resident, is implemented. On July 30,
2014, an amended complaint was filed seeking essentially the same relief. Since this litigation
has just commenced no response has been filed, but the Department strongly believes its policies
are both legal and appropriate and intends to vigorously defend this lawsuit.

RATINGS

Rating Implications of Plan of Adjustment

Prior to the City’s filing of a Plan of Adjustment proposing the impairment of a portion of
the DWSD Bonds, all of the DWSD Bonds were rated investment grade by Fitch Ratings
(“Fitch”), Moody’s Investor’s Service (“Moody’s”) and Standard and Poor’s Ratings Services
(“S&P”). As of the date of this Disclosure Statement, Fitch, Moody’s and S&P all have lowered
their ratings of the DWSD Bonds to below investment grade as a result of the City’s bankruptcy
filing. In the event the Bankruptcy Court confirms the City’s current Plan of Adjustment,
including the current plan’s provisions impairing the DWSD Bonds, the City anticipates that the
rating agencies will take additional negative ratings actions, including imposition of a “D” rating
or its equivalent on all impaired DWSD Bonds and an “SD” (selective default) rating or its
equivalent on all other DWSD Bonds. There can be no assurance that any rating agency will
agree to restore investment grade ratings to the Tender Bonds.

The table below shows a recent history of the ratings in effect for Senior Lien DWSD
Bonds and Second Lien DWSD Bonds. Ratings reflect only the views of Fitch, Moody’s and
S&P and an explanation of the significance of such ratings may be obtained from Fitch, Moody’s
and S&P.

Senior Lien DWSD Bonds Second Lien DWSD Bonds
At December 31 Moody's S&P Fitch Moody's S&P Fitch

2010 Aa3 A+ AA- A1 A A+
2011 A1 A+ A A2 A A-
2012 Baa3 A+ A Ba1 A A-
2013 B1 BB- BBB+ B2 BB- BBB

Current B1 CCC BB+ B2 CCC BB

Potential for Distressed Exchange Ratings Treatment During Invitation Tender Offer
Period

The rating agencies may or may not apply their “distressed exchange” treatment to the
ratings of the DWSD Bonds during the Invitation and Tender Offer Period. Such treatment, if
applied, may result in a temporary reduction of the DWSD Bond ratings to a “DE” (“distressed
exchange”) or equivalent rating level for the duration of the Invitation’s Tender Offer Period,
until the tender offer has been consummated and potentially for a period of unknown duration
thereafter. There can be no assurance that any rating agency will agree to restore investment
grade ratings to the Tender Bonds.
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Ratings Requests to Restore Investment Grade Ratings on Outstanding DWSD Bonds and
for the 2014 DWSD Refinancing Bonds

In connection with the issuance of any 2014 DWSD Refinancing Bonds, the Department
intends to request a restoration to investment grade levels of the ratings assigned by Fitch,
Moody’s and S&P to all of the Tender Bonds and the assignment of investment grade ratings to
the 2014 DWSD Refinancing Bonds and, to that end, will provide certain information and
materials to such rating agencies with respect to the 2014 DWSD Refinancing Bonds. There can
be no assurance that any rating agency will agree to restore investment grade ratings to the
Tender Bonds or assign ratings to the 2014 DWSD Refinancing Bonds or, if any or all agencies
agree to assign such ratings, no prediction is made as to the level of such rating or ratings.

DEALER MANAGER

The City has retained Citigroup Global Markets Inc. to act on its behalf as Dealer
Manager for this Invitation. The City will pay the Dealer Manager a fee of $1.00 for each
$1,000 principal amount of the Tender Bonds described in this Invitation. In addition, the City
will pay the Dealer Manager its reasonable out-of-pocket costs and expenses relating to this
Invitation. Any reference in this Invitation to the Dealer Manager is to Citigroup Global Markets
Inc. in its capacity as the Dealer Manager.

The Dealer Manager may contact Bondholders of the Tender Bonds regarding this
Invitation and may request brokers, dealers, custodian banks, depositories, trust companies and
other nominees to forward this Invitation and the Other Tender Materials to beneficial owners of
the Tender Bonds.

Citigroup Global Markets Inc. will also be acting as the senior managing underwriter of
the 2014 DWSD Refinancing Bonds and will be paid an underwriting discount in its role as
underwriter of the 2014 DWSD Refinancing Bonds.

The Dealer Manager or an affiliate thereof may, if necessary, purchase the 2014 DWSD
Refinancing Bonds as interim financing bonds.

One or more affiliates of the Dealer Manager currently own $3,550,000 of the Tender
Bonds which may be offered and purchased pursuant to the Invitation.

FINANCIAL ADVISOR

First Southwest Company is acting as Financial Advisor (the “Financial Advisor”) to the
Department in connection with the Invitation. The Financial Advisor’s fee for services rendered
with respect to the Invitation is $197,500.

The Financial Advisor has provided the following statement for inclusion in this
Disclosure Statement: The Financial Advisor has reviewed the information in this Disclosure
Statement in accordance with, and as part of, its responsibilities to the Department, but the
Financial Advisor does not guarantee the accuracy or completeness of such information.
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FINANCIAL CONSULTANT TO THE BOARD OF WATER COMMISSIONERS

Ramirez & Co., Inc. is acting as the Financial Consultant to the Board of Water
Commissioners in connection with the Invitation (“Board Financial Consultant”). The Board
Financial Consultant’s fee for services rendered with respect to the Invitation is $76,500.

CONTINUING DISCLOSURE COMPLIANCE

Prior Continuing Disclosure Non-Compliance by the City

The City has entered into a number of continuing disclosure undertakings required by
Rule 15c2-12 (the “Rule”) promulgated by the Securities and Exchange Commission in
connection with bonds previously issued by the City to finance improvements to the Water
Supply System. During the past five years, the City has not complied in all material respects
with its obligations under such continuing disclosure undertakings, including filings of its annual
financial information and updates to certain financial and operating data.

Specifically, from Fiscal Years 1996 through 2013, the City was unable to provide annual
financial information within the time periods specified in the applicable agreements. The
continuing disclosure undertakings entered into by the City in connection with its prior bond
issuances to finance improvements to the Water Supply System required filing of annual
financial information within a specified time period ranging from 180 to 360 days of the City’s
Fiscal Year end. The audited financial statement for Fiscal Year 2009 was filed on June 4, 2010.
The audited financial statement for Fiscal Year 2010 was filed on December 28, 2010. The
audited financial statement for Fiscal Year 2011 was filed on January 30, 2013. The audited
financial statement for Fiscal Year 2012 was filed on January 27, 2013. The audited financial
statement for Fiscal Year 2013 was filed on July 29, 2014.

From Fiscal Years 1996 through 2013, the City failed to file required updates to the
financial and operating data in connection with its prior bond issuances to finance improvements
to the Water Supply System. On July 29, 2014 the City filed updates to such financial and
operating data, but such filing was incomplete in certain respects.

A failure by the City to comply with the undertakings must be reported by the City in
accordance with the Rule and must be considered by any broker, dealer or municipal securities
dealer before recommending the purchase or sale in the secondary market of bonds issued by the
City. Consequently, such failure may adversely affect the marketability and liquidity of bonds
issued by the City and the market price thereof.

The Department’s Disclosure Dissemination Agent

In order to provide continuing disclosure with respect to the 2014 DWSD Refinancing
Bonds in accordance with the Rule, the Department has entered into a Disclosure Dissemination
Agent Agreement (“Disclosure Dissemination Agreement”) with Digital Assurance Certification,
L.L.C. (“DAC”), under which the Department has designated DAC as Disclosure Dissemination
Agent.

13-53846-swr    Doc 6644    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 420 of 422



98

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 the Department 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 content of any disclosures
or notice made 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 Financial Information, Audited Financial Statements, notice of the occurrence of
reportable events or voluntary disclosures, or any other information, disclosures or notices
provided to it by the Department and shall not be deemed to be acting in any fiduciary capacity
for the Department, the Bondholders or any other party. The Disclosure Dissemination Agent
has no responsibility for the Department’s failure to report to the Disclosure Dissemination
Agent a Notice 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 Department has complied with the Disclosure Dissemination Agreement. The Disclosure
Dissemination Agent may conclusively rely upon certifications of the Department at all times.

OTHER MATTERS

The summaries and explanations herein of provisions of Act 94, other public acts of
Michigan, and other materials are brief summaries of certain provisions thereof. Such summaries
do not purport to be complete and reference is made to such instruments, documents and other
materials for full and complete statements of the provisions thereof.

The information contained in this Disclosure Statement has been compiled or prepared
from sources deemed to be reliable and, while not guaranteed as to completeness or accuracy, is
believed to be correct as of this date. Any statements involving matters of opinion, whether or
not expressly so stated, are intended as such and not as representations of fact.

The attached Appendices are an integral part of this Disclosure Statement and must be
read in their entirety together with all of the foregoing information.
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CITY OF DETROIT, MICHIGAN

By /s/ Kevyn D. Orr
Emergency Manager

DETROIT WATER AND SEWERAGE
DEPARTMENT

By /s/ Sue F. McCormick
Director
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  EXHIBIT 11



Form C of
TRUE COPY CERTIFICATE

STATE OF MICHIGAN,I

City of Detroit J

CITY CLERK’S OFFICE, DETROIT

Jani~e Pl. Winfrey
I, , City Clerk~eo~8~oit, in said

State, do hereby certify that the annexed paper is a TRUE COPY OF

adopted (passed) by the City Council at sess:on of
October 18. O1

20

and approved by Mayor October 19. 01

as appears from the Journal of said City Council in the office of the City Clerk of Detroit, aforesaid;
~hat I have compared the same with the original, and the same is a correct transcript therefrom, and of the

whole of such original.

In Witness Whereof, I have hereunto set my hand

and a~xed the, ~O~por~te s~a~8~.said City, at
Detroit this August                   06

day of A.D. 20__
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"I;’i{OM THE JOURNAL OF THE, DE’I’ROIT CITY COUNCIL -ADJOURNED SESSION
THURSDAY, OCTOBER I8, 2001

oFIDtNANCI= NO. 1~01
TO AU’n.IORIZE THE

OF SL%’M~IE IDISPOSAL
SYSTEM REVENUE BONDS

An Ordinance to Amend ORIl~mm~ No,
2/’..88 as Amand~:l end Sul~ple-
raent~d by Ordlmm~e’ Hb. "r.87

s43, O¢dh~P,~ He, 31.,�6, Ordinance
I@. l~-r/, Onflnan~e No, 24-97 ~nd
O~lnance No. ~-~ of the Ol~,

IDete~nlnlng If C~rtaln Junlor Uen
~ Bear l~lere¢~ It a F~xed Rate
o~’ a Yarlnble Rlta, ~hlnlle th~
Rme Acmomtf Requlmmen/
gm of Debt ~ Rm Fund
~rety ~ by Amending
S, anU Io Amend and
O~lnance No. 27~6.
Whereas, The C~ Count, (the

Coundi) of ~ C~/of Detroit,
adopted ONinanca No. 27-86 (the
O~]/~ce) o~ December 9. 1986, to pro-
vk~e I~" the f~nanclng and refinancing of
~apit~l Jmprovemenl.s 1o the Sewage
Disl:x~al Syslem by lhe Issuance of
Sewage Di~ System Re.~nue Bonds
~ Re.hUe Rofund~W Bbnds and Junfor

~h~ Ordinan~ ~n ltm~3 Cnca ,~
~on in 1 g~6; and

W~ema~, ~ Coun~ has delerrnJned
Itmt # ~s/n ~ bed Interest of tJ’,e City to
amend I~e Ord~.anca ~o as to provide

role aad to change the Reserv~
R~quIrem~nt lot Second Uen Bomb,
amendment to take effi~t upo~ this
amendato~ ordinance beooming eff~c-

¯ ~t It is In |he best Interes| of the City to
lurther emend the Ordln~ince and to

~om offic~nt finandngs lf~t reflect ~Jr*
nm~ mpi’~ mark~ Fec~c~, eliminate
4:~)sofete prm~Jans and k11egrate lhls

"one on:rmanca, ~Jch emefldment to lake
¯ ff~ot upofl rc~Ivlng oon~nl o! If~ mqul-

emblguoue and defective provlslone

~e ~ amount of bond~ Is~ued
finance capital Improvements to the
System and can Increase the cx:~ of cap-

resources to be directly used for b-’y~em

Hes~rve ,~counts fun~k~d ~dth Bond pro-

~4alil~ and ~n result In an ~

ts needed to pm,~k~ ddot ~ew’~ca pw.
Whereas, Reserve A~count Surety

BOn~ Dan re~uff in debl ~arv~ce
¯,nd o~er m~’~’nic efltc~nca~: and

Whereas, I1 is in Ihe beg Interest of
City and Bondhok~rs lhst the most
�~.nt u..N I~_ .r~. de of ~e ablll~" to ~
under me ur01llance mid o~hen#~e use
~lp~al resources; er~

Whereas, Them can be a material
adverse effe~ on the City
Bondholders ff ~e abll~/to bonow and
cap,el resou~es are not u~ effldent~,

(~).

~Ma~~~

~d ~lem~

I~

~on
Rm

date
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Seoflon 8, Municipal kJond Ineur-
ante or other Credit Enhancement.
The Flnence DIrs~or may Obtain munld-
pal bond Insuranse or ofher crsdlt
enhancement in re~oect of all or parl of
~ Serk~ 1986 Bonds or any
Bonds which, if obtained shall be provid-
ed for n the resoluflon eub~lortzin9 the sale
of fhe Series 1986 Bonds or any
Add~onaJ Bonds. Suc~ maniofpa] I~nd
Irmuranca or other credit enhancement
may only insure or secure cortaJn Bonds
and r~ or may not Insure or sec~Jm any
other series o! Bonds or any p~t themoL
¯ ~uch municipal bo~d insurer or olher
oradl! enhensemanl provider may be
allotted certain dghta and remedals to
dlr,eot the proceedings w~ respect fo the
anmmernenl of plYment of the Bonds

dzln9 Iha sale ol Ihe Serlee t gSB BOnds or

The Olty may el any time lulfill b o~lg-
ellon to lund all or e portion of l~e Bond
Reserve A~count by ecqulrin9 lot the ~
eitt of Ihe Bo~d Reserve Account an Irrev-
cseb~ ~urety bond payable’~m any inter-
est o~ inlerest and principal payment date

ofher lunds In ~ Bond Reserve Account,
equals ~e Bond Resewe RequiremenL
Before any such surety bond is eubsStutad
for monay~ o~ applied in I;,eu of moony~
v~thth the Bond Reserve Account. there
shall.be filed wSh the Commiss~onare
an opinion of nalJona, y recogniz~d bond
counsel to the effect ~at such subst~on
will not adversely affec~ the lax-exempt
dsnoe that such sursty bond is ~
by an thsursnce company i-ated by each
Ra.ifn9 Agency then mlthg ~ Bonds Io
Ihe effect rnat it ~ issuers of Ihe surety
~ were insuring payme~ of prthcip~

Bond Reserve Account relates, such

(a) a copy of ~ surety Ix~d; and (’.) an

nal~on,~ recognized bend counsel to the
effect IJ~t the ~urety bond is valid emd

fionaf and ~ and dn~ provide
dobl service reserve escudty for

one issue of Bon~0.than k~ the term o( ~1
aurety bond is purc~ms~L ~ eomernen!

aowe oe the serely boad pkss the iseuefe

Isellvely, °Foli~ CosIs~, from Net
Revenues subon:~naled on~y to debt set-

necessary in orde~ to eequlm such e sure-
ty bond, to amend Ihls Ontlnance without
the onnsent of any of the Bon(PnokJem in

(t) Io provkle that Porky cests shait be
secured by a lien o~.Nat Rewnues equal
Bends but ~ldlnete to ~ M~luta~,

¯ (il) to grant to the Issuer of sud~ surety
bond such addalonel dghts se I~ may
request, provided that mJCh i~endrse~
,shall not, in the w~en opinion of nal~
P/recognized bond counsel filed with the
Commissioners, materially Imp~r or

"Extraordinary" Repair end Replace-
merit Minimum Reclulreme~f’ mea, n~, lor
any FbcnWoar, 1112 of ~/. of Ihe budget.

mant Reserve Fund ~ny =mount uedltad
to I~ Improvemant and~ Fund.

Dlre~’to~ of the P.,~y.

Enhansem~nt, Uquklity F~dllty o~

Ju~. 1 ~ end~ ~n th~ Iotk~ng Juna.~0
q’ledge" m~anl ~ny agreement by

tn oonn~oflon w Ih th~ ’mu~rm, of

"Hedge Receivable" maan~ any
amount mc~lmble by I~ City under a

I~’~tedne~’ has 1~ meaning

"lnterset Inlta]lm~nt Requirement"

SecudUse Isseed pumu~t to

eny protection provlded by a Credit

~ Re~mq~ Re~rsn~ mrequlrad Io be redeemoo under

"Mtnd=Imy Redampt~on

Sec~rltlse mqulredio be oalled

=’Net Rewnuil’ mllni Ril~mJii
except lot ~ R~’~uex o~ed to
Opemt;on k’ld Malnlammce Fund.
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’Outstanding’, unless olharwlee provid-
ed in a Supplemental Action for particular
Seour/tlea, means, as of any date and
w~ respect Io Sanudflas o! a particular
Priorlly, aif Securities o! such Priority
delivered under b31s Ordinance except

(t) Securities ol.a~h Prtortt~ thereto-
k~rs paid or redeemed or acquued by the
City and eurrandared to lhe. Tmneler
Agsnl for

(ll) ~eour~lee el such Priority Ihai have
matured or have been duly called tar
redemption end tar the payment or
redampti-n el which amounts together
with uny unpaid interest," are held by the
Trustee or the I~lng Agent for the pay-
meet thereof;

(111) Se~urJlles. of such Pflodty that
1lave been defessed in accordance
this Ordlnarma or s Supplemental Aoflon;
and

(iv) Securities of such Prlorlt~ in
exchange for or replacement of which
other Se~urffle~ of such Pdodty have
bean authenlisaled end delivered pur-
suant to this Ordinance or s Supp|e-
mental

"Permitted Inveslmant" means, with
ms~ to any partk~lar amounts, s Legal
tnvaslment subJe~ to such limitaSons as
may ha Im/:x:~ by this OrdJnanc~ or
Supplemental Aof~on for the inveslmenl el
such amounts,

"Person" means any natural person,

ne~h~p, Joint venture, joint-etod~ com-
pany, munldp=l ~orporeifo~, public body
or other enid’y, however orpanlzed.

"Pledged Assets" mean=
~)Net Revenues;

the ~unds and accounts established
by or pursuant to this Ordinance except
for the Opera, an and Maintenance Fund
and Ihe Construofinn Fund and any
amount thereof;

~i) investments of amounts credited to
.a~ fund, account or aubacooonl that Is a

¯ (’~) any ~:orne or gain maiized
.~erds thai am Pledged Assets tont that such income or gain is nnt
~ Nai Revenue.

’Pdl~clpel inslellmanl= means, with
re~ect to Secorti~ of a P~]~ and

pdndpai amount of ~ Se~urti~s that
are not Term Sec~o~ and ~uch of
Andtlary Obllgstlena related to such
SacuritisL If ~, that coo~ute pdn~pal
or other return of c=mital,

"Prindpal the/ailment Requlremerd"
.mes~, an of the firm day of
m a L;~s,’_.a] year, w~l respect to a Prkxfly

stallments ac~ued and unpaid and to
accrue to, and Inc~ding, the les/day of
such mo~th (assuming that prtrw.tpal

a ~e=" of 360 days) on Outalandthg
,5ecu~es of ~ Priod~ and mlate~

"Prk~ means, with respect to any
parfJcuisr Secured Oblige/Jan, elf other
Secored Obligations having a lien on
Pledged ~et~ ca. a parity w~. such

recognized statl~cal rating organlzatio~
as defined in Rule 15¢3-1 of ~e United
Stptea ~ecurifles and Exchange .
Commission.

City’s repayment obligations under a
Finar~lai Facility, and d~es nat k~uda
..~o obligation to pay fees end expenses In
me ordinan/course of the Irencecifon.

"Registry" ha~ the meaning given thai
le~ In Section 3.

"Required Combined CoOperage"
means, for two or more Pdort~ea for wh~’n
’ delsrmtnail~n is to b~ made, ~mt (I) the
reeull produced by dividing th’e
inflows by the prescribed o~lo,,w, kzr the
highest Priority required.for such determh
nation and performing the same calcula.
lion. for each eu~,esslvely lower Pflor~
-,no expanding the dlylanr In each
instance by the ~um of the outflow~ for
eu~h Pdorty and each higher Pdorfty
equa/$ or exceed~ (11) Ibe ~ovm’age
requlremenl for Ihe Io~est Pdorlty in

Where I = Inflow~ required by the par-
llOgler determlnatiort

0 ¯Outtlow= ~qulred by ~
partisuler d~,tarmlnatlo,~ mr
the PrfodS’ Ir~o-tod by

C = Coverage requirement for
the I:~ler determination
inr the Pdarify indlceled by
the anb~,pt

and assuming three Pdorfl~0 [1]
(£] Second and [,~| SRF, Required

I~l ~--t~-~ > c.
R̄eserve Ao~ounff mean= a Reserve

Redemption Fund and may be reded

Accounl hu been e’taldl’hed, Ihe

Se=utlles of such Pdortty then

~ to the Re�airing FumL

Securities, AncifleW O0tigaflons end

~dtlea" +m~ana at} Senior Uan

"-’-’-’-’-’-’-’-’-’~enior Uen Bonds" means all

e~t haw a ~or Ife~ o~ p~d ~ta,

und |r~talln~nt RequlremenP
rnean=, ,,,~lth ~pec| to a Pdodty of Term

Manoalory Radamptl~ Requlreme~tle
next uomlng du~ in ~ RP..al Year,
Including any Mandatory Radempllon

Term Secudty ~ the ameunis credited
to such Mandatory ~ Require-

or purct.-e of m:h Term S~cud|lea,
~3RF Junior Lien Sends’~ means

of pnwk/Ing Improvements to the System
under the’-qtala’s Ravot~n~ Fund.
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(o) Variable Rate Saou’ritlaa.
(1) I! Varfab~e Rate Seou~es have

been Outstanding Ior b~ than a hJII
Race] year m the date of cafoulation,
/hen the Irdemsl rote or~ ~u~h Vadsbis
Rate Se~-~urltles ahall be calculated ~e
125% of the average of ~ Bo~d Mark, el
Association (BMA) Mua~pal Index for the"
~ year period ending not more than o~e
week belcm 1ha date Of such calculation,

(2) I! Variable Rate ~enurltlae have
pean Outstanding for ene or more |uti
FI~ Yelm on the date Of caisuJlUan,
then the Interes~ rate an audl Vadabie
Rale 8eCur~ea shaft ha calculated as
125% of the annuallzed average daily rote
borne ~ such Vedable Rate Secud~es for

(S) Nolwlthstmd~ng paregmphs (1)
ar~l {2). for Ihe pu~ooee of detemnlnlng
th~ Resewe Requirement for * Pdedty of
Sec~rttiee, the interest rote on Variable
Rate ,S~rities shall be not adjusted after
the date of Initial Isstmnca.

(d) Rxed Rofw Securi#e~ Co~verf-tbte fo Veritable Rate
If S~’udBes are ~ssued as F’~ed Rate

Securities but are intended to convert by
¯ eir fomlS to Variable Rate Secu~tles
during a future Rscaf Year and a ca~ula-
~on is made for inch future Rscal Year or
any FIsc~ year theraaltor, e~n the F’mc~
Year of corwe~i~ ~ be ]P,e F~ca~ Year
¯ ~t such Secoifiies are Outstanding for
the pulpcae of cabutatJng interest at a
vedable

(a) Other L~t/n/t/on¢.
"BMA Mmedal Index" means the index

be.sad upo~ the weeldy Ifltere~’t rates of
.tJ~.exempt variable rate Issue~ included
.m. z ~aba~ malrdalned by Munld~l
Mark~ Data, Boston, ~chu~e~, a

Its suc~, whkh meet specific cd-

issued contemporaneously with each
olz~er b order to produce a s~ngb fixed
late. In order t~ c~.~s~tute "Counterpad

Outetanding et ~e ~ame" I~me.
"lExduded Tender Seoudties" means~,

¢bp Teeder Secu~ ~hal b~e C~ ls r~
I~ated to purchase under any ~Jm-

has pro’~Kl a uqifidlty Fscifityo

mm uaara l~tereet at a rata that has ~
~ fo~ at isa~t a ~Pyear pedod that
includes al/of ~e Fisc~ Yeas for which a

~) ffthe Fiscal Year for v,41ic~ a cak~

inded.es o~_ly ~ porlJon of such five year
pedoo, a uecud~/is also ,el "Fixed Rate

(~ A rote b f~ed for purposes of deter-
mlntng whether a ~e~:nJrity is a ~
Rate Secudt,/’ If the e<x~o~lc effect of a
Security bearing inland( at S fixed rate is
produced by a Qualified Hedge or by
uounlezpart Secarltk~

(111) A rate is not fixed for purposes Of
det.ermlnlng whether a Security is a "Rxod
Ram S~cudty" if ~ econo~k: eff~ of a
Security beadng interest at a ~adabis rate
is p.~..redu~:l by a Qualified Hedge,

~ua~Jed Hedge" meane a Hed~ w~th
a counlarpady thai Ii rated dtrac’dy or
Indireof~/by a Rating Agency tn e rating
catef~c,p/at least equal to the catego~ in ’,
whP.h the subject 5ecurifiee are rated
without benefit of Crad)t Enhancement
and. without reisrenca to qualifications
suc~ as "plus" or ’minus’, If the eub}ect
Securities ere not rated wtthout the bane-

fit of ~rodti Enhancement, then the rating
category of such 8eeurlliea ~hall I~ the
raUng oalegary ~ the benefit of Credit
~nhan~emenl,

"Tender Sec~fltiss" moans Seauritiea
~ af.are. eub/ect Io op41ocal or mandatoryhuar mr purch~.
S "Varfi~te Rute Security" maane anye~ut/ly that I~ not a Fb~ed Rate

Section 3, Aulhorb~tl~n and le-
au~. nc~ of ~udtJ~z| Related Mattarl,

(~ AOlhorlz~tlo~ of

of Ooun~l ~18~oplementai

i~.(b) I~ulng .S~url~ The Rnanca
~e s,u~. aouo~s as are neoeesa.~ or

appropriate to gk, e efk~ to th~ trans-

u’,tK)r~ the ~ Of Secure, or
ee am I~’~dent~d ~

(~) LMbYlty Llml~d. NI ~ovenanlso
agreemanis and ct~Igaltons of lhe City

Secured O~. igal~ am ~oso of Ihe GIty
aria not o!~ any men’d~ro officer or

un~.r ag~r~l ~y member, offset or
_employee Of the C]ly or ~ny ~lur~l
reraon e~eouUng or

(d) Execuflon, AufhenUcatlon and

(f) S~,udt~ ~h~ti be axeouted

a ot me Mayor and the Flnance
D|rector ~Id ~ hmm a fa~slmtle af the

deismS_to the Tran~r AOe~t by the
m me purofu~or(s) b acco~u~e w~

~pon. p,.’~nee! of ~ pu,"�~sse price,~,’mm~o~ tn..~ with the bld or pur.

~ary’, be delivered to Ihe Tranafer Agent for

C (a) Reg..rye Account RequlrernmlLoncarranw with the bsuance of
Secarlg~. of ¯ Pdodty for w~lch
Re~n~e Amount I~M be~n ~r is

added to ~e emeu~t en depo~ mere~ o�
c_r~.ed mereto, equa~ Iha ’Reserve

b.(f) z~l amain( e~..u~ to the a~ued
Internal and nedemptfo~ Fur~l for

(2) If a Reserve A~ourd h. been or is

n~mry fo eornply with ~ub~:~o~ (el
~..lell zuc~ compliance wll be obis)ned
wan w~ounifi ram s different source,
b(3) The ~. ~mca of e~ proceed~a appllao ~ pray dad In the
Supplemanlil Aofton ~provldlng for the
I~uanoe of euch

(g) Ttanefw. of Reolatr~tlon of~eeurlftl~ ~. .........
(1) MMntananoe...of Book$~..Eeoh ’~em~fer ~anl ~h~ll keep or cau~ to be, af ~ p~thofp~d africa, euffl~ant

books for the regbtretl~ end tmr~fer of

Tnlns’~r Agent (the "R~/sir.~) wh.~h
ah,,~l at all t~me~ be ~ to In.~lon I~,
~ c~,        .       ’
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S~tlon 6. Plyment of S~=~red
Obligation; BubordlmtHon.

(a) GanerellF Secured Obligations
are hal genoza~ ~Igstione of ~he C~ and
ahall be payebl~ ~lelly from PkkJ~d

(1) AnoHlarY Oblation FNe and
F-xpen~a are payabie Imm Re~ebu~
and, to Ihe extent o~ any In~ufitdency,
Pledged

(2) Nt Se~ud~ e~ And~ary
uon~ ~/~ Pledged ,e~.~ts.

O) Whenever any pdnd~pal (and pro-
alum, If any) of and Mlore~l on ~ecudlh~
of a Pdorliy .~ any paymanl on I~.
Ancillary ObflgaUona rebt~d to eucn
SeoudtJoa (any of (tle Ioreoolng

due, ~ben until mJch pnymant b made o~

the ~atts~d~on el ~ HokUm ~ m~ch
~anurlllee and the obllgeea of such
~dll~ty Obllgalior~ no Payment shall be
made dlrec~ or Indlre, c~ on or In moped
Of any ~dties el tower Priority or any
Ancfllmy Obllgatlon= related to
,~Jrlli~ ¢d kwmr Pdorllle= (ouch

Securities.
(2) SubJec~ to the payment In full of a~J

every higher Priority (c~llecth~ly, Ibe

and obliges-, thereof, Iha "~uper/or

amouof~ owing On the Suboldlnalod

emn Supedor Ot~ee= end

beam made to Subordinated Obllge~
ehall be deemed to be 8 pay~3nt by I~e
City on account of Superior Obligations, It

~olely lot the pu~ Of defining the

¯ ~’~e o~er hand.
($) Except as othera~e provided In a

Suppk|mantal Actkm, the City may agree

Pdodty and Ihe ob~ee of amy elated

Se~ufltles o~" such related

any such Holders or obligees

o.r .o~..unt. of ~e Hol_dfm, of a,ny
~e~Jrmea m ,~ly lower .Pnomy ~ tire
obllgeea anger ~ ~’olatod Ancillary

(4) .Nothing In It~ eubsec~:m

(c) Financial FadJltles. Exoepl ~e
o|ha~vbe provided In a Supplemental
Aclk~: .

(1) NoOtlng in ~ Section shall
the paymerd of Securities from any
F’manclal Fadllty oOla~d for I~ benefit

(2.) Np payment of an amount made by
a orawmg or dleburaemant under
Rnanclal Facility to Holdam of Securilk~a

which would ofhandse have been made
by I~ 01ty ~all I~ d~m~d to be 8 pay.
mant

R~.
(a)

~ ~) ~’~m ¯ ~ ~uA ~ ~t

~,~r~~ ~-
~~~of~e

(c)

. ~r~~.

~ ~. ~1~ and R~l=ln¢

to~in~

~ ~ ~ 110"’
SRF ~.~ ~ t~.

~P~ to or

gma~r ~ ,

. (ll)to

(1~ to p~e
~alntenan~

(2) ~

o ~ am ~ I~t~
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¯ SRF Junior Uen Bend Interest and
¯ R~emp~)n Fund

¯ SRF. Junior Lien Dabl Be~’tGe
Account

A~nt~e~ . _ .
. ~mordlnaw

fished ~r o~er P~

~enml
B. ~ of Fun~.

lectsd end omdll~ to ~a Re~lvlng

~oun~ ~lled ~ ~ R~g Puns

add~ to

SIWI~ Instalment Requkement br

~i~: to the Senior L~n Bond

de~Ing emir ~ P~d~_~_ and

of the ~moNi~w Re~lr and

Rep~nt ~m~ R~lpment

Raper ~ R~=~me~t R~e Fu~

(s) ~oun~ ~ th~ R~sMng Funs

S~lon 12.

Fund,             ¯

FuBn~?Perktlon lind Malntansnua
MAmount I~ the" Op~ratlcn and

a~ of ~ S~m (~u~g

to

To~ ~~

~ p~.~ s~

R~emp~n R~e~nl ~ Tern

R~e~n R~ulre~

R~ R~)

~es to ~ ~ee~
~atow m~mp~n ~

(c) ~~q~    ...
(1)

~e Pdorl~ for ~ ~ Re~

de~ I~ or credited to

meal ~r such Re¢a~ A~unl, the
~nt ~ ~ ~= may
~ned ~eref~ and or~lt~
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(3) No alrther p.,yments need he made
thlo an Intsreel andRademplidn Fund In
respnc~ of prln~Ipel and Internal after
enough of the Securities for whkth suoh
Fund was est~llshed have bean muted
so that the amount then held In
Fund. Including the Reserve Account
therein, if any, ts equal to the entire
amount of pdno~pal and IntereSt ~n~
be payable el [he llme of maturE,/of all
the Ihan C)utstsndlng Saturates of such
Prtorffy.

(4) A seperale Reserve Accounl may
be established tar an issue of Saourlliee
by the Supplements/Ac~on prOviding ~or
the issuance of such Snour~flee,

(I) Se0uflflee having the benefll of such
Reserve Account mw be L~zued bul only
if eu~ separate Reserve Account al fully
equal to the Resawe Requlremenl for
euoh Secuntlas ¢oncurrenlty with the
issuance.of suoh

(ill The amounts to be paid thlo any
separate Reserve Account Io restore it to
Its Rese~/e Requirement shall be made
on a parity with payments into all other
Resewe A~counts established for the
same Pderity of Snountlae and shall not
exceed, in any ~ Year, ~ pmponto~
ate defl~ payment, "Preporlionate’Defl~
Payment’ means for a separale Resarve
Account the same proponton that the
a~aunt available to remedy deficifs In
each Resawe Account for such Priority
bears to the aggregate deficit in all
Reserve Accounts for such Priority.

D. Extraordl~W Repair and
placement Reserve Fund.

(a) Amounts rosy be used to pay the
costs Of making major unanticipated
repairs and replacements to the System
which Individually have �o~ or are tea-
sonab~ expected .to cost In excess of
$1,000,000 as dmerm|ned by Ihe

(b) On and alter I~e flint day of eacfl
Fiscal Year. It~ Fin~ce Direclor may, by
Supplemental Action, transfer to the
Improvement and Ex|enston Fund not
more than 50% to aggregate of the bale

Flsc=l year if, bur Italy ff (i) in the menth of
sech kansfer I~e full amount of the
...E~m. ontlnew Repair and Replacement
Minimum Requirement for sech prior
mo~lh in the ~rrent Fi~:al Year has bsen
credifed to thts Foml and (~ the amounts
of sit pdor b’ansfem from His Fund to the
improvement and Extension Fund
been msthmd In full

F. Improvement and Extension
Fun~

The implo~merd and Extenslorl Fund
shall be used for improvements, enlarge-
m~nts, extensions or betterrne~ to the
System.

F. Surplus Fund.
Amounts Irom lime to time on hand In

C~omme Su.rplus Fund m,ay, al the up,on of the~nlm, be’used =d ~pptl~l for
~y puq0oee~ mlat~l to ~ System; pro-
v/deal, h~,~r, that if and whenever
there should be an), deficit In Ibe
Opamiten and M~in~nanoe Fund or in
any Interest end Redemption Fund
(including any Reserve Account therein)
then transfers shall be made from the
Surplus Fund :1o such funds in the priority
and order named in Section 12 to the
exlset of a~y such dentil

Sec~on 14o Con~tn~,tlon Fund.
(a) Them shall be established and

maintained a sapamle depository fond
designated the Construclfon Fund. The
City may deslgnete separate accounts in
the Constmcllon Fund for different nodes
of ~-’Urllies for adminlstml~,e purposes
end to belier enable the City to comply
~ its tax covenants In Supplemental
Aclions or resolutions regard ng he
~rXOluelon from federal thc~me I~¢ltfon of

¯ (d) Whenever any amount on
,in the Rate Slablllzall~ Fund 1~ tak~ into

i~esaocount k~’ ,,ny C, ovemge Determlnalto~
"Re~n, ed Amount~, then"
r~ed Amount sh~l t~ ored~ed to

R,..m~Nk~ F~rKI k)r the Fk~,al Year for

(e) Prtor tO the tranefer of any
.R--.e_r2~ ~nt to ~e P,a~eM~ Fu.o,
or ~ to Iny porpo~ ex~pt pure
p~emt to ~ 17 ~ theft ordy after ,,q
ofh~r amounts then In the Rate Stabl~za-
~ Fu~! have ~ applied pu~u~t to

(f) Amounts o~ dapoell In Iha Rm
$1abll[,~lfu~ Fond other ~ Re.fred
purpoe~ of th~

unt~ In th~ Ieveral ’lunde,

PUmUarff to th~ OrdLqans~ ~t be ~pI in~e.~o,n~p. ac~o~ll ~g~amte a~d apart

me ~nnar ann at the tl~ prov~ In

¯ (b)Amountz in the Interest .and
Redempt~n Fund for z Priority of

ICl ~na ~po~ of edl f~nd~ and

is) ¯ wn~untz in t~ ~ Fund
.r.eq, ul.remerdl_ of I~e Ol~rotkm

Acoour

HepzaCement Rnaerve Fu~l ohaft be
crab/ted or tran~ennd, flm~ to
Opera,on and ~ RJnd and

,-.....- (z~l r~emp6o~
prem~Umo if any) of or bltam~t

N~cem~j umlgallo~ be~o~e due
(whether o~ a elated er ad",~dobd d~de,

¯ PaYme~ ~cof In It~ Irdemof a~d

Priority ~ pro~d~g aer’,alka In

(~) P~rm~ed/m,~,mmn~.. The P~-.
mlifed Investments for m~)unl~ held
under thts Ordinanc~ are the

(1) Im~.slmenl of ~u~ ~

(2) .~� u ~ ~ln p~

~u~r~, ~( ~ ~ ~11~
~armg mafuri~ ~I~ or ~bje~ fo

me~, ~ ~t~ ~ ~ ~ ~
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equal ullllty and efficiency so thai the
value and efllden~y of the System shall at
ell tlmee be fully mahlained,

(c) Book= ~d Reoo~d~. The City will
maintain end keep profmr book= of record
and aooounl leplratl h’om =il other

ma~ full InO �on~t antd~ of ~I
a,~fune relaifno to the System, and the
CI~ will also cauee an annual audfl of
such books and reco~ for the preceding
Rscal Year. The City will make =mob
available to the Holder of any
upon request.

(d) Ol#pas~ea m’ ~,etem. 1ha City
wiW not asll, lease or dispose of the
System .or. any s=bstantlal part thereof
until a, Otdstanding Securities h~e beam
paid in lull as to both principal end
interest.

(1) This ~,,enant ehafl not be con-

of any property compd=JnO part of

appropriate, required ka" the use e4, or
pro~ to the System, or u,hk:h Is no
ranger necesav/to the pmpgrty ~..
llofl Ifld mlinll~lfl~l thirl~, #r whkth

(2) Pa~-aph (1) atmU not be

o! the System.

System end appurtenances thereto as the
Commlssionem determine neces~ry for
~ System.

(e) No comp~t/~o~ 1~ C~ wlU not,

pose] system ~ will compete w~ the
System,

(f) T~x ExempUo~ of SacorI~M. The
City wlfl tzdra a~ act~ end m~ born

g =ny ~t~ to t~ unl~l e~m

¯ ~n ol the l~larasl o~ l~eurlll~l Mued

erzd end Stale of Ml~lgan Irv:ome

(e) The City ~udl at all Iknee matnta~n
¯ Trustee in order to further aseure
merits, duties and ot~gaHons of the City
with ~ect to the System and the
S~¢urltiee and to perfoan such other
duties as mw be provided in

such add~onat dut~ shah be imposed

any legal proceedlng~ lhat may be

Iha TnJ~ea ~or =~ch ~oat= ~d expan~

su~ Securit~nalder=, or both, = the case
maybe, In the timt In.race ~rom Ihe Net
Rwenua~ remaining. In the rno~th d pay-
~ a.ner maldng tha trim=fats and

~mreat and Redem~ Fu,ds (Including
Ibe Reserve A~=bunt, if any. therein), and,
to the exlent thai suti~ au~ounts are
,or avallal~ h~n the Revenue~ therefor.

~erefor wHh interest ~t the rote o~ 7% per
annum from Ihn ft~ Nat Revenuee
remaining, In the mo~th ,2 re~n~ma-
~ee~t after (I) m~ldng tt~ tmn=fe~ ~nd
Interest ..’al~ ede~t~’M~ FL~Is ~lndadlrrg

(ll) pwlng ~he TtuMee at Se~dlyholdem
a~ provkJed In euboe~inn (b).

(d) ~ Tnmtae k~ authorized to ~ in
reliance upon the mdfldendes,
ne~, g~nulnene~l or validity of
hmtrun~nl or document Or oth~. wdtlng
eubmltied to fl hereunder and ~hall have

error In )z~gment or any ao~ done or
t..ed by It In gor~ ~h, th If~. even~ of a~

(e) In the event tt~ requlrea peroenl.
=age of ~e~udtyttok~m ghall dire= the
Tmat~ in ,mttt~ le ~rda~ o~ ~r n~
~_f ..~ mm~= ep~lf~d le ~l.i.

~18 O~lnnn~ unl~ and unlll ~

~ ~ P~ ~ ~ ~r

~ ~ C~ ~ ~ ~md W al~n m

(a) ~ m ~m..

~ of I~=

~ ~ I~ 11o
SRF ~ ~ ~

¯ R~

~ounm ~dm~ from be ~
~M~ Repair ~ Rop~I

A~ S~u~ m ~. o~er
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~o’uritlea,/f, b~ only’if, the.re is ..R.equlr.ed
mbined Coverage unosr e~er ms

Proleofed Nel Revenues Te~ contained in
aub,=antlea (b) or the Hletoridal Net
Revenues Test contained in aubsentinn
(e), "l~s detei’mthetton In ~ Supplemental
A~tisn Ihet there will be Required
~fC~soblnad Coverage upon the bsua, n~ch Additional Seaudllae shall be cor~
elusive.

(b) ProJecledNef Revenu~ T~. For
purposes of dalerminlng the Required
Coverage Requlremenl, the Inlfow~ ere
the proJe0ted Net Revenues of the
Ry~lern for the then aurrenl or the next
eu~x~fing Recal Year and the
are the maximum composite Annual De~t
8en,~e In any Rsuof Year on Outstanding
Secures and the Ad~itional Sequ. ~es to

i~(1) Projanted Net Rm/enuea ,mayuds 100% of the eatirneted
Net Revenues to acorns as a me,.lit of the
asquislt[on of the repairs, extensions.
enlargements and tmpmyemont~ to the
System ta be paid ~r in whole or in ~zrt

~om the proceeds of the Additional
Ssuurfltas.

(2) In p~ecting Net Revenues. the
City shag engage the sendcea of and be
guided by a consultant of na6onaJ reputa-
tion for advising muni,~ipalltiea with
reepe~ to setting mtaa and chmging k~"
the usa of ~nge diet:meet systems.

(c) Hl~torl~! IV~t R~ T~ For
~pe~rs~ of determining the RequiredRequirement, the Inflows am
1he actual Net Revenue~ of the System for
the immediately preceding audited F’Jsca]
Year and the Ouf~:~s am ttw ma~drnum

future fiscal Year on Outstanding
Ssuuri~as ~ld the Addlt]onet

(1) Instead of the immedlale~ preced-
Ing audited Fiscal Year, the City may u~
any audited Fbcet Year e.eding not morn
than sixtee~ monff~ prior to the date of

¯ for the particular preceding ~ Year
shall be augmented by an amount reflect-
Ing the effect of soch change had the
System~ bilEng~ during such Ftocal Year
been at g~e ~ retd.

(3) Nat R~enues for th~
preceding euCited FIs~alYeer a~o mw be
.augmented’by 100% of fi~e aslimated
mcreas~ in Net Revenues k~ accn~ as
resuit of the acqui~on of ~e rep~rs,
extensive, enle~gem~nl= and
manta to the System to be p~l for In

AddBonal S~Jrlties 100~ of any acquk

made subsequent to the end of the
t;cutar preceding aud’ded Fmcet Yea~.

(4) With repent to augman~on of

comu~.’mt of national mpntoflon ~. edvb-
Ing mun~dpa~itta= wfth ~ to setting
retse asd chmges for the use of sewage
dlsposet systems regarding the e=~lonce

~eeve(5).,~. ited ~nasc~ etatamerrls may
re~idd upon n no augmentation of Net

nuse is required.
IZ Detd ~n4ce ReducUon ~ An

Addlffo~l Maane of Rof~ndta~.

p~oflty (herein, "_AddN/ona/ ,Sacun~,~
wnnom regard to ~ 21C for refund-
Ing all or part o! Sacurttlue then
Out~a_ndlng and paying corn of Isuulng
the Hefundlng 8eouritiea, Inaludlng
depos~ wh~ may be reade to arp/
Reserve Account eatal:~iehed or In be
established for such Addl6onal Secudtiss
or any other Secu~ek.~. but

coming due in the cunent Fl~a~ Year end
each Fiscal Year thereafter until matudly
~.(A) the. Additional 8eaurlges ~nd (B)
gwmg effect to the refunding, all
Outslending unrelunded 8ecurit es of
equal and higher Priority/~/ass

(2) the combined Annual De~ 8ervlco
~xnlng due In the cun’enl Fiscal Year and
each Fiscal Ycar thereafter untl maturity
on ell equal and higher Pdoflty 8eau~is~,
w~out gM~g effect Io the refunding,
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   EXHIBIT 12



Form g~ of D~-16-CI~
TRUE COPY CERTIFICATE

STATE OF 1VHCHIGAN,

City of Detroit

CITY CLERK’S OFFICE, DETROIT

Jackie L. Currie

State, do hereby certify that the annexed paper is a TRUE COPY OF

adopted (passed) by the City Council at session of

January 26,

, City Clerk of the City of Detroit, in said

l~esolution

2005

and approved by Mayor

February 1 ,
2005

as appears from the Journal of said City Council m the office of the City Clerk of Detroit, aforesaid;

that I have compared the same with the original, and the same is a correct transcript therefrom, and of the

whole of such original

In Witness Whereof, I have hereunto set my hand
and affLxed the corporate seal of said City, at

2.3rdDetroit, this
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DETROIT CITY COUNCIL ORDINANCE ADOPTED ON JANUARY 26, 2005
AND APPROVED BY THE MAYOR’S OFFICE ON FEBRUARY 1,2005

PRINTED IN THE DETROIT LEGAL NEWS DATED FEBRUARY 7, 2005

Ordinance No. 01-05
AN ORDINANCE to Amend and Restate

Ordinance No. 30-02 of the City,of
Detroit to’Provi~le for the Issuance df
SRF Junior. Lien Bonds to Evideqce
Loans from the State D. rinkiqg’Water
Revolvin~ Fund...:,
Whereas, Ordinance l~e.,. 30~02 "pro-

vides for the hnan~ing ’and ~r~fi~ancing,
cap ~ ’improve~eq~ to ~he ~a~r Supply
System .(the ~")~ of -~e-~Ci~. of
Detroit, MiFh*gan..(the.,,"~"),.b~ the
i~suance fro~ time ,to.~ime .of.W~ter
Supply System Revenue~Bpnds
Revenue Refund~0g Bon~s;....’        :

Whereas,-,~he Ci~ Copn~il of ~e Ci~
desired,to amendland restate Ordinance
No 30:02 .m ~rov~e for th6 issuance of.
SRF Junior-Liem Bonds ,to. eqable’ the: Ci~
to finance .eggible. improvements’ to ~e
System with low-co~t loan~ from the S~te
Drinking Water Revolving Fund estab-.
lished pursuant:to, the federal Safe,
Drinking Water Act ef 1974, as ~me~d~d;’

The Ci~ of ~e~roit qrdains: ,.:-
~ Amendment to A~end ~nd Restate

Ordinanc~ No. 30-02 ,- ;~. , ,::,’.
. Ordinance N~. 30-02,~as’ amenhed to
t~e da~e he~eof~i~he~eby, a~e~ded.~nd"
re~tated::in’ its-entire~.to,
b~lo~ TexLto be delet~: ~s-sh~h~"
~.,tS~ b~ addea i~"sheW’~’~.,Such ;

’sEdaN 1. DERNm0NS~’~ENE~

except-w~e~ othe~se

here n and,d~fined-in the
are ~sed he[ein a~ d#fjned ih the, p~e~m-.,-;
b e a~d the ’following terms shall’ ha~.Ihe
following meanings:--:..

"A~ 34" means Act ~.’ Public Ac~
Michigan, 2001., as.amende~.’ - - "

."Act 94" means Act,94,, Publi~~ of.
Michigan, 1933. as.amended,

"A~ of-Council" means a resolution ’or’
ordinance- ~f ’the ’Council,,as required dr
pertained by law to a~horize o( othe~ise
give effect to the ~ubject mB~er thereof. ¯

"Additional "Securities" has the meaning
given that4erm in.Se~tio~ 20(C)(~). ’ .

"Ancillary O~ligation" ’m~ans an~:
Reimbursement, Obligation ¯ and ,any
.Hedge Obligation.       -       .-.

"Ancillary Obligation Fees and
Expenses" ~eans ~y fees an~ expenses
m connexion with any Hedge’er Rnancial

ty or other agreement.intended’to protect."
Holders of particular Securitmes from loss

’ "a~is=ng from a failure of the City to.,timely.
. pay priBcipal (and .premiqi’n, if,~n.y),,.of

¯ interest.~bn suc6~
to whic~ ’l~he. l~rd.v, ider ~er, eof, i~’ r~paid ’
sdlely as subrogee -without.c~eatirig" ahy
additional payment obligations (other than
the payment of a premium or. annual ’fee)~.
’ ’.’.Capii,’~l Appr~i~.tler~ecudti~;,~ n~n.~:
Sec~ti~,tha, t,p&y.jnte=:e~t dnl~/at ..m.~r’i’~..:.,
W. ,ii . .. :.~.:,: ,-:: :":, :’:.. " ’: ",: :",;’=: ’ ", :i

"City" means the City of Detroit, County.
of Wayne State ofMichigan.. , -, . - -

"Gode" means¯ the Internal~ Revenu6
C~de of 198~i,.a~ il’may be,:arn’end~d;an:d, :{
the .~.61es., a:nd., rkgulati~s
thereunder or a~pplicable thereto:"’ :,,;:,:,:~ ,., ;

, "Gommissionars",’means the Board’:of
Water Commtssioners of the City. ~reated..}
by. Article 7,’..Section-7-1501 ..of the
Charter-of the G, ity,~r a’hy succ~ss,~r bod~." ;i

"Constr~’ctiod F~ind"- means ,the ’.fund¯
estsblish~d, purs’u~nt t~, Section,l"4.’, .-:":’ ’

."Co.uncil" me_a~s ~h~e ~it~ Ceu0~![ o{
City.,.: :-’:’ ,-."~.~- :,., _., ’- ,,.. %..:.
’ "Counterpart S~urities". means ..

Securitiesthat be~r interest ~t ~’at~s .Which: :.
va~ averse y, {o ’eaCh 6thor a~d tl~’at-w~rk .~

,’ determination.of th~ ~’atio ~ f.N&t Rever~ues.
~’ to In~eB{edness v~
: for, pub.poses of-f~x~qg..or,.revlsmg .rates. r
¯ 6sui~’~ Ad, dition&!, Se.~ritle’s’..pr. ih’cu~dhg-

"~ addiiional Secbred Obligations. . - ";: ,.-.
"Credit. Enhancement- means- ,a.~y

Credit Facility.anci .any’BoniJ Insurance.
"Credit Enhancement". moths any letter ,

o.f cr&dit, line, of’credit, purchase agre#-
~ent, ’surety bgnd. 6r- 5thor, financial
arrangement,.other.th~6 Bor{o~ Ir~surance, ,
intended t5 protect. H~)lde~_ of particular-,
Securities from 16~s origin.g fi’om-’,~ failur.e..i
of the City, le timely flay; principal of an~l
interest on such S~cudtib.s or intended to

¯ secure an,obligatiento fua.d .an accoqnt or
fund, such as a Reserve Account .... :-

"Debt Service Installment, Requirement"
means, .as of t.he:first, d.ay of each month.
witff respect to a. Pfibi’ity:.of. Obtstand, ing~

Facil ty in the ordinary course of the t, rans-.’ . Securities-and’Ancillary Oblig.ations~if.any, -..
action.,               . .... , . " , ’, the tot~ for such,month, o~, the (i).-,Inte~:&st

"BMA Municipal Index’; means’the i~dex , : Installment Requirement, .(ii) principal: ~
based :upon the weekly, interest rat~s of -’, , lnstallment;Ra_quir#il~l~t:_:&nd
tax-exempi variable rat~ issues included:in. : Fur~d-lnstallm~tRe~ui~er:n~nt,.if any;’:’ " , .’
a. database, maintained., by-.Municipal
Market Data, Boston,. Ma&sach~ise~;. a’
Thompson Financial Services Company
(or its successor), which meet,specifi&cri.-
teria established by-The Bond Market.
Association.        --

"Bond Counsel’s Opinic~n" means-an
opinion s~gned by an otter.hey or. firm of’
attorneys of nationally recognized stand-
ing in,the field of law relating to municipal,
state and public agency financing, select-
ed by the City.

"Bond Insurance" meads any policy of
insurance, contract of suretyship, g.uaran-

"Excluded Tender Securities" means:
:. (~) Tender Securities that the City is not..

obligated to purch&se: under’ any circum-
stances upon. the-failure, of..the, remarket- ..
ing thereof, and,for-which th~ Cit~ has qo~ ~
provided a Liquidity Facilib],; an.d    .. : . ,,

(ii) Tender Secddties for whict~ the City’
has provided a Liquidity Facility. ’      ""

"Extraordinary- Repair and Replacement ’
Maximum Requirement" means, for any,
Fiscal .Year, 15% of the budgeted opera- :-
tion and maintenance expense of the’
System ’for such Fiscal Year less in the :
Fiscal Year any amount that is withdrawn

from the Extraordinary Repair "arid ,,
Replace,rnent Re_serve Fund foVpayin~j’a:.i;.
major, unanticipated rep~iir dr’replacement

~ to the System pursLi~nt to Sectioh

’1£xiraordi~ary’Rep~ail: ~’hd
Minimum Requi.r..e.m..e.n~" means’:’-fbr any?-
Fiscal Yea(, 1/i,2’ of.,.~/,~ df the’ 15u.d.geted,~

- operati#n and.m~i!ntenance ..’expense.
, th# Syste. m.. for sucl& .F:iscal.’Yea,r p.lus siJch
amouBt.as is ne.cessa~ to restore:’to the
Extraor.d, in’&pJ-R,.e~oai.r,.an~l Re, pla~cer:n~nt

cer ofthe~:Ci~r.es#or=s!ble for parlor ,m.ing
the duties of-th.e~ ,~0ance Director
suant to the-ChaEter of the Ci~".’ - ¯

"Financial Facility" means any Credit
Enhancemen!, Liquidity Facility-or com~:
.breed Credit and Liquidity Facility." -

"Fiscal Year" me&as the fiscal ye~’r and ..;
operation,.6f’ theC~ty:~vhich Begins on July
1 and ends"~on th~ fsllowing Juni~ 30’as" it

¯ "Fixed Rate~Se, cufity" me~ns a Sec0ril
that bsars int,e.rest at’a.,i.rate t.h~t ha.s
fixe’d for ’at least ’~a.." fi?e.-year)

¯ includes all &f."t~e-.Fis~l Ye~ foJRwhi~h~:

includes’ only" a.’pqrtion cf such ’fiv.’~.y~r
penod, a Secunty ~s,’also a,,Fixe,d=,Rate,
Security,.but o’n!y’for.sdch portibn; ’:.,,’-:~, ’

(ii) ,A rate is fixed for. purposes’of
¯ mining.whether a-Security is a ."Fixe.d Rate:.,
Security" if the economic effect.of
Security bearing’interest at a fixed rate is "
produced by a-Qualified .Hedge ,or by.
Counterpart Securities; and,. "... , .%-

(iii)-A rate is variable for purposes of
determining whether a Security is a "Fix.ed
Rate Security" if. the-economic effect Of a
Security bearing interest’at a:~,ariable rate-
is produced by a Qualified Hedge: .--’ -

"Governm..ent Obligatlens.".means direct
obligations of ,,the. Dnited. States. of.
America:or.obligation~ the principal,of and
interest on-which.is f~ll¥ guaranteed by.the -
United States of America~. including~-U;S.
Treasury Trust Receipts .... ~’. ’

"Hedge". means, any,-agreement, by
which.the City,is authorized or permitted
by law to manage its debt, s’e~viee, either, in

" connection w~th.the proposed issuance or
issuance of Securitles;:or in:.connectisn
with. its-. then Outstan~ling, Secdritie~,
including,, bu~. trot- limited t.o; int.erest rate
exchanges o[. swaps;, .hedges’-’and .,~imilar,

"Hedge Obligations" means the C.ity~s--
payment obligations.unde.r.a Hedge ~ther
than the obligation to pay fees and
expenses ,in-the ordinary course of the’
transaction.                "     " "i ’"

"Hedge Termination Payment".. means"
an amount’payable by the City "under a
Hedge by reason bf the. early, termination.

"Hedge Receivable" r~eans any-amObnt
receivable by the .City under .a Hedge
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~ncluding an~ amount by reason of the "Parity Ancillary Obligations" moans, as
early termination thereof., to Securities, those¯ Ancillary Obligations

"Holder" or "Securityholder~ means the which have the same Priority of Lien,
Person in whose name a Security is regis: regardless of whether the Ancillary
tered in the Registry.. . ;- ,., Ob ~E~t OhS w~re entere.d into w.itl~ respe.ct

"Indebtedness" has the meaning given to those Sec~u’rit es 6r Securities with a dif- ’,
that term in SectiBn 2. ~ " ¯ .: - .-. ferenc~"Priori{’y ~)f I’ie’r~:

"Interest and. E:ledemption Fund" means. "P~rmitted Inv~t~neht"’.’~’ans, with
any Interest and Redemption Fun~l.estab.<,, respect to any~tic~li~’~&~nts ~"1 ’e~al
lished-for,~ Rriorityof Securities. ,’~., ,:~’ Investrn’~eh{ subject t6 such’limi~tions as
¯"lnter, est .l,nst~.llmant, Requirement"~ may b~ irn’,pb.4~d’:b~’this"~)rdinanc~ o~; a.
means, as of.the ti~st’day of each month i0 ,, SU’l~plemen{a ~..Abt on for{~e"investmen~ .of
a Fiscal Y~ar, with~raspect.to Securi, t~es" s~ch ~od~’~’.";’
and~ Anoillary’,Obligatiens-,’of ’tbeb:s~me:. "Perso’f~’;:~.~e~;-any’h’~tural’. persbni,;
Pdority-.of Men,- the,aniount~-of.,intere~t~q firm associatic~, ’corporatiOn, trust-p.art-
accrued and unpaid and to acc~e:to.:and-, nershi~, joi~:~’,~Bnt[~’i:~];bint-~ock co~pany,
including the last day of ,such morith;~.~oi~ ’ municil~l:,~’6~:por:ati~ ~3u5lic body
Outstanding;Securities ;of such Prio~it~’:’df." e~n~ .bs;,~,ho~,$v,~.:.o’~:g~nized:’
Lien and Pari~ AncilJi]ry Obligdtion’.~,t~’ ! ’Pled~’~a’~setd’ rnea’ns
cqnst~tut~ inte~’est, if.any,~next.~o,m.ing;due-~ ’ ~(i) ,,Ne~,Re.veque~i~..;’~" ¯: ’~ ...... ~’~ - J~" ......:~’:’~’~’,.~..-,.,.~ ’:- ’ :’"

’!n such _F~scalYear. . ; -,- /’] ".:,m~};,c:3i ;(ji}:,’t~und~,ari~l acc~obnts established
.... Jumor Lien Bonds~’, .meahs,; ~al : 5~,~r’pLir~’~ant{61hi~ Ordinance except for

Securities issued-, pursuant¯ to ¯¯’.this i .tl~ Op~a~tibn--~d:’Main~eharic~, .~dnd and
Ordinance other than.Senior:Lie~,B~’hd..s.~i., t~ C~tru’c{ on Fh’nd’ and’,~n~:a~ccount¯ "Junior ,Obligation’s" mearls’ all .Junior ;I ........... ’~"~"; ., ¯ .: ,~.a...thereof;".:,,’"". ~
Lion’ Bonds and all Ancillary :Obligations I --;(ii) ’i~~Je’~{~nt~"bf &mobhts i;i{dit~d’to’
that are notSenior Obligations...~;o .,’ ,’..- , ] ~by fLind-’ac’~ount"6~~ubacco’[Jnt that is a,

, "l’egal Investment" rne~’ns,with:r~.~bt ! " ’ " ....... -" ’ "°~’:’= ’PI.edged Asset" and-’ :"" . _," ,... r,
’ tO any particular amoun~,.ar~ investment" (y) .any Jocome ,or gain realized from

that-is ¯authorized. or permitted~.by law, as:; " nvestments that are- P edged Assets t
the extent that suc~:lr~come or’ga=m=s notan in.vestme.nr o!, .~ueh ’ar~o.unts’, includir~g~.. .....

, .

- " o~Li n’~’r.elated~- cl ~, ga,1;~ons ,.. ,’
any,
Se,qu ti~l~a~ar~}~pt~r..,~:~ec..uJ’},[les a
such’of th,e. An,~[la~,Ob.~Iga~=,on~ rei"~ted.to
s~qc~ .S~’f ! e~s~;"_i~.’ia n’~
c I~~ b’r other r~t~i~ of"~apit&l:" ~ ’".. ~.~.~:’,
’ "Pi" nc pa " ~’~ta

me,ins ’~,s ~i ih{~’fii’~’~y~ e~,ch in~’th
a. ¢is~l’~’~ar~’wit~"r’esl~ect t~"~’i p ~io~ - ~f ;
Ol~l’igatibr& :-"th’~,,~~n’d’~-~r"-:’of~’Rr, ir~i~

ac~crue to, .and igclud

~c~’ue’~ ~ t-t~i~ ba~iof 30-.da~-~ .c~tHs.’
a <ye~r ’~f :3~0 d~y~)~ on Oi~tst~nding

re.Jated Ahc ’~/ Obli~tloh~if any, next
c~=dd~’ ini’su~¯

"Priofty,bf L~ ~n" m~n~:with :ra~$e.t to

othel:’Sebured ,Oh gatiohs, h’,4vino a lien, on
Pledged AsSists on"a pari~ ’with such

oftime, all Reyenues received durifig such     Oblig.~tion.
period of time, except for those Revenues ’.
transferred . to:. the Operation, oand=
Maintenance f~und. " ’ ,,

"Operation and’ Mainten~.nc{~ F~nd"
means the fund established pursuant to
Section 12(,~)(!)..    ’ .........-

"Outsiandiq~",’, unless o’t~]~rwise provid-
ed Jn a Suppl#mBhta[f’ Actioh for:particular
Securities, mea~s;’as of ~ny date and with
respect to Securities of a #articular Priority ’,
of Lien, all Se,~uritie.s 0~ suel~ Pi~iodty of’
Lien delivered under this Oi"din&nce
except:

(i) Securities of such’Pi’io~ity of Lien
theretofor~’ paid,.or redeemed or acquired
by the City abe,surrendered to the’Transfer
Agent for~.cancellat.~.. ; o- .... o - -. "

that¯ hav~-’~natured or.. have Jbeen duly
called.for redem..pt on an, d for the payment
or redemptiad’ ~’~h ch amou, nt§:i .td~ether
with aCLy ,unpai~J interegt, are h~ld by the
Trustee ,or the; Pa~i!ng Agent-f0r "the pa#-

(iii) Securities Af such F;ri~rity df ~ien
that have been de_feas~d, in accordance
with this Ordinance o~-a Supplemental
Action; grid ’ ; " ’.     -         -

(iv) Securities ~ ~uch PriB’l~l~ c~{Lieh in
exchange.for ~ replacement of which
other Securities of such. Priority of Lien
have beeq authent!cated and’ ,:’{elivered
pursuant to" this Ordinance- or a
Supplemental Action,

"Qualified Hedge" m.eans ’a Hedge .with
a counWrpart~ that i~ rated directed-or
indirectly by a Rat!pg ~,genc.’y’in a rating
category at least equal to the categoT:y in
which the subject~ Securities are rated
without benefit of Credit "Enhancement
i~nd wthot~t-’reference to qualificatJbns
such as "plus"-’or ~minus". If the sul3ject
Securities are not rated’without the bene-
fit of Credit Enhancementi¯t’hen the rating ..
category of s[~ch Securities shall be tl~e
ratii~g category ~it~ the b~n’efit of Credit
Enhancement.

"Rate Stabillization Fund" means the
fund created’under Section 13(G).(2)..

"Rating .Agency" mean#. &ny~nationally.
recognized ’statistical: ratidg organizatibii
as defined in Rule 15c3-1..o.f the. United

"State~’ S~cur.ities’ ,. an.d. , E.xc..hange
Comrflission. " ’. -          "
" "Receiving-~’ul~d" mean~ ~he Water
,Sd~ply Receiving Fund establishe~J under
Section 12(/~)(1). "’.’ ’ ’_’." " ’     ~

"Refunding Sec’urities"means .Addi-
t one .Secur tie~ issu~ fdt’~th.e purposeof
refunding Outstanding Securities.¯ .

"Reimburse.re.’ ~nt Oblig~tibn" means the
City’s repayment obligations under a
Financial .Facility, and does not indlude the
obligation to pay fees and exlbi~n~es in the
ordinary course of the transaction.

"Registry" means the books for.th# reg-
istration and transfer of registrar on’of
s_.ecur t es as prov!d.ed _in Section’3.G(1 )~

"Required Combined Coverage" means,
for two or more Securities of a different
Priority of Lien for which a Coverage
Determination is tg be made, the l"esult
produc~ed by ~liv d R’g the Net Revenues
project_ed for the .F3scal Ye,ar of calculation
by tge" ’prascril~ed fel&t.ed. Indebtedness ’
co~in~ due during st~chF.iscal Year. ’:-

Reserve Account" "~ans a~ Reserve
Accouht establisRed "in &n’ Interest aT~d
"Reder~p~iB"n’ F,~nd arid ,m, ay .be T~s(i’~ctad
i~ meaning by ~eferring to Se~u~{i~s.’ of fi-i~

e Rrorty of Lien ior whic,.hsam .    , ........ . -~,-~-~
Reser~ Account¯was esta~l she .." -
¯ -,,j~ese’.ry~d"Amount" m~ans.any’ amount
on ;d~p~it’ iq’the Ra~{e. Sta,bitizatip£~ Fun# ,
whicb’-i~’ taken into a~co~ht in
with. ~.ny. C~’ve ~_ ge,~ Di~t e~ .r~in ailed ."~[: ; ~~.,’~’-,~

, ,." ,.’ " Re      ""u roman’s" ’m~’fls, -"fb~, ,,"- Re~er.~e q ’
"" the s.ame Priodty ,ofSecunt!,es:of , - " "’": "" "’[=~--tab-e Account has ee~nwBic5 .a, Bes~rv .......... ,, -sh~J’t{lie" esse~ of the ar~ounf{6[ ~..nqual ,

-’ ’ ,i",’" " - d~li;S’~’�~udties of’thesame -ebt’Servlce o .... . ,, . .-~:-.-.~- -..,
Dp, rior ...of Uen.:the;~i’Oqtstan-d~qg~.f,~r~tl’ie

,~,~,~dm’~-mo~Bt �6~ittec~ ,b.V-t..h~, Code~’]’~’r~’~de~.,~,~ow!.. {" ,!!;,,:~-,- ;’:: "
"" ’(i) fB-r Senior’Lien. _B.o~d~, "the ’"grhodnt
of Annual Debt Serv’~" shall’Be maximuni
Ann"el 5~bt’Sarvice;,’- ....... .’.",,",’- ’.~:~i-’,’ .
.... (il) ,-for:Second L en’Sbnd~; th6 "amount
c~f A~r~l~l DeI~t~Ser~ice"’~h’alt’be maximum
,&Bnual Deb-t.Se’r~ice;an’d’ ,," .:~’ ".’,?~..
’ ’(iii)’fBr a 6thgr Junior Lieq’Boffds for
which’ a’ Re~&t~.e. ’ Acco-un.t ’!s_ ,e~bl~,sh, ed,;
the ."amount oFAnnual De&T ~erv[ce sna~
~e:-~the’- a~ob~{- ’set - forth in- the
Sul~’l~[#~n."e~qtar A~ton-~t~blishi~g suc~h

-- , , " un{, &nd if no a~fi°0nt is set -Reserve Acco _ .. , .....

sh&ll be average Annual D .eb.tServ!c,e.
"Revenues"m~ s" t.l-ie’ i=.e.v, en~ue,s..of .t_he

sti-u eg"iis"defin ~i "~o ~ecti~n,;~,’ot

. ., i-¯,,Heag#R~ i&5le~’&~d.’.:.’~;"~~’~" :~, ,

~stabtished" by t . Ordlnan£~.-..ot~r the.,
the Ca’fl~tructi~r ~Ji’i.&’@.’i:~,3f~.~l~-Ye-~".

.... s’~’r~’th~ hst~iJ~i~nFdR~&r6 ndtearning .., . :, , ,., ~".~.~--~ -~_*’-~m.r-;
reditsd to the I: ,a~vlng ~-anu. -,~.,- . ’"

,~s,-’;,r~d.~. 6n 3r~s " means.tf~e CIty s
outstanding’ ’ :W~ ler "Supply’,-. Syste
nevenb6~’-" seao~( i ri-e’.n .,B..6nd’.~:[~:’..Se.ries.,
~’69s-A and:’ a.ny Addi!!o~.a",...S...e,..o~[,t’e.s, o~
eaual Priority Of Lien. " ’. ~. ":~;-" ".
~".Secured,-’ Obligatior¯~4.!’’means" all

Securiiies’,.’ Ar~ci!lary ’OSligations and
Andillary Obligatiofi’ Fe’es a~d Exp~se~.

"S&cur t es" m~’~.6s’ ’a "-Se~i6i~’ ’Li~Ln
Bonds and’all’Jun~or’Lien Bond .-, -, .

"Securities {o be’..,R,e{up~le.~"~;,~’a.n.-s,’ the’
r Oust~n~iing" Sec[Jrities "tb be

Part cu a            "- -’":" "" "~’~ eded b Refunding becunees ISSU ,refqnd    Y ...... ~, ,
forsuch purpose.’ " "    . - .....

"Senior Lieri":Bor{d~"’ ~e~’i~’s’’~ "all
Securities issued’ und.er"this ’C~i-iri~i.ride
that have a senior en 9n Pledged Assets.

"Senior’ Obhgat.ions. means all SeEm_.
Uen"Bond~" and
respect~f.’Se6’ib~ L en Bo~d-~’a6d se~red
on pa’#ity’therewith-,;afl~1’i~clbding all’Junior
L en ’Bonds th’at ha~e’ acc&d6d tb a’p.ari.ty
status with S~nior L ~h:Bo~ds l~LJ~u~nt
Section"?"5(F)- ’he’~eof’ and’.. Ancillar~,’
Obl gationsin respect there6f, si~curedop
,a parity therewith, if any, ..... ." ":~’ "" . "

"Sinking Fund Inst~llmen’t R~(~uirement"
means, with respect to Term SecUrities of
the same Pri6rity o.f Lien and as of the first
day of each month in a Fiscal Year, th.e
amount o~ any Mandatory Redemption
Requirements next coming due in s,uch
F~sc&l .Yea~, including any Mandatory
Redemption Requirement .due at t.he
maturity of such Term Sei~urity less the
amounts crec~ited to such Mandatory
Redemption Requirements as the result of
partial rademptio..ns or-purcha.s.e of s’uch13-53846-swr    Doc 6644-1    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 91 of 98



~Term Securities, if any.
"State" ine, ans the State of Michigan.
"Supplemental Action" means an Act of

Council or a sale order or other document
signed by the Finance Director pursuant to
an. Act of Council, which shall be this
Ordinance’ if,’the aciio’d of the" F~nance
Directo~ is’h~-~in’~.o-thoriz~e~f.-. ’:’ ~.b.. ,
’ ~ystem means the W~ter ’Sup#ly ,

Sy~tem~of t~ "Ci~-’indlud~5~’,all plan~ ,
works, instrumentalities and ~rope~es;
usgd o~’~f~l’in cdnhect~on ~th bbta
~ng a water supply, the treatment of wate£’~
or the distribution of water #s~he
no~ exists, [t~g~the~ with. all~’~dditidns
e~ensions,"repair~ and i~vemen~
thereto he~ea~e~ acq~J’r#d , ’
- ~ender Securities ’m~ns Securdes
th~ are subject ~o o#tidn~t-or "mg~ato~
tender.fo[purc~&~..~- ,, .... ~.

~ ~c~i~ie~.’ ~&ds~i{~.~{6~ct
to, Sec~it~eE of th6’ ~ame ’Prio/i~"df Lie~,
any matud~ o~ ~4h ’S~curffies th~ h~~
Mandato~ Redemp{[dn ReqUirementS.
- ’ ~nsfer Agent" ~e~ns &~ f~’h~r- ’

" ticul~r" Se#ufities, ’ the’"5~nk ’or" 6an
sel6cted’ b~..th8 ~Fi~anc6’~Di’~c{dr’,~5.’~e#.
form. th~ dut~e~"~rovide~ foF~{de’Transfe~
Agent with.respect to:such S~cd~ltie~:

~rustee" means-U.S. B&~’ N~{[~n~t ;
As~ociatio~ or any-successor Trustee-,
selecte~, by tb~ R~&nce.Directo~’{6 ~er-

¯ form the dutie~of trus{eeun~er Section 19

"Variable R~te Sec~’~-~’~a~’"any-,
Sec6’ri~ that is ndt.a O$#ital ’A~di&tion’
Secur]~ or a Fixed’Rate Securi~

sffction ~. D~tin~{ibn: of AnnuaiDeb~

~e#te~ness..of 4any. #a~{c~r[~

,(~).,..gnless{hm~ted, ;#~’anothe£~Sect~on, {

Sec~nt~es. Outstanding ~n ’an~ F sca "Year ,
for ~wfflch the.calculation 4s ma~e;- .,: ’. =~ ~’ .

(,0~,.Redge T~rm~nat~on Payments. ’"

nd Interest." -..’, .~C-- ~’ -- ,..,.- ......
, (1)’ Fimt Day of FiscalYeaKRnpc=pal of.
and,interestZon Securities cd~ihg ~ue
the first day of a FiscarYeaEshall be cal-
culated as bein# due on the.last-day of the
immediately preceding Fiscal Y6ac .

(2) Assumed Paid...Principal of and
interest .on any Secur~ies due" in’a Fiscal"
Year prior to the Fiscal,Year for which the
calculation is’ made shall be assumed to
have bee~ p&id when’d~e. :"

(3)’ Bue b~tes.’~he due ~at~ for’any
princJpal~’.’ inkiest""
Requirem6~ts.~r~ th6 st~{~’d dates for the
payment the~e~ and not~i6~ ~dvanc~ of
such st&ted"~ates b~ reason of~accel~ra-
tion. " ’ ’ ’-

(4) Term Securities. ; ...... .-’
. (i),’;Ma~datory R6de~ptidn-;Require-

m~ntsshalI.be treat6~ as,prin6i#al
ing on the respective’ date#" {hat’ ~uch
Mandato[y~ Red~ppti)n.~ R~’qu~rem6fit~
are due. ’ - ’~     ""’" ’’:’:’",.     ’ ’

(it) "~e:" princ~par Student ~f a Te~m ’,
Secud~ maturing id’a Fiscal Yea~ ~hall’be
reduced by the. total .of-t)e "Mandato~
Redemption Requirements’ due in- each
Pi#ca/Year before t~e.Fiscal Year of such
maturity.                - .... ’

(5) Tender’ "Secu~ies. Except for
Excluded Te~de£S~curities, eac5 date on
which Holders of. such Tender Securities
m~y tender or may b~ mandated to tender
such Tende~ Securities shall constitut# a
maturi~ of the principal a~oent of such
Tender Securities that could be tendered
on such date with the g~Y~og of.notice or
the passage oi time, or both.

(6) Interest.
(i) Interest due’in ahy Fiscal Year shall

be. offset by the amount of capitahzed
interest or ~nterest received by the City as
"accrued interest" available.for the :pay-
merit thereof. " ’        ~ .

~(ii) Separate provisionis;made in, this
Section for determining the interest rate

°ni~) Vari~.ble Rate’~r~tie~ is "pi:ovid-
ed in subsecti~b (C) ~elow;t~n~"_, ~" ,,

(b)" Fixed ~ate S~uri~{~s ~dnde~ing to
Var abe’ Rat~ Secuhties ~d~ "prd~i~ed m
subsection (D~’~IoW: ~:~’.","~ .~,~.~4[,~,~,~;~ ~,’
: (C) -Vadable’Rate S~#~iti~;~"~.=’" :"~

b~’~"Outst~ndmg;’}~r’4[#s~’, thdn ,a ’full
F sea Year oh th#’dat~’ of.calculation ,’then ’,
the ~nterest.rate-bn such ’Vaea5 e Rate
Securit es sha be c~lc~ &{~d:~s~’25%’df
the’av~ of the BM~
(as’hdrei~[ d#f}n~8)i’for’tde fi~ "year
~ri~ ~ndidg[ no~’~o~’{th~ ~ "week
b~fo~ the’ d&te’of s~’ch,o~bul~iidd~’~- ’’’’

(2) If £&}]&bl6:h#td,~Seduritie~.6av~

Fi#c~ Years ~ ’~d~’~te ~f ~alc~lation,
then the" idte~t;~e’ ’~ ’&bah Variable
Rate Securities sha~l" b~ c&lculated a~
125% of the annualized average’d~ily, rate
borde by such’V~dabldR~t~ S~curitie~’for
the 12’ calendar month #eridd ’ending
immediately b~for~:the month.Sf’cal~ula-

(~) No~ithst~nd~ng pa~a~apd~’~

and (2), for the purpose of det#rmining
the Res¢we Requirement for SeCurities of
the sam#’Priori~ of Lie~.,.the’,i6terest rat~
on Vada61~" R~te Securitie~ }~h~ll’" be" dot
adjusted a~e# {he d~te’6f [nitial]ssQ~n~e. ’

(D) Fixed R~t~ S~¢udfies
hie to Variable Rate Securities, "    ’

If Securities’~re, is~ded’~s Fi~ed ~at~ ’,
Se~uritie~’but:~rd’i~t~de8 t6 ~onvff#t.~y.

~ms to’ Variable RAte., Securities

tion is m~de~fo~ suc~, fOfd(~ :Fi~l~8~
any Fi~q
Year el conversion ’she ~e-t~e F~rst,Y~ar
tha{ 6~c6 ’d~u~)ti~’~Y~~
the ~u~p6~e6f:’cal~61atifig’:int6r~t" ~t a-

(E) Capifal~ppf~ciat~on~c#dties.,
For thd’Ga#i~&[

the ’A~cr6ted.’Val6~’ Cer.’ $5 0Qg :Sue &t"’
maturi~’sh~ll b# ~:det~’[mined"semi~nZ.
nuall) to ’~atur~-on such’dates
ified in a Supplemen~l ,Action) Fofpur>
poses of th6 rate co~en&nts in Sectioe 9,
the Additional Securities requiremen{s of’
Sechon.20 and far all’other purposes of
this Ordinance, ’the Accmted ~dl~e of.
Capital ~ppre~iatiop Securities shall
deemed to be due. and payable In’the
Fiscal~e#rs’in’which’such Accreted:Value ’
shall ac[ually be d~e’ ’&dd _~ayable by the’
City 16to-the Senior-Eien-Bohd ~nd
Interest Rede~ptlo~-’Fuhd:or the Sedond
Lie~Bond Interest and Redemption Fund,
as applicable,’~6r "assumed paid-u6der
(B)(2) above, as ~pplicable. =        ,

Sac. 3. Authorization and Issuance
of Securffie~; Related ~a~ers. " "" -’

(A)’ Authorizatibn’ . of . Se~b~itiesz
Securities shall be’~OtRerize~ from t~me to
time by Rcts of Council and Supplemental-
Acti6fis. ’ "    " ~- ’ -" " " ’’~’

.(B) Issuing Securities, The
Director may, by Supple~efital-A~ion,
take such actions as .are necessary or
appropriate to give effe~ to the transac-
tions contemplated .by an~-Adt of’Council
authorizing the issuance of Secbrities or.
as are incidental thereto. " " " -.-~ ’" ~ ’.

(C) Liability Limited[ ’All cove0an~s,
agreements and bbl~gat~ons’of the CIr.
containe~ in’ this Ordinancegr in. any
Secured Obligation~ are those of the Ci~
and not of any member, officer or employ-
ee of.the Ci~ in his or her individual
capaci~, and no recourse shall be had:for
the payment of any Sdcured Obligation~

or tot any claims based thereon or here-"
under against any member, officer or
employee Of the City-or any natural
Person executing or attesting ’any
Secured Obligations. ’ ",    - ...... ’ ’

(D) Execution,’ ;4~the~’ticati~n ~nd
Dehvery of Securities. "~:~ " ’. ,: .....

(1~) S.ecuritl~s sl~ll be executed in"the
name of the Cit.y by’ the facsimile sigha--
tures of the, -M~iyoi-~.and’ the’~Finance
Directi3r and.shall have ,a’ fa~irriile of the
C~ty s seal ~m. pressed, impnntet4~l or ethel’-,
wise reproducdd thel:~n. ,~’ "" ,’~:

(2) N~ :,~’~dri~"shall ~e’:’vali~" tJdti
a~thentic~ted:by’:ah auth6rl~’ed
tative el the’’ii’a~#.fe~r"AgenfL"S.’edu~;lt[es
shal’t be ’deli(ter,6d’, b~’ the’*’Cit~’ ~t~" the
Transfer .A.ge,.n.t:f0~ #:uth~ntic&tion"~i~i:t-be ’
del vered-to "the’ T~’ai~,~fei:"-’A~~{.’by-"’~he
Finance D!r~ ct~. J’: ~.’.~ e sJ ~ne ~ ~ f.~.~:~l.eliv’~6j
to "the pu.rchas~r(~).~in ac[~o’-~l~e ",~,ith
instrdctions from the "Finance IbJreSt6r
u~o~"~ pay~neht,’df th’i~
therefor
chase 6or~ra~t: E~ecut’~ bt~r~l~"SeciJrii~s
for re~istrati(Jn-a6d::i-4siJ~h~-e’{o ’tr~n.~fe’f-’,
ees ~h~Jt; fror~"time
be delivered to the. Transfe¢ Age’n’t-~’for’,
safekeeping. "_-. ’.~ ...... --. ..

’ (E) Reserve ’Account~’Requi(’~’ment..
Concurrently w th. "the’" is~f~nce’; of-’.
Securit~ps of a’ Priority-fo~ whi~l~"’aJ
Reserve ~,t~d~lt:’has ;be~n ’o~is:~b-elng
establislied[ ~ t h~t~,e’" {sh~ll::l~e" -~r~dite~J’"to’
such R~ser{)~:"/~c6~hPtl/f6.’~i me u r~t-th~:t,"
’added to the’ a~og.’..nt.’~~d61~o~it’th~reih.or
credited theretd,~.eqr~a[’#-’the Ri~~e~ve
Requi~emerft for S~i~ffie’s’’th’~i" to-"
issued and aJl So’untidY:of st~ch~’Pr]6’rity
then Outs~nding: S~gh’ amount i’na.~ .b.e
provided~fi’o~ arly source or’m~,# b6
vided b~ ~ l~inanci~il F&cilit~ g’.the
re~ ’ ~’~ "-’"-

ir~ter

to

bein.g ...........
-’ same ’Prio*rity’~of I"ien"~s~s.~ch Securities

subsectior~,(E) :abo~i.~,, udle~s such’ c6rfi-
p[ianc~ will-, b~. obtaine~ ~itff’ amount’
from a different soume, or by the deposit
of a Financial-Facility meeting the require-
ments of Section .4.           " "

.(3) The" balance ~f’. the proceeds,
including’pm~um, if any, shall be/applied
as provided in the O~pplemental Action
prodding for the-lssu&nce of: ~ch’

,(G)’ Transfe~ of" Re~i~t~tio~ of
Securities.                ’ .....
,-(I) Maintenance "~f" Books. E~ch

Tmnsfer Agent shall "~ep or daus~ to b~
kept; at its .princi#ar’office, sufficient
books for the’registration an~ transfer of
registration of Securities for which i~ is
Transer ~gent,’ whlbO shall at all limes-be
open to inspection ~y the Cir. ’,"[,, "

(2). PrMlege" of Transfe~ Und~ such
reasonabl~,’regulatidns, as.’the Transfer
Agent May prescribe, tde ~gistr&tion of
Securities ’br which.it’ib the Transfer
Agent may be ’transferred’. ~pon ~its
Regist~ by the ~ersep i~ whose n~e
such Securities are registered, in pdrso~
or’by his’ or her duly authori2ed a~orney,
upon surrender’of such Securities for
cellat~on, accompanied:by deliv~ of a
duly executed wri~en instrument-of tr~ns-
for in a form ’app~[oved by the ~ran~fer
Agent for such Securities.. "

(3} Surrender for’~ansfer; Receipt of-
. New Securities. Whenever any Security is
surrendered for transfer, the City shall
execute and the Trapsfer Agent for such
Securi~ shall authenticate and.,deliver
new Security or Securitie~.~ the s~e13-53846-swr    Doc 6644-1    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 92 of 98



aggregat~.pnncipal amount, of the same
maturity, ’and beanng the same’ rate or
rates of interest~&nd~.:otherwise of the
same tenor as qdered
for transfer

(4)
ulre

~ ’the

mer{t,al with

of =of" that

exchange
ed for
pait,

reaeemed dr..tendered -ih’pa~.’ -= ~ ~’ ~ ’-
(H.) Mutilated,’"

(1)’ If~4~-S~ur~ ~&’b~[~ted; the
at th~ exp~n~e~5[’ the ’~R~l~er.

Agent for se~5"Sec~i~ ~h~ll autffnficate.
and deliver,’ &’new Security of fi~e" tenor
ex~hang6 and &ubst~tution fop th6 mbt{lat-
ed Security, upon sbrrendeP ~o"such
Transfer Agent of,the-mutilat&d ’S~d~ri~
"- (2) If ~ny:~curi~ is lost ~s{’royed’fP

.stolen,’ evidence bf o~ershi~ of’the
Secur~ and’ oLthe loss,¯ destrb~t[on
the~ may be ~ub~ ~ed"t~’ thf~Tran~f~r

gent for such Secur~ ada~"ff’thi~ eVi-

Transfer ’kh~nt; and:,indemhit~:~&~thL
to such Transfer Agent and t~

sh~l be given .~an~-~’all requirement’of
any~.appl~cab~e_-Iaw, ,~nc[u~ng A#t-"354;.
Pe~ ~ A~tf~of’~i~{~Ah~ ~ 972~’~
ed, h~8 been..me~? ~hen; ~t, the"expense
of th~ Rhla ~’~6~{i~t~. ~55s~t~
Security, the CiW~hall ’ex~cute~na ~uch
Transfer Agent. ~h~ll (fifff£~55 ~u’th~htF
cute &rid ’deliVer;-a n~w Securi~ 6f Ilk6~.
tenor and bearing the statement’reqdirfd"
by Act 354,~- ad~ ap~5~bl#’l&w here-
a~er e~acted;’ in lieu of an~ in substitution
br ~ Securi~:’s5 ~s~;,-~estreyed~’
stalen. If a~y’ ~uch Sscu~[~ shall have
matured o#.shal}’ be about-’to mature; ’the
Trans~r A’)eat ~a~ pay the sam6 without
surrender thereof as’ aut~oriz~ by .Act
3~4.instead’~’of issuing.~ substitute
SecuriW. - ~-’- " ’ " ~ "

Se~on 4 Rnanc)& ’Facilely; Hedg~=~
.- (A)’~he ’Rd~nce Director may; from
time to time and at any t~e, ebtaifi a"
Finafcial Fac{li~ in respecf of all or-some
Securities ff the Fihance Director deter-
mines such to be in the best financial
interest~ of the Cir. "

(B) The’ Rnance Directqr. m&y at any’
t~me acquirea C~diL Enhancement to ful-
fill the-City’s obligation to fond an~
Rese~e Accoun~ gr’substitute a Credit’
EnhancemenbfoP’a~ounts in a Resswe
Accodnt;The’Cre~it Edh&n~ement shall¯
be depasited"~{th’~’~ndrp&Yable to the
Transfer Agent in its c~aci~."a~ p&ying
agent for the related SecuritieS.’ Before or
concuPrent ~ith’the acqu ~iti£n,of such

" "Credit Eh~ancemedt; "the " F~nan
Director sha(I receive: .-:’ ’ "’ ’ "

(1) a~d~nihn of .nat~fally recognized
’ bond &ou~s&l thth~’effe~t that’such sub-
st rut on will ~o~.~dv~rs~ly’ affect the tax:
exempt"st~tus’ of’ interest on any
Sedunties; ""- ~ "~ ’ : ---L . -’ : _

(2) evidence that such Credit
hance~ent is provided by ~ provider rated
in the highest rating Out,gory of each
Ratin~ Agency theh rating ~e Secudti~K
having the b~nefit of such Reserve

(3) a ;copy o! the Credit Enhancement;
and

(4) an opinion of counsel satisfactory
to said nationally .recognized bond coun-
sel to th.e effect that the Credit
Enhancement¯is valid and enforceable in
accordance with its terrris.

(C) The Finance Director may, subject
to the re.quirer~ents."of Act 34 or n accor-
dance w~th.ariy other applicable law from
time to time-enter into such Hfdges as the
Finance D}r~ctor’~l~ie~’mi~s to I~e in the"
best financ[al interests df:th~"Oity.’ ",;. ....

’(D) The ’Finahc~’:,Dil:ector’may grant t~
the ’pr~}v[de~of ~iri~"’Firra~clal’Facillty, o’r to
any"cohnterp~rty "tc/:"a~y Hedge
riZed 5~i~his S’fct=o~;! s.uc~ights’as,may
be ’n&’ces~,ry’oi"a~p¥opi’ia’t& that &’re nor
inc~;nsistent ~ith"thts Ordinance Act -34 or
any 6thor: ap’l~lib&l~l~la~.; ~"~.’.’.’~"!~"~’""

.’Sebtion.5.~’ S&’cu~it~ f(~r’P, a~erit.’
’(A): The -t~a’#~nent of::Sec’L)re~ "Obliga-

tions’is.,se~:urfd b~ a ~t~tutorylien, which’I
is hereB~,’~re’~-ted, ~J’#6’~:thf"~vhdleT.ef the
Pled~d ’A~s~ts -’s’ub~[~-t:’~t~th~ {J~ end
ap¢lication~the’~of J~’#c~’~rd~ce’ with this
Ordinance. ;~,/’:" =. ’~’;: ; m. ~.~’=~,. ![!.:.’;~, .., .,"..

Obligatiohs .is valid’only to the extentpe~’-’
mitted:b~ law. ~ ’- .’,’ -:" "’" - !’ "~ :’ "
" (q) ExceptLfor’’Bon~l’" Insurance, ’~’

statement’ of the ".Prioribj’"ef:Lien of.’an
Ancillary Obligatih~ ~hall "be’contai~ed:in,
the instr-um~’nt" e~iaeh[::ir~ dr~#rcviding.{or
such’A~citla~’y"Ol~11’~ibr~?::~:~"~, ,-’- ¢~ ’
. (’t’)r’ Ari ~Ai~cillad2 Obli~at 6h ir~: ?e.4p~ct
of Se~[i~iti6~ 6f t’f~’~fib"P~:ihi’i~ bfEi~’n:

, ;(i) ’Nay: 6~ ’s~c’~’6(~,~.t ~: Io~er; Pdority
of’L e~" bu["{’~-: "’~.~:~:~":~’~’~;~’ ~,4._-. "- {.:
¯ -(,)’may-,not .be secured=,at a’ h~gher

P~" or ~’ff:l~n:’ ’" ~’~,;~ ,~;o:; _~ ~;.’~’--,-~; .u -.’L-

Pri~i~’f~:’Li65: -16~e~,t’rJ~- tl~[~’05f’.,the -¯

irl[o and may Be-~P, ar [Y4~ ~nclllary.
Obb gatlons:tmB~cu~;~t 6~to.wh~cq:~ th ey:a re
otherw~se, unrelatd~fro~lded.:,’that ,any
I~e.~’}~, secunng~
respect..of ’Sen or ’~h", Bonds :’shal
s~J.bje~:t,’tO~.#~e r ghts~.~tl-i~~l’io dare’ofthe
(3~ty’s- outstanamg :.Ware� ~apply- Syste~.~
Revenue"Second: ’L~en ~-Bonds ’," Series
1995-A, except, to the extent;!that sucPi
An~’illah/-:O.bli#~tions arls6 id~b.nnection;.?
with a Financial~F~bilit~’ ~ic{~d~:~’d -tb
any I~ortion £f the Re~;#n;’e!=A~.bou~lt or tdT
be s~Jbstituted for’cash th~rein.’--:~-’-’ ’ , . .-

(D). The lien securing th~ payment of a
Secured’Obligation is subject~to the fol-
lowing Priorities: : --       ’     ’

(1) The’ lien securing Sen~or Obliga-
tions shall be ~ first lien, senior~o all other
liens created’ hereur~det except .the lien’
securing Ancillary-Obligatioris Fees and
Expenses which are further subject to thi~
’quallficationof’ subsection.(C)(2)" above.

(2) The lien’~;ecu’ri.ng..Junior Oblige-
" tions shall be junior only to’the lien secur-

ing Senior- Obligations’~tPienever fssue.d.
Among Junior Ol~ligation~:" - , ’ --’

(i) the lien securing Second L}en
Bonds and Parity .’ Ancillary Obligations
thereto shall be senior to the liens secur=
iRg .all other Junior Obligations; and - " ’
’ "(ii) the lien of ~ach othe~ Priority:’e,f’

Junior Obligations of the same Priority’of
Lien shall be senior to the lien of all lower
Priorities of JUn.ior Obligations. ’-.’

(iii) the SRF JLinior Lien Bonds s’f~al} be
the Iow.est Priorit~ of Junior .Lier~’Bohds,
and the lien securingl SRF Junior Eien
Bonds and related Ancillary Se~bred
Obligations sh&ll’be’ jenior to’~the’ liens
securing all other Junior OBligations,
whenever issued.’. ~ -’:"

’~ (El Each lien securing ~ Secured
Obligation shall continue ’until either pay-
ment in full of such. Secured Obligation or,
in the case of Sefurities,.is ’defeased as
provided in Section 21. of this Ordinance:
Ancillary Obligations .sha.~ll be defeased in
the manner pro~idec~;~jh" the agreement
with the ob!!g.ef._.~of, such. Ancillary
Obligations.

(F) in accordance wl[n
the City may provide for the accession of
Junior Uen Bonds to the statu~ of com-
plete ’parity with Se~nior’ Qbligations when
there shall hav.e been ’filed with the
Commissioners a certificate satisfying the "
re~ipirements of Section 20(C) from a
~&ti~nal consulting firm or anational firm
of c’~ified public accountants, a~d fu~her
reciting the o~inioa: , ’ -

(t)’ that the Rese~e Account ~ontains
an amo~nt,"~U~l’{~ the ’Reserve
Requiremedt £omputed on a bafis whic~
includesr’~]l’~S~uritie~ then oa~ta~dih~

. (2) that all paymeht~ int~"the’ varihus
{~s’ and ~cceunts’h~r~abo~e requi~ed
to be .held’~uh~f’tfiis O~d fiance-are bur-
rent- as of~tfie d~t6 of accession;"and "
’ (3)’iha~ th’~:lnter#~t ~5~: Redfmptihn
Fbnd~cbnt&i~# ~h~’ amounts which would
hay# 5~eh:: r~qbirea’~ to ’be" acc~’ulated
ther~iE oh~t~"d~te 6f &cces~ion’if sdch
~n~o~" Li~d’.~’B~hds~’ h~d;~:originally ~ b~n

a~bnts-sha]l"5~ "sfff~n~’in"said c~ifl-
,:. .~..

The accessio~ ~f s~’-3~if~ ’Li~
Bonds shall be’con~lusidely ~videnced’ by
notice from"the"Ci~ to the’Trustee and
eabh Ho~d~ of’suc~ Juhiof Lien Bonds.
’ Section 6. Payment’, o~ ~cured

-~bligation~-sdbo~inatio~.,~,, ..’,
"" ~A~ :G~brally~’Sebure~; ’Obl~ati~
are not’gene~l"o~i~atiod~o~ the’Cryand
shall b~’ pWa#le" solely ~.fro~ pledged.
Assets~s provided i~ thisSection:
k. (1) ~ncill~ Oblig~fibn ’ Fee#’.’ And
Expefse~’-’~#e ~yable,fro~ Re~e~ues j
and to"the e~ent of ~d~ .insufficiency,
pledge~ A~sets. ........... . "
"(2)nAil, Sehbri~ie~ ’~nd
bbligations’"are’ ’~y~bl~.:from Pledged

. (B) B~##r#ina##a., .. .
.. (1)’ W~en~ve~dh’~:~fin~l’:(an~

m~mz’if~)tPof.~’h~ iRt6Pe~{ od’Seco’fit[~-
of ,th~"r~’~ :.Pri6r ~’6f~ed~. d6y- p~-
ment- on~t~e~Pa~ z~nedla~ Obligations,,

t~en un[d sue~-paymeg[-ts’ma~e eFprfviX:

s~t sfact on -of~he,~-Ho ders
Secu~it{es ~ th’e ’hblig&e~ of:#hc#’~Parity
Ancilla~ Obligations nq su#h
shal b~ ~ade dir~ctly~r ifd K#~t ~;~n or n
respect of any ,Sec~rt es, of-:a,’,lower
PrioriW. of Li~ oP~ &ny" Ancillary
Obligations which,, are "Pa#i~-’ Ancillary
Obligations’ to such Sedurffie~ oflower.
Priorities of Lien (such Securities and
Ancillar# Obligations collectively’-the
"Subordinated Obligation"’ and .the
Holders and obligees, thereof~ the
"Subordinated~Obtigees’~; except as pro-
vided below with respect’ to defensed
Securiti#s.,. ’/" ’~ ~"::~"}:’-: :~;~.’. ,.

(2); Subject td the p~yment
Securities rind AnGilla~,Obligations of
eve~ higher PrioPi~,of L~en (collectively, .
the "Superior Obligations" an~’ the"
Holders’ and obligees thereof~ the
"Superior Obligees’~, the Subordinated
Obligees shall be.subrog&te~ to’lhe rights
o[ the Superior:Obligees tb #eceige-’pay;
merit ~n’ full. of-the; respective-ObligatiOns
untJr all. amounts ,owing on. the
Subordin&ted’Obligatiof~ shall be’ paid in

-"
(3) Except-&s oth~is# provided in

Supplemental Action, 1he Gi~-may agree
with- the. Holders,, of Securities ,hi "any
Priority- of Lien ’~fid" the -obligee of any
Parity ’Ancillar~;’Obligations. thereto to
e~end, renew, modi~ or amend the terms
of such Securities or such Pari~ Ancilla~
Obligations thereto 6r any-~curi~ there- -
for, and any such-Holder~ or o51igees may
release, sell, exchange such secud~ and
othe~ise deal freely with the Ci~,-and the

, Ci~ with any of them, all without no~ice to
or consent of ~e Holdersof any
Securities of any lower Pdod~ or the
obJigees .under any Parity Ancillary13-53846-swr    Doc 6644-1    Filed 08/11/14    Entered 08/11/14 22:07:17    Page 93 of 98



Obligation~ thereto without affecting the
habihties-of the City to such Holders or
obligees..

(4) Nothing in this subsection shall
impair the-right of the Holders of any
defeased’Secudties to be ¯paid from t.he
escrow effecting such defeasa.nce.

(C) Financial Facilities. Ex~;ept as
otherwise provided in¯a-S’upplemental
Action:      -’         ¯ ’ ....

(1) Nothing’ in this Section ~hall affect
the payment of Sec.urities from ’ahy
F~nancial Facility obtained for the benefit
of such’Securities. ’ -~’ -- ’~" " ’,

(2)’ No paymentqf an amour’ff’~m~le’by-
a drawing .or disbursement¯ un~f .~"
Financial Facility to Holdersof Securities
which would otherwise,havo ’tOken .ifiade
by the City shall be di~emed to’be-a pay-
ment-by the .Ci.ty..,on"ac, cobnt:=of
SecL~iities’for the purpose of’dischafgin~j
th~ Cit~s!oblig.ation on sbch~Securiti~.~’.~’_’;

Section 7. Sec_.urityhbld~’rs"Rigl~t~.i
Receiver, . ":.’,-’;., -:,

(A) Th~’~H{Jldel’ ~"’ hol~l~r~ :’6f ’)he
Securities ’representiqg in the a~j~Ee’gate
not less than’20% of the
amount thereof then Outstanding, rn~y;,’by
suit, action,"manda~nd.~.or, other proceed-
ings, protect and enforO~ the statutor.y lien -’
upon.Pledge~ Asset~,’and’may, by-suit, .
action; mand&~nus.or btlier proceedifgs,
enfor.ce and,’cPmpel peffdr’,mance of all
duties of the’ officer~ oFtl~"Gity"ih.cldding
the fiking of suff!cient rates; the,co!lection
of R~venues, the proper se~re, gatiom’of"
th~ Revenues of the S~,stern’.’~nd the"
proper appli~;~tio5 thereof.T~e ~tatutory
lien upon Pledged Ass.et~" how~ve.~, shall"
not be co~trued ".tO Oiv~e t~e H61dei’s of
the Sebl~riti~; the, a0thorit~ tb dOmtOel :the"
sale df t~e.S~ster~,o,r

oflth~ ,’6~.~5~,’~1-~$~.
an~ in~erest~0n any’.SecUr~tles;; any!t~ou~ .
havlng j~ n*sd~ct=o~ :.~5: a~y’: pro~erVE~ti$5 i

o~ra~e t~h~ S~te’~n 6ff’bel~alf~of. tl~ Cit~’.’
and ," un~r .th~-d’ri~b’t’o~’ of"-t h ~ .bou~tz~pe~-"

formall:Of:th~ dutie~"~ f, t h~"Offfc~~o f
Cty mOr~’ ~rti~dl~i’i~.~et~’~ort~h h~i~ii~{"i.n
Act 94 ~nd in such 5~’d~’§’;of ~H~ c0t~i’t, .’.

¯ (C) .THe,’~Holde~,-:or~’FN]51~@#s "of :,th’e
Securities’.shall hav@ all’other-’r,i~ht~;;~.n.d
r@~n~iies givenk~oy":Act:9~’=’~nd:Oy I&~v for
the I~aymen~and :’enfB#~er~~nt 6f the
Sec~r tes and the ~=ecur ty’therefoi’:’-o ~.~.

Section 8. Manag@menb :-- ’~ ,’~.’r
¯ The operation; repair and hl.~nagement
of the¯ System;’ incldding all projects
financed ’by the issuance of Securities~
shall remain under the supervision and ,
controi of the’Commissioners in the man’-
ner provided in.Article 7, Chapter" 15. of.
the Charter of the City. ’subject to the,
rights, powers and. duties ih respect there-
to which are reserved by law i~nd the ¯City
Charter to.the-Council. ’ -"

Section 9. Fixing .and Re~/ising
Rates; Rate Covenant~

(A) The coverage requirements for
determining the Required .Combined
Coverage under’this Section are the fol-
lowing percentages.: .;"      - ."-
~riorit~ o~ i,~debt~d~e;~ ’~ ~;r~en~;,~e
Senior Lien-Indebtedness ;..:.....~,1 ~0"°/o
Second Lien Indebtedness ...... 110.%
¯ SRF Junior rien’Bond~-
’Prior ’to. or ,concdrredtly’ @ith the’

issuance of Securities of a Priority of’Lien
not enum@i’ated ~bove; this-"subsectioh
shall be amended’{o ’provide.fo~:’the cov~
erage percentage ’for IndebtedHess in
respect of such Securih@s, but in no case
shall the coverage°’pbrcentage ’be ’less
than .100.’ Such amendme.nt.shall not
reqdire the ~0nsent of Holders of ~.ny
SecL~rities.-" :" "!° " --’ :’ ’ "

(B) The ret;s fo? water service and the
regulations ~hall be the rates and regula-
tions required to be established by Act 94.
Such rates shall b,e fixed and revised from
time to time as may be expected to be

(1) the amounts required: .
. (i) to ~owde for the payment of the

expenses for maintenance of the System
as are necessary to preserve the same in
good repair and wor.king order; and ¯. ’

(if) to provide for the payrn.e~nt, of
Indebtedness coming due ,for t.he~...Fiscal
Year of calculation; and    ., ......

(iii) to p~ovlde for ~th~, cr@atio’~" and
maintenance of reserves therefor as
required by the Ordinance or any..qrdi:
nance .or resolution adopted’,Jn .accor-
dance with the terms thereof an~d hereof;
and

(i~) to pr~vi~e ~r .~ch ~ther. ’expendi-
tures and’/funds for the System ~as this
Ordinance ma.y requi’re ,~nd ’_ .., ......
; (2) The Require~ Combined Cover.age
where the numera:tor’is th@ klet Regenue.~
proje~;ted for the Fis~al Year ~’i calculation
ah~ t~@ de~omin~.tor is the Indebtedness
coming due for.~uc~ Fiscal ~’ea~’.." ’~’i~’" ’.
, (C)The C~ty hereby ’,covena~is agd I
agrees’at all times t~ maintain such rate, s
for services furnished’ by’ the System as. I
shall be sufficient to providefor:the fore- !
going and t~ repay any ~ransfe’r from the ’
Extraordinary ~ep,~i~" end"Replacement ’
Reserve Fund. . ....... . ~.

(D) Without taring ihto acbount any
transfers,from the.’~Rate ,Stabil~ation
Fund, the ,City shall at, all. times- observe
and .comply with the cove..gant.’contained
in subsection (B)(2) above as if the. Rate
CovOrage Pe rcen~t a~]’e’~i~ re ’ 100~,~. 4":’: "_’

(E) The charges"for water service
which are under; th~l~~vision~ of’Section
21 of Act 94are made ,~lier~ o~ all:~;emis-
e~’served thereby, ¯unless notice" (a~~om-
paniedby.~a ~opy of the" eas~ of¯the ~’ffect-
~d .prerfiis~s, ’.if-ah~i,)"-is ~i’v~rf"td"tt~
Council that a tenant is i’espdnsibfe,’ ~,r,e
hereby reco..g.nized’to ~;oni=Btute;~dch~lien .
and-w~er~i~ver any such charge ag~.inst
any piece ’of-prbp~eftY sh~I1’~ bi~d$1ir~qb*~nt

for’s ~’ months;-tff~ City~Officfa(;’.o~6~i~ia!~
id’;~harge iPf=th~6 cdll~ction:ther~’bf ’m~y
c~i’t~ tb.:t~,’tax"a¢~ess h~J" off tier’of:the
City not la.-~erth~n,’Apnl 1- of each y~ar.the
fact of ~d~l~~deliriquen~y,~’Whefedp5h ~0ch
char.ge shall be entered Ul~bfi:the"h~’tax
roll .’as>a "bh~Zg~ &g~.instS~;’u~h;’,~:~.ml~es i
and the lien thereof enfO=:ci~d n the same
mahn~r"as’’- g-eneralF City -taxes.’ against
such -premises’ ~re cbll~cted-a~d"the en’
thereof enforced;’., provided, however,
where notice is gi~,er~ that a ten"an~ is’
responsible for sBch charges and service
as provided by said Section-21, no-further
service shall’be rendered to such pr~mis-
es until a cash deposit ~qual to the esti-
mated amount 6f the next ensuing, bill
shall have been’made ~.s-security for pay-
ment of such-charges and services.

(F) In addition to other remedies; pro’-
vided, the’City shall have the right tolshut
off and discontinue .the supply of water to
any premises for the noqpayment of water
rates when due. ’ " ’    ’    ’

Section 10. No Free Service ~r Use;
Metered Service.    ,

No free service or’use of the System, or.
service or-u~e of the System..at I~ss.than
cost, shall’be .furnished.by’the..System to
any person, firm.or corporation, public or-
private, or to any public ~gbr~cy. of-instru-
mentality, inc uding.the C!ty’and’any other
munic pality..’ All servibe, providb~ -to’,cus-
~omers of the System, with .the’ex.~ption
of temporary connections andTcertain
public service’ uses of th’.e City which are
billed on an estimated Oasis, .shall be
metered.          -~’-,r~" ;      ’" ’

Section 11. O~.~rating and Fiscal
Year. - "

Th~ System shall be operated on the
basis of the-Fiscatl Year. " "

Section "12. Funds and Ac~dunts;
Flow of Funds.

(A) Establishment of Funds and
Accounts. - .

(1) The follow ng funds and accounts
are hereby established: . -

¯ Water Supply System Recevin.cl

¯ Operation and Maintenance Fund
¯ Senior Lien Bond Interest and

Redemption Fund
¯ Senior Lien Debt Service Account
¯ Senior Lien¯Bond Reserve Account

¯ Second :.Lien ¯Bond Interest and
Redemption Fund .... ’ ’ ’ ,    ’, ’ ’’~
" ---: Second Lien Debt’Service Account
"- ’o "Second Lien Bond Reserve Account
.¯ SRF’-~lunior:Lie.n Bond Interest,and

’. SRF’ -~Jumoi’,’-’:l:.ien" ’D~l~t" Service

~o-i~Io~SRF ’J~dior"Llen Bo~d R~serve’

o’.,S~c~,lnt~rest, ar~’d~R~de’mp!ion Funds
as ~’re’ established~.;~-by’ S~pplemental ’
Action for-othe~-’3uniOt=l~T~n Bonds of the

¯ Irfipr~vem’eqt’a~l Exten~sion’Fbnd ~

’ -(2).’AdditiSns.hff-ufl~ls’~dd accb.~ts’may: .
be establish~"ff~r other S~cudties of’the
same .v Prioilty~.’ df~.l~efi ÷bi/-Supplem~rit&l ’
Actibn’:df the Fin:~h~erDir’ecto~!. - ;w.,.

’.All Reoenues sh~.ll be set’a~ide ’as’ ~ol-
lected ".’~.nd ’.credit~d~:to the. Ri~ceiving’-
F.und. A~ receiqi~d, -amount~dredited" to
the Receiving Fund sh.~ll-.b~ transferred
seriatim iRto; the.~-’following-- funds, and"

¯ accobnt~;,hot~ only ;wffhid;~’the;,’respective: :
limitatibds,. and only’;;if" th’~ makirrium ;.
amount Within Such limitation hasbeen
t~nsferr~l’-.to’-~tl-ie ,preceding .’fLind or’

current..expenses; ,f,o? th~~ma~n,t..e.nan.c~

Senioi’:L[en’ dBIfgat]6hs",a§’.df~the’fii’~t d~.y

, " Third:t6.ffh~ Senior" t:ie~.Bond’ Rese~e
Aci=ouht, an amount that whi~n ~dded~to
all other amounts th’en- on deposit, therein
shall, equ~il the. Reserve R~quirement for
Senior Lien-Bonds; ’     :’ . -

Fourth: to the Interest and Redemption
Fund established foi" each-Pribrity’ of
Junior ’Lien Bonds, "Oeginning with the
Second Lien Bonds and continuing in
descending order of Priority of Lien to,
and including each-the Priority-of Lien,of,
Junior Lien Bonds: ¯ ,        :’     ’"

first: to the Debt Service ’Account
established for such Priority of Lien, an
amount ’that,’when added to all other
amounts then on’ deposit therein, shall
equal the Debt Service Installment
Requirement "for Junior Obligations, of
such Priority of Lien as of the. first day of

secorid: to the"R~ser~ A’ccbuntl if, ahy, ’
establiat~ed= foi" such¯ Pfiodty of"Lien an
amount that’..wl~en-.added’to all other
amounts then ojn,;deposit therein shall
equal’the’ Reserve Requirement~ for such

Fifth: to- the; Extra.ordinary Repair and
Replacement’ Reserve Fund.,¯ the amount
of the Extraordinary Repair and
Replacement Minimum’,’Re~uirem’ent so
long as’the balance thereof is less ’than
the ExtraOrdinary RelOair and Ri~place-
ment Maximum Requirement e~cept that
an amount withdrawn frorri~su~h Fund
pursuant to Section-13D shall be deduct-.
ed from the Extraordinary-Repair. and
Replacement .Maximdm-ReqWrement in
the Fiscal Year of withdrawal;- and " ’

~xth: to the I~nprovement .and
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provided that no amount shall be deposit-
ed therein or credited thereto for so long
as a" borrowing from the Extraordinary

¯ Repair and Replacement Reserve Fund
remain~ unpaid.., , ", " ":

Section 13. Use.and’Application of
Amounts in’Funds.    ,.v,.~.,.;,-~; ",

(A) ReceivingFund. ’.:.:’
(1) Amounts in’-the Receiving Fund

shall be applied .as r~ceJved =as’provided
in Section 12. Amounts not transferred’to
any other fund or account shall remain in
the Receiving" Fund until the last :day of
each Rscal Year. ’ .’" :’" ":" "" ¯ "
¯ (2) Amounts-rema’Jni~g in,:’the ’R~-
ceivlng~’Fund as of the’ last da~;’of:each
Fisc&l’ Year shall’ be :transfe’rred ’ tb-the
Surplus Fund. ,,

(B) Operation-and Ma’intehance
Fund. ’ . :...:, ..-, ,,,- ; , -.,,,,r,~.,.,..~ ,-
" Amounts in the Oper,’~tiod"~Ed ’Main:
tenance ,Fund shall be used. to pa~i!:the
expenses of administ.ration and’operation
of the’ System’,, (inclLIding’:"Ancillary
Obligation’ Fees ’&nd- ExpensesL ~n~lr any
rebates’to’the"Odited States g6~e, rn~nent
that may be-requJ~ed ’by’~tl’ie Code) ’and ’"
such ’current expen~e~ f~Jr. thi~: ~fiainte’
nanc# thereof~’as may b~ decessa~ to
preserve the same’in good’repair and’
working ~rder. ~:~: --" < ~"-’~ ’ "1
. (C)"lnterest and R’edem~’tion Funds. ,
¯ "(1) Gehemlly. Amouhts in the !Interest
and Red’emp~ioh:’ Furid ~establisheer "for,
Securities and~for Ancillary Obligatiofi~of.

. the same Priority of Uen sl~all-be;a.l~pl~ed. "
to pay principal (and redempt on" prerhi-..
um ,if any) .of: arid intere’st on".~uch
Securities and--dmounts- due ’-"on ’such

(2) Mandatory Redemption Require-
ments." ,,. :-: " "’, . ’., ..’       .-,.
’(i)-A Mafi~latory~Red~r~l~tidn~.Req~Jire-’-

.ment- fen a~’:m’at’u r ty.,~of,!Terrd" Securities"
ma~...b.~-satJ~fied id’~hdl&or, id!~r~b~/the’
rdder~ption, df :q"a)i’nff, SddiJ rities’: tit’:s-rich’ ’
matdrdt~,or., by" fhb’pdrcl~a’~..&nd:surra~
der to. the Transfei"-?Ageht~o’fi~uch -Term’.
Se~di’itie~’: frbm-:arTid~nt~::c tedit~’~tiY, the
Interes{!~’~rid ~’R~d~r~tio n,~ ’FLi rfd~,.~tab-’:l
lished’-"for’ .~u;ch ~Se~’urities¯ of ;Pridrity bf
Lien o’r !surceaSed~ ’with bthei’~.fdf~d~rl’e~&l’-.
ly’ava labia thierefor.-=The Finance’Director
shall elei~t thd~;mahf]~r iri:’which:’he/~he’:
intends to: sat}sly all~’or ~" pdrtio~"of’
Mandato~ Reddmpii.on R~dluire’r~ent,~o~:,
particular Term.S~curitie9 not less than 40
days prior~.:to~.:the, due date-5f.’such
Mandatory,_ Ri~demptidn, Requirement
unless otherwise,’, provided- in ’ the
Supplemental Action providing fdr ’the
issuance of such.Term Securities... "

(i~) Unless otherwise provided’ in
Supplemental Action providing for the
issuance of Term Securities/the,City will
receive a credit against theMandatory
Redemption.. Requi~ement’.,~ for "T~rm
Securities for ’which’ such Mandatory
Redemption Requirement was estab-
lished that have been’ redeemed (other
than by’ application of , Mandatory
Redemption R, equiremects).or otherwise
acquired’by the City prior to the givin~ of
thenotice of redem’ption &nd’that have,not
been.applied as ’~ credit against, any other.,
Mandatory Redemption Requirements. -!

(a) Not, less. than 40’ days prior¯to any,
mandatory redemption date for Term
SecuritieS, the Finance Director’shall give
notice to’the Transfer Agent’that. such
Term Securities are’to be-so cre.dited.

(b). Each such Term Security shall be
credited by:the Transfer Agent at 100% of
theprincipal,amount thereof against the
Man~tory Redemption Requirement.,,
and .the " principal -amouDt of Term"
Securities’ to be redeemed on such
mandatory redemption dante shall be’
reddced accordingly and any excess over
such amount shall be credited to futu;’e
Mandatory--Redemption Requirements in
such order as.the Finance Director shall
d~rect; provided, bowever,’that any excess
resulting from the purchase, at less than

par, of such Term-Securihes shall be cred-
ited to the Receiving Fund¯

(3) Reserve Accounts..             ’
(i) Except as otherwise provided here-

in, amounts in a Reserve Account shall be
used solely for the payment of the¯ princi-’
pal (and premium,’ if any) of and interest
on Secuiities arid Ancillary Obligation. s of
the same Priority ofLien for which such.
Rese-rve Account ’was establis.hed,’,as-to
which ther~ would otherwise be defaults,,
. (ii). If at a~y time the a~eu~t.on ,deposit
m. br credited .td’o,a ’Reserve Accdunt
exceeds the’-Reserve Requirementfor,
such Reserve ’:Account’, ~.the. amount’;’of
such excess may be transferred’]h~reJ~
from and credited to the~Rece~wng,:Fund.
"-’~iii):;No":,further’.~ment~- n e’L,d:

made ointd" an:;.lnte-re~t’:and’tReddrfi#tion
F, und "in, respel~f’ ~f, prin~ip’aP’and !interest
after,’~nbu#h,.of ~th~’ Se’~ur.ities foi" :which
sudh Fu’nd ’ ,waS’ "-’e~t~bllah ed ’..hav~ ’ be en
retired’- so.4hat.4h~ "amount t~en ’l~eld"in~ I
such .’-"~ Fund~,-,;.qndludirig’ ",the,. R~’ser:ve
Accdunt the~[’r{,;.if.’,&nyi,is: e~u~l’~’to
ehtifeV~nibb~t"~f."i3r r{~ipal~’-~nd ~[brest~- ~
whicH:Will b~ l~ayabl~’~t~th# time"of’m&tu-7!rit~-’df ;~ll ’th~ theh’ Outst~n’ding Securities. ’
of’~uch Priori~. of Lien,.":~: ~-:"

(iv) A ’separate Reserve "Account r~ay
be established for an is~ue of Securities
by the.Supplemental Acfion.’providing’for
the issuance."df,~bch SecE~ri’ties.’. "~:’" ..." .

’(a) Securities~-ffi&Virrg: tl~e’, benefit" df
such Besei’ve,,Account-n~ay t:ie"issded 6ut
only if such separate’-Reserv~ -Account is ’
fully eqh&l’(to the.’~l~’~rv#~’Rec~t) rement
for’such " 5~c’Uritilas, ;q’d~ ,qrJrrentfy teith lhe~ ’

its- Reserve. Requirement ,shal~.be’ ,made"
on a parity with-paymerfts:,irj’{b.ail .ethel:’
ResePve,.; ’:AccOi]nt~’i,"-~,e~tabli~he~l:..~ f’~r
Se(~r~ties~f’th~ s’ame-P~’idri.t~,bf~Eiefi~’add[
shall not
propo rtio nat~; "~Ji~f ~ t;-.-p~/~m ~,~t.~ ~p. ri~b r-

lion,to DeficirPay-merll’;.m-~an~, fbt~a;~p.--

tidri: th,~t. ~l-i~: &~nount,.-~gdilabli~ ’td;ri~m~’d~.
d~fi~it~, in. e~.~h ’:1~ ~ ~ dr~e~’Ai~O~n’t:’fo d’s d ch. ’
Priority be~&rs f~6"thd~&-ggri~at~,~i~fi~it.ihalr

(D). Extfadi’dihary:C,’, F~ep~ir-’,i’~ ,,find

(1) Amodnts in the E-xtrao’fdinafy
Rel~air and Replacement"Reserve Fund
may be used to.pay:the costs,let making

’ major unanticipated-repairs ~hd’ replace-
ments to the System, which ¯individually
have cost or are reasonably exp&cted to,
cost in excess of $1,000:000 as~ deter-’
mined by th# Cqmmissioners.’ ’ -

(2) On and after the’ first, day- of’each
FiscalYear, the Finance Director may, by
Supplemental .Action, .transfer for the
Impro~/ement-and Extension Fund¯dot

. more than ’50%" in’.aggi’e~)at’e of the bal-
ance in this Fund en the first day vf such
Fiscal Year if, but.onlyff (i) in,the morlth of
such transfer the full’ amount of the
Extraordinary Repair and Replacement
Minimum Requirement for each prior
mor~th in’ the current Fiscal Year has been
credited td this Fund" and (ii) the amounts
of ai~ p#ior transfers’f#om,this Fund to-the

¯ Improvement and. Extension F.und hav~
been restored in full. - =. -

(3) The City shall-fix’rates and cha[ges
for-the services=,supplied‘ by the System’
sufficient.’to’ permit- it to me.et’.its obliga-
tions under.Section I~D.-: ; - . "

(E) Improvement and Extension
Fund.             "- ~ . ,     ,-, ."

Th~ Improvement and Extension F~Jnd
shall be used for improvements, enlarge-
ments, extensions or’betterment to the
System. - -     . ’: - : ",- .-

(F) Sut’plus Fund.- " " ,~..’- -. ~.
Amounts from time to time on hand in

the Surplus Fund may, at the option.of the
Commissioners, be used and applied’for

¯ any purposes related to the System for
which the funds and accounts were
established hereunder or for any other _,

lawful purpose of the System; prowded,
however, that,if and whenever there
should be-any i:Jeficit in the Operation¯and
Mainten&nce Fund or in any interest and
Redemptiod-’Fund ( ncludlng any Reserve
Accou~t.~,thereir~)-then transfers’ shall be
mad~,~ft:oTfi the Surplus Fund to,’.such
fundsiin,thi~ priority and ~drder nahied-in
Section 12-’to the e~tent ;of "any~such

deficit.      ’ "’~#:~’~:;�~: ’ ’ :"
’~." (G) Rate.Stabili~a’ti&r£’Fund~"" "~:’"
, ’=(-1 )" As.- L=sed :’in-’ttl’fis.’ Sedtiont:"PrioP,
Revenue;’me~ns a~y a~no~ts that.doasti-
tLIte’ Revenf~i~s, or Net-.Reveriue~."ai~d: held
under this Ordinance but only ~,th’e~i~xtent
that st~ch,!amounts rday’be--~ppliee~to any

, lawful .’phrl~dse’~of :the:’System’." "Prior.
Revenue’ "does not include"~nY; amoiJnts
held, hnder:this Ordinance that at,’the’.time
are re~t’r cted",in’app c’ati~ .to’ ’& specific
purposes, such as, ’ by "way’ of ’illustmtion~.
the application "dr amoiJnts"ir~ the:E~url~lus’
Fund in the’;e,~ent of a:deficit as provided.

~in the: pro~ision, toSection :13(F.1. "’ ’ .-
’-(2)’Th6 Commiss[oners~may creme a.

I fund ~desigr~ated ’,Water ~Sup!51~f’- S~stem
’ Rate. ¯Stab zatidn’- Fund--’(th~-’°’Rate

Stabilization~Fund"). No ani~iJ~t~si4all’ be’
desposited thereiri oi~ crddited"thereto.
except Prior Revenues and then ~nl.~’ if:

(i). such Pridr Reyenue is credited to
the Rate ’Stabiliz~tioh Fund in,the Fiscal
’Year in g~hich" it was-"recogr~ized,bY the ’,
C’ty as Net Revenue.     .dr ..... with n "90..Tdays’,,
after the end, dr, such"F~scal’.¥ear;’ "~.’
i (ii) ’the’ ~mount of,’su’ch Prror:Revenue
is .deductei:l":from .the an~ount- bf-’Net
Revehue recognized;ir~’suc.h Fiscal Year
for ~4 -purposes-of thi~’Ordinahce; and-~,

(iii) the ar~o~’nt, oil~t’i:lev~nue recog-.. "
nized in such Fiscal,Year at-!east meets

¯ the minimum applicabl~_’cqverage re.quire-
ments of -t.h.i~, Ordinarice..for,,.such Fiscal-
Ye~r..aft~’r~(i).is.uq,~.~le, di¢~{i~n a~d (ii)_all,, ’
prior ded~Jctjo~, s-._in:.~,e_s.pe~ct ’gf.;su.ch.. Fisca! ~
Year- pursuant-to tinis’.cla_d..se.~’-~’- ._,~ :~.-:"-4"

(3) "Amounts To.r];~epos t-:~invthe,-’ Rate:
Stabfll~at~oo~’_," Fu.n.,d.I m .ay.:,_be ~,taken.,-dnto_ :," ’
accoLIn.t ¯ with~., re,spec.t_~tq’.," ~.ny,~,’C.o. ye~’ag .e ? ’
’Dete~minatio’n~.~-.,V¢-..-. .~,-:~: ~-~,’~:_-~.-;~ -~..~" ~,~:~ .;

(4)" Whenever-arj~} Re_s.~i_rv~d’,~m.o. ~nt is’."~’
taken;:, into:~,~cc.o~Jot.,:fpr,,,,~ .n.~z.’Co~rage ..’
Deter~in.atio~n,r~ t.hen..;’ s,u.cl?.~ Re’s.e._rved
Amount sh~l.!~e.,ored, ted. tp:thet.~e.ce v
Fund =f,o.r, tf?e, :.F(~cal ~,Year,..fo~ .,which
Coverage Determina_tion~is made:,-, - -:
, (5) P.r[or£:to .-the ,transter,-.-of a~y-

Reserved A.mount to the Receiving Fund.,
such l~..served An!ount shall not be used
or a,p.l~i.le, d- to an,y purpose except pur-
suant .~.~,,.Section !6 and-:.th _on only, after,all

’ other r!,~,mou.n.ts .:~then.. in . the:. Rate
Stabili~:,~ion .Fu0d, have.been applied pur-
suant, t.~i,,~ection. 16:.,-.. ~. ~-, ~.

_(_6) A~ount~ .gn. deposit ’ie~ ~[~.e,. R&te
Stabi at. o~ t Fund:. othe~_thaa Res.,erye,d.
AmouDts may be,.applied-4o onyx:lawful
purpose ~f-the.,System,.~, ; ,’;;’, ..-~t
¯Section-14. Constr, uct’.mn.Fun_d,
(A) .There shall: be established .and

maintained a separate-depository fund.
designa=ted, the Construction ,Fund:. ,.The
City ma, y.des gnate’separate acc.o ,unts in.
the Construction,’ ,Fund:for, different~e~ies.,
of Securities for.. administratiye, p~rposes
and to better,.enable, the City too.comp.ly.,
with its tax covenants.la"Supplamental-."-
Actions regarding the exclusion from;-fedr
oral" income ta<ation....pf,.interest,-,on,
Securities. " -- " . - .,: -.--: -.-

(B’) Amou~:in the Con~{~u~’~’n’~F~nd,
shall be, applied solely ~n payment of the

¯ cost of repairs, extensions, ~nlargements.,
and improvements to the System and any
costs of engineering~ ~egai, bond:insur-
ance premiums, if any, and othe~ expens-
es iqcident thereto, to the financing there-
of.

(1) Payments ~f the co~t of repairs,
extensions, enlargements and improve-
ments to the System, eithei" on account or

,~otherwise, shall not be made urfless tide
registered ~en-gineer in charge 6f such.
work shall file with the Commissioners a
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with the plans and specihcat~ona therefor;
’ ’that it was done pursuant to and in accor--

dance with the contract therefor; that such
work is satisfactory; and that such work

: has not been previously paid fo’r. ’
(2) Payment of the cost of engir~eer~ng,

legal, financial, bond insurance premium,
etc., as provided in this Section shall be
made under, such prhcedures as estab.
IIshed by and upon-submission of a_ppro-
priate docu,rnentation to the Fman.ce
Director.¯ v ." - .. -,         ..-

(C) Any .une~pended’-balan~e
ing in the Constr~ct~on Fund.,may i~the
discretion of the Commissioners. be used
for meeting aqy,;R..~erve Requlreme~:gr
for further improvements,, enlarge.me.pie
and extensions to .fbeoSyst~m..i.f,,,~t the
time of such ,exper)diture,., such...use~4s.
approved By the Michigan Department
Treasury, if suc~ ,p~.r, misson,, is..~f~’~
require8 .by law..Ahy,,rem&ip pg~ba a~ce.’.
after such ’expenditure:shall, be paidlir~to,; ~
the-Interest,and R&de~pti~ E,,L~nd.e~ta~:.
lished {or tt~e Securities oi t~h.~.~R~
Lien giving, rise tto.:.such balance :for-,the
purpose of pur~ha~;~g S’e~ur ti&s of ~[~ch,
Pr or!ty at nob:mere than the fa
value thereof but not m~ie’than, t~e p~’ice.,
at which such. S&curities. m;~..’,-pext be
called for redemption, or used, for, the pur-
pose of-...calling,.~suc.h,.,,_Sec.urities .fo~’
redem.ption.,~Tbe.. C1 ,ty.=may p.~ov de --add -

’ un_ex ~P eno ed.-’.,balanpe,:,o~-em~inin~,’-bal:(;!

pmance uiredter, w~ich"~s~’~lJ,...’ndh~lff~’. ....
less, ’be subject-’,.,t~ .receipt; of, ,a Bond
CounseJ’s,(~p ni~_}_hat .~uch I~,~e.Js per-
mitted-by~.:.applicable.,law, and
adversely;affedt.~he, tax, exemp, t sta.tus.of
Outstanding SeCurities. ,-;, .’~ .....

(A) Amounts Jn,,,the.seve~al..fun.~s;
accounts an~J..’~subacbo~t~ e~t~b’llshe~’

. pursuant’,to ~[s_’-Or~in~nbe.s~al~ ~,kep,t.i~. :
on~ or m~re ~counts~se~pa(at;,’~.i~art.
from. alLother ~cco~n~,ofdhe,~ity, .and

the manner;aqd ~t..-tbe tLm.e.s, pr.o.y(,d..ed., in.,
t~is Ordin.ance.._;rL~ ;~ ...:,,;: ,.~..

:riB) A rno u n ts :,~J~t,dh e~,:,ln~ te rest,;.,a_n d,
¯ Redemption Fund ’for Securities of .the ’
s, ame Prioriii/’. of Lied, sh~lf,-be -kel~t~’~n
deposit With .one"hf.,ihe,:banks. or {rust’ ;
companies-.where -the ~in~i~l;.~of lend’:
interest on such Secu~:iti~s,~re payable.-

(C) The dep.~sitar~::~f..;al ,fu~d.s and
accounts~ except as otherwisespecifically
prodded for herein,..shall-be,those banks,
or trust companies,designate~l from time
to time as such by-th_e Finance Director.

Section "t6...P, riority,,of Funds...
(A)-if’amounts in the’Receivingl Fu~ld,

are insufficient to pro~ide for. the. c.urrent
requirements of,’the:.,Operation, arid
Maintenance’Fund a~d’.each,lnteresLand
Redemption F.und:(i.ncludjqg~t.heReserv~ ,
Account,, if.,.any,.;therein),,..~then any.
amounts or,securities-held in the Surplus
Fund, .the Improv.ement and Extension
Fund’and ’the-Extraordinary Repair and
Replacement ,,Reserve’. Fund sl~alt bet
credited, or -transferred first,.to, the
Operaten ~nd Maintenan~’e,,~.und and-_.;
second,, to.. the particular. Interest¯ and
Redemption Fun~]~,to:,the_extent.,of the
ins~ufficiency therein from th~ aforesaid
funds in the order lisIed .... -,

(B) ,ff any principal (and redemption
premium, if any)-of or, interest- on
Securities of the same Priority of L on’ or
any related Ancillary Ob~Jgaiions become
due (wheth.e_r on a .stated or scheduled
date, by reason of call for redemption or
otherwise}, and there are insufficient
amounts for the payment thereof in
tntarast and Redemption. Fund estab-
lished-for such Securities and’ Ancillary
Obligations after applying payments¯in the
Reserve Account, if any, establishe~ for
such Secunties, then-there shall be
applied to such payment amounts in each

of L~en, beg=nmng with the lowest Priority
of Lien and proceeding seriatim in
ascending order of Prionty of Lien, until
such payments are made =n full.

Section iT. Investments.           .
(A) Permitted ¯Investments. The

Permitted Investments for amounts held
under-this Ordinance. are. the Legal
Investments for such amounts subject to
the following:--- .~        ,- -,"         "

.(1) Investment of amounts-in, agy
Reserve Account shall be (i_rnited to ¯oblig-: ,
atlons bearing maturity dates-or s~bject to
redemption, .at the’.op.tion of the Holder
thereof, not ater%thaB,-ten.~i.eam,from the
d~te;of.the investme.~t,~ --, ..,. -’., ..

(2) Except as-otherwise.herei~ provid-
ed,..investments ..shall ..mature at such
t~mes as it .is_ estimated ,the ~unds there-
from ,.will ,be. required, but shall.be. I~mited
to obl gatioqs,bearin.g.maturity.-dates or
subject to ,redemption, at theoption of the
Hol~ler thereof,, not, ater. than .five..years .
from the ’date.of investm~lts; ,., .--.~, ,:.,-.,.:-,.

(3), A Supplemental. Action’ rday, pro~-
vide ~or limitations.in a_ddition, to. or in-lieu ,
of’ the,- above,, -limitat=ens...,on :~ Legal
Investmer~t~ or may eliminate any of such
limitations¯ ~; ..., :,, :~- . : .    ,’.

(4) Notwithstanding paragraph’ (3), no
Permitted Investments for.t.he defeas~nce
of particular Securities ma.y.:bescbanged.
without confirmation from, each ~ating
Agency that such-change Will .no,L,r~deqe
the rating, of such Secunbes. ’ ,--~:. ,

(B) Whom He/~ To theextent requireo.
by Act 94, securities representing invest-
me~ts made qnder, this Ord~nance,~hall
be kept on,deposit with the hankor trust’
compa.ny ~av ~g ~ del~e~i~t, th.~-fu.n’d or~
funds or,-acoounts-from whch.the.pur-
chase’wasmade. "..." :.’:~.~.~ .... ~,,

(C). Disposition "~oer~fit and
(1),.._ ,P,,rofit~. r.~.~li~e~ ,...p ~ .i n.t e,r.e,~..t i~in~o~’

eameG,on, inv.estment:=of ~moun~s ~n ~the~
Receiving i~L~nd;’.’. Op~r~tio~d~..~l~..Main..~j
tenan~e c’ Fund,~;,.a~y:’,;.,’~lr~t.e.r~st,~::.’. and
Redemption Fund-(incl,cling
Account, ff anyr:~ereini~ th~ ~x~ra~’din~ry/,

and ]~;rove~enL ~nd,~~e~si~; Fund
shall be;’credited t~:~h~-Rece’Jvir}g.~:~nd

12). P~fi’t’ r~al~e~ "o~’~r~e~e~t
investments of..funds.j’~ .the. Chn~tr.u~tion
Fund relat-ing;.to any. series;of Se~rities.
and any’.. Rede’mp~fion Ac~ount’ (including
any Reserve...A~-.count. or ,~ubaccount.
established !or-an~ Securities).sha be
credited as r, eceived to>the .funds¯ from
which such investment~ were-made;
vided, howe’ver, that. profit realiz~d..o~.
interest earned on the Constructioh Fund~
relating.to any series of Securities.~ma.y, if
permitted by law,..be .credited to the
Receiving Fund,at., the option,.,o~ the
Commissioners :,.

(D).’.Valuation. . ,     ~" : "~"
(,1)_. Inve~tments credited to" any

Reserve Account shall be valued at lea~t
a.nnu .ally.on each January’!-, unless other-
w=se .specified in the Supplemental Action
providing for the issuance of such

¯ Securities, at_ the market value thereof,
and the City sh~fl withdmw any exce~s
immediataly, and,. in the event¯ of.a~,defici.t, ¯
budget such additional~"del~sits at the.
beginning, of_the next- succeeding. Fiscal
Year-in an amount necessary.to, maintain
each Reserve Account_ at. its..Rese~e
Requirement. -

(2) Investments in the. Extraordinary..
Repair and Replacement Reserve’ Fund
shall be valued at least.hnnually on each
July 1 at the cost thereof..

Section_:18. Covenants.
The City covenants and represents with

the Holders of all Securities from’ time to
time Outstanding that s~ !~ng as any
Securities remain .Outstandng,. as fol-
lows:

(A) Ownership and Auth~’it.v.
¯ City is the la,wfu owner of the System; the

System is free from any and all liens and
.encumbrances and the City has-good

pledge and Pledged Assets as herein
encumbered and pledged.

(B) Maintenance and Operation of
System.

¯ (1) The City will, through its Commis-
sioners, or such successor board or body
as may hereafter be iegally Char e ’ "
t ’              . _    g .d.w~thhe duty~of the operation of the System
maintain the System in good repair and
working ord6r and will operate ’It efficient-
ly and ¯will faithful!y .and punctually per-
form all duties with reference to the.
Syste~ requ red.b.y t.he Con~stJtuti~ and-
laws of the State, including, the making
a.nd-c~llect ng, pf?sufficient rat~s, for ser-
vices rendered.’by.-the Syst~m,.and the
score, gallon and- application¯ of t~e-.rav-
enues of the System ,in, the.m~ner.-’pro.
vided in th~s Ordinance..-’: .,., ’e.-,,~ -

~l n.e~d ~nd Hr.oper repairs, .replace. "
ment~,~addittons,.a~.d bette~r~ents, to the
S.ys, te.~ ,.sq tt~at’, the~.-System .may,,~t ’ all,
limes .be, oper~tad properly a~d advanta4
geo~s{£~ and.when~r a~y portion el"the
Syster~. shall, hav~.,be,fin_ worn ~out,
destroyed or b~eqome obshl~te,.inefficient
or otherwige ut~fit for.use,¯the City wi pro-
cure and install’ substitutes of at ,ieast
equal utility and efficiency so that the’

.value’ned: effici~nc.y .of:t ~ ,e.System,.shail.atall.tii.’p, e~.b’e.’fuli~mant~i-d~: ~:;/: ¯.

maintain ~nd:keep proper, books~d~,,r~coi,d:
and ..acco.unt sep.atate.’.fro[n, all ~-other
records, o.and - accounts i~-, which~.,sha~Ll~e
made full and,correct entries,of all’ trar~_s-,
actions re at no.to the .System ~and .the,
City will also cause an annual audit-:~of
such books and record.s, for the p_rec~’di~g
FisCal Ye~t’~’,to be rn’ad~ by ,an. ~c~L~t~nt
who shall-cor~me’nt on~-t~eq~ann’er
which ~he Ci~. ha.s c.e~p.[i~d .~’ithi.~e
requirar~ents ot~ this-Or, die,nee. Tl~g,,Ci~,
w . rnake,;,su~b.=au~i~.~’,~a~;;~ ~5 & ~t5 ~1~~.
Holder of any Secunty upon_.re.quesL

will- ndt~s~l~:,lea~e ~or,: di.s~’~5i..ihe
System ~o_r~,.an~
until all Ouis~a.~din, g Secu~:ities
paid ir~ full ~.~ io botff ~5.._rin,~’a,.:~;(,i,~~jp,t.~,2’ ’

" ’-- ,:’ "r~ "    ,~ ’ "-

[rued.to prq.hlbjt, tb.e d sp..osit off;’_or l~ase
of any p~operty-comprising part,of
System. w,hic.b is no, Jo.r)ger necessary,
appropriate;required for.,the usa.of, or
profitable to the SystarG}.or.i,wh!ch is no
longer necessary to¯the proper-o.pemtion

¯ and maintenance thereof, or which may
be ’sold.and |ff~sed back to tl’je:-,~xt~nt
such arrangement is permitted,by;.law,..

(2),, Paragraph (.$) shall ’not be, con-
.strued. to. authorize or permit the sate,
lease or,disposition of any substantial part
of th~ System.           ’

(3)~_ The City may at all time;"i~ its dis-
cretion alter, repair or .replace. a_n~. b~ ld-
ings or structures,..make any. ¢.hange in
the local!on of its water mains,.., pip.as,
water supply tunt~els, aqueducts, pump-
ing stations, and appurtehances thereto,
and on, buildings or structures therefor as
the Commissioners.determine necessary
for the System. ¯ -’

C ~ ’:’ : ’(4) The ty wil,acquire ~nd.construct
all extensions,, enlargements, .and ..
improvements to the System Pj;Oml~tly, in
accordance with the plans therefor.~. ’.¯

(E) No Competition. The C,i.ty will not’,
an.d will not to the exterlt permitted.by law,,
permit others to operate a water suppl~
system that will compete with,the System.

IF) Tax Exemption of Seeuritieso The
City will take all action and refrain frorfi
any actioh as is necessary, including pay-
ing any rebates to .the United States gov-
ernment that r~ay be required by the
Code so as not to impair the tax exemp-
tion of the interest on Securities issued as
tax-exempt Securities from general feder-
al and State of Michigan income taxation.

Section 19. Trustee.
(A) Requirement to. Maintain. The
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~,nce with all of the requirements, duties
and’ obligations of the City with respect to
the System and the Securities and to per-
term such other duties as may be provid-
ed in s Supplemental Action; provided
that no such additional duties shall be
imposed on an existing Trustee without ~ts
consent, U.S.¯Bank National Association
is hereb~ appointed as Trt~stee.,,The
Financial .Director,~s. authorized to select
and appoint any s~Jccessor bank or trust
compa,n.y to pederm the duties~.~of.,the
Trustee, .-, ..~, . ,> ~. ,, ’ . .~.,,

,(B) Resignation, of .Trustee. T~e
Trustee may.~esign, by gi~g not less than
60.days’ w~i~en, noticm~ the Ci~. sp~ci~-
ing the.date when ~uch resignatioq shall
take effectS,and such resjgaation,,sh&ll
take effect upon the date .specifie#.in s~h,
notid& provided a successor,trustee.’has
been appointed, unless.previously.a.suc-
cessor sh~ll have bebn appdiated,,.as Rro-
vided in, subsection, (~). below, ,,in’ which
event .such ~es~gaation sh~l-~e effect_
immediatelyLon th#. appp~nt~nt’ ~nd ’
acceptance of. such .suc~essor,~p[ovided ,
fu~her that i1 ~ successortrustee sh#ll not
have ,been appointed the ~Xustee may
petition a Feud.of compe~ent.junsd~ct~on
to appoint a successor trustee¯ ~ "7.,~

(C) Removal of Trustee. T~e Truste~ .
shall be removed ~a~ t~me by an i~stru-

merit or concur~ent-instru~#~t~ i~ writing,
filed with the Trustee and ~the Ci~, and
.signed by the,.Nol~e~s~f a ~ajori~ in
principal amo~4t,r~ft~e, outstanding
Secur ~ie~. I~&d#ition ~lo£g as no#v#nt
of default exists under the Ordinance the
City, upon 6d ~~ n6t~to the Srustee .
shall ha~ {he ’rig6t ~ ~m~-the’~Truste~.
by-~n ~tr~t O. ~rting ~il~d w~h.,th~--
Truste~,, :~b~, "’-, "~:~c,~" -7,,.’;, . ~ "~.
. (D), ~pRpi~tment of.and Transfer ~o

Successor ¯Trustee, :If, the ~r~ste~ ~s~all.
rffsi~n or-sball"b~,"re~,g~d~-dr.~b’~lh

" beco~e.’,i~a~le~f a~i~~, or ~sball-b~
a~j~ b~n~pt~,i~lve~,,~or~’,i~ a ~

. r~c~i~e ~’,-li~ ~r ,~s~Va~o ~,’~the~
Tru~te~ .~.o~,~, i~’~~erty, ; s~ll. be:

ta~e c~a~ge:b ~:~ir~( of the ~rbFte~, 5r of .;
its pro~ff~,:~ successoF~be
app6 nted-6~,the ~ot~er~ of ~,~ajor ~ of.,
aggre~’a~ p~ncip~ a~ou~ of S~ur’ti~s~,
then outstand ng, ,in,~the~ case, of
by the H~lde~s; or.~’~e:Cit~, ih ,t~.~ase.,
of rem~v~’~b.ythe C~, ~y aninstrUment or
cd~curr~ inst(~meats in writing ~f such
Holders~ p~ov~e~ b~ever, that in ~¯case.
of-such vacanc~,,th~ :Finance Director
shall fo~hw~ appoint &Trustee, provided
5o event, of deta~t ,#xists, und#~’.,the
Ordinance, to.fill such,vacancy unless and
until a s~ccessor Truste~:~all be appoint-
ed by .~he Bondholders. At..any ~me, ~he
Trustee ~ay substi~t~ any &ffiliate, sub-
sidiary, or successor..in interest a~er a
merger er consolidation in any and.
capacities t6 which it is appointed h~re-
under as .ong as ~he’enti~ sp substituted-
is qualified to accept such appointment
pursuant to" all applicable statutory and
regulato~ requirements, and any require-
ments contained in this.Ordinance. The~
rights, duties and substitution of the.
Trustee ~hall be., governffd by, and
strued in accordance with-the laws of ~he
State. If the Trustee substitutes a~,affili~te
or subpidia~ as Trustee or c6nsolidmes~
merges or.conve~s.into,,Orr.transfers,all or~
substantially all of its corp6~ate tru~t,busi- .
hess to,.another corporation or other enti-
~ entitled to conduct ,said trusteeSusi:
ness under applicable IKw, the successor
without #ny fudb~r act shall be:tbe suc-
cessor of t~e.~rus~ee hereunder, without
th~ execution or filing of any paper or any
further act on the pa~ of any of the parties

’ hereto, an~h ~g to thec6nt~ary contain~d
herein no~ithstandi~g.

Any successor Trustee shall be a trust
company or bank in good standing, within
the State, acceptable to th~ Finance
Director, provided no event of default
exists, and having total reoorted capital

be such,an institution wilhng, qualified and
able to. accept the_ trust, upon rea~onab!e
and customary terms.

Any successor Trustee appointed here-
under shall execute and d.eliver to its pre-
decessor and the City an instrument in
writing accepting such appointment and
thereupon sh_a.ll, becom.e, fully vested,~!th
all the powers and duties under0t.h!s.
Ordinance. Th.e Trustee .if it ceases to act
as Trustee, shall execute,~_ac.know!edge

’and, deliver such’,,instrurhe~ts,,of,,con-
veyance" an~[’ ,fu~be~.’,as~ur,~c~. ~d
sucl~ other things ~s,,rn&y r~a’s~na.bl~" be

¯ required’for ¯more fully, and,,ce~tain!y vest-"
ing and confirmi~g’.-ih
Trustee all the t~usts, .p~we~~’~,~. ~ duties
unclear this Ordinance ,anr~-~n~ property
h~ d by t un..d,.er th, is,Oi:din~;n..c.~ ~nd s,hall,
affe~,all ,ar~ounts ow ng to the.Trustee
have ¯been,paid n :full ,pay oyer, .assign.,
and del~~e~" t6 the" ~.~e~sor,’:’Tnlstee ’any

tie n s; j) ft,f h~."Cit~’fh era ~ed er~;6 f’~h d e’[~h y-7--!

Secudtyholders to the,Trustee, for such.
costs and:,e.xpens~s~,.sh,all b~ pai,~,.by the
Cii~ toi-the,.~r, ustee or-. such-~Securi.ty-.

the. first:ila~t~’ce~ fr‘o~’-the, Net

makir~g- the ~,,ti~&Elsfer~’ and ~Ieposit~
requ re~" by-’S e.’ctio~:’,l 2 .t~ el. Interest, and
Redemp.t.oO.,:ri,.Fu,nds ,.?, (including ,, the
Fieserve-Acco,,unt, if spy, therein), ,and, to
the e,xterlt,,th, .a!’,s.u.ff .c.en.! a.mou~t,s ’a~’e not
available-,.-f~orm, the,.Revenues ,,therefor

-~(.F) Advance, ment~,~o~,~. Costs ,’
~’p. en~ses. ’ln t~e e~ti,},’that’gen’e?,~l’funds

annum-,.)#o,m,~the n,fi~st.z .N, et., Rey..e.nue, s,

Interest’~,nd R~de*r~¢ti6~ .F~rtds.i)nbi~ding
the ~Resff~,ve’..AccoLm{,’-i~ ’anyi; ~h,eri~i6,}
( ) p’a~i"n~ the"f’rust~or,S~curit~ho.lders’
as provided iq,su’6~ti’~n i6)," , J,..

(G)~,Reiianc’e of.,Trustee;:Standaid of
Care~-Th~ TrL~stee,’~i~-.~uthorized,to:.act in
reliance upon the"sufficie~cies, correct-
ness,, g.enuin~ness, or validity .of-- any
i~strument or document’ or-other writing
submitted to it hereunder ’and shall have
no liability with respect tm said matters.
The Trustee shall no..~,be liable, for any
error in judgment o~’.an~ct ~on’e or omit-
ted by t in.good fa t~.. I.~the event¯of .any

¯ dispute, or.question arising hereunder the
Trustee. shall.not;be,liable it it acts or takes
no action in ~,ccorda.nce ,.with the opinion

, of’its legal counsel:¯ -    -,
(H) .indemnification of Trustee. In the

event the require~ percentage of
Securityholders shall direct the Trustee ,in
,writing to exercise one or more of the
remedies specified in this Ordinance or in
Act 94 the Trustee s~hall_,b.~, under no
ob!igation to proceed to enforce or compel
the performance of the,duties and obliga-
tions of the City¯ under this Ordinance
unless and until, the NoJders shall have
reasonably indemnified the Trustee for all
estimated costs and.expenses in the exer;--
cise of said remedies, including neces-
sary attor.neys’ fees.

Section 20, Additional Securities;
(A) Limitatio~ts on Indebtedness.
The City shall’ r~ot incur any obligations

p~yable from Pledged Assets except for
Secured Obligations, and¯no obligations
of the City shall be secured by ~ lien on
Pledged Ass .ets except as provi, ded i,n this
Ordinance.

(B) Issuance of Securities.
(1) Limitations 9n Issuance. -

Section 20. Ancillary Obhgations and
related Ancillary Obligation Fees and
Expenses may be Incurred In respect of
such Securities ~nd shall be.secured and
payable as elsewhere provided in this
Ordinance¯

(b)’ Oth~r limit~tion~’~r~the issuance of
Securities ~ may be.’ &dded by".Sbpple-
mental Action. ’ ’" ’ ’ ....

~2l .Coverage,’ Req[l~"e~’ent~. ’:T~’e-,
coverage reRu rment~ fdr’detern~ining the
Required Combined Coverage under th~s
Section are the following perdenta#es~"’
Priorl~ of Securitie~ ;t. ~."~
Senior Lien "Bonds~ :’.:.~.: : ~ :...£.: :.. :120% ..,
Second Lien Bonds ................ :’....110 ~’o. .

SRF Jun or;L en Bonds .-:
¯ P, ripr. t.ei ?,er -con~urre.ntly .. ~ th’;’th~

iss.uanee o.f.,a ,priority. ,pL Secur tes, not
enumerated,_~bove,. ~is subsectiqp,,shall
be amended to~p.revide for, the-cov, erage
’perce’ntage..for,~J’cb Pr, ioi:it~’ oLSecdi:ities,
but in n,o,c~e-sha!t,suc6 ~6v,,erag~’pe’r-
centa.~ge.~e less tlia~100. S~ich amend-
men~ shall:.not req~jr~,-~."~o~n~’,e~t.,of
Holders of any_ S__ecurities. " ’

(3) .Refunding. Securities. If anyIRefunding Securities are to,be issued to,
refund .Securities to be Refunded, thel
Aqnual Debt.Service to be used for_ deter-,
mining.t.he, Required~Cpmbined.Cpverage
shall ’b~ the ,Ann’uaI.De~t Service on"the:
Refuhding Sec~:iti~s a;qd-not-the AnnLlaF
Debt ,Service on ..the ’Secud(ies..t6 be~
Refunded.¯.,~,, -..., - . .:, .-" ’.,.

(C) "Ne~ MotJey" and R~funding.
(!) General’,’Authori~. ,The-City may,

iesue Ad~itisnal Securities of any’P.riority,
of Lien. for~e.,p,~ir~,, exteh~ions, enlarge-i
ments, ’~n~ !rrit~r.oye.ments to t.he System’
(~ncluding .repaying amounts-,withdrawni
from t.he ..E.xtraord.i.n, ary,:.Repai.r.,; and
Re, pla~e,rne~’t Reserve,, Fu’nd),. ref~ndihg
all or a part.of ahy O’dt~tanding se~:urities.
aqd - paying ~,i!h...e,..~o.,s_t.s~, .q,f-~ issuin~"~ch~"
Ad~d. it] onal.’:S ~.~.~.riti,e. ,s,: i ,nclu .d!n~.,,del~ osi{.s,,
if,an.y,, to Be .m~..d~ t~.~.qy Rese .~.eiAccount
estab ~hed.or. to be, establis~.~d f£r. such
Additional., ."~ .~e c .~r~t[~s. _,~ 6 I’,:"; a~ y’~-

C6m6ined C~v~r~ge
Project, Neb,Revenues ;-Test’.contained ’in"

¯ subsectio~,-C.(2i~;bel6w~i’.~:,the ,Historical
Ne.t. Re~er{ues Tes.t c,o.n,taine_’d !~ subse,c-’
tionoC(3) bale.w,. Tl~e:de.te~,m.!nation in a
Supp emental’, Adtion the, t- the,re will. be,
Require~ .Com.bi,ned Coverage upon the
issuance, of .such "AdditionalSecurities
shall be conclusiye. " ¯ .    ,,- _
" (2) Projecte,,d. Net Revenue#. Test. For
purposes of,, determir~ing the. Required
Coverage Reqdirement, the’nuraerator is
the proje~:ted Net R, ev~nues of the
System for the.. then. current or the next
succeeding. Fissal..Year,-and the denomi-,
nator is the, maximum cerhposite.Annuaf
Debt Service in any., Fiscal Year ca
Outstanding Securities and the Additional
Securities to be issued.

(i) Projected Net Re~en~es may
include 100% o~,the estimated increase in
Net Revenues to accrue as a result of thin
acquisitiod of the. rep&ii’s, extensions,
enlargements and-improvements to ’the
System to, be, paid. for in whole or in part
from the proceeds’ of the Additional
Securities ....... -

(if) In proje~ti~,~.~Net Reve,nu~s, the
City shall.engage¯the services of and be.
guided by. a consultant of riational reputa-
tion for advising ..municipalities witl~
respect to, setting rates and charging .for,
the use of’water supply systems.    ,

(3) Historical Net, Revenues Test. For
purposes of determining the Req6ired
Coverage ’Requirerderit, the numerator
the actual Net Revenues of the’System for
the immediately preceding audited Fiscal
Year’and the denominator is the maxi-"
mum composite Annual Debt Servide in
any future’Fiscal Year on Outstanding
Securities and.the Additional Securities to .
be issued.

(I Instead of the immediately ereced-
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than-sixteen months prior to the date of
dehvery of such Additional Securities.

(ii) If any change ~n the rates, fees and
charges of the System has been autho-
rized at or prior to the date of sale of such
Additional Securities, the Net Revenues
for the particular preceding .FIscat’,Year
shall be augmented by an amount reflect-

. ing the effect of such change had the
System’s billidgs during such Fiscal Year
been at.the increased rates.        -

(iii) Net Rev, enues for. tl~e par~ul~r’
preceding audited Fiscal Year’~iso may be
augmented by 100%’of the estimated ~
increase in Net Revenues to accrue as a ’
result of-the acquisition .of the ,[.epairs,
extensions, enl’argements and i~prove-.I
men~ to the 3ystem to be paid for ’in]
whole ~r in pa~t from the proceed~ ~f such
Additional Securities,and 100% df :anyi
a~quisitior],--e~-te~sior~", or4.~c~r~ection, J
Which was mad~,~b.~e.qu~i~t’to t’he end 6f /
thb::,~aCtic~lar preceding,,al:J~litad:~Fisc~.l,.~
y~z~-.;.~--;..,.:~:n;’~,%?:~,~,,,:-’..~:-:~:~..",;

(iv) With res~p~ct-to aL~gmentatipn of
Ne.t R~venues,.th~ Cit~.shall,engagb..the .
services of.and receiving’the cerflflcat~ of ’,
a consultant" of ’na{ional rep’uta~tion fo~
advising municipalities,with respect to set-
ting.ratas and charges fo’~’-the use of w&tar’
supply systems regarding the existence.of¯
such cond~tion~’~.~ .’-" .., " ~;’-~: ,.- ,.’, - :.,

(v) Aud ted-"~ hancia "statam~nts ,~ay
be re ed ul?o~ f no &ugmehi~.tion of Net
Revenues Is required.- --. ,, ~: ,..: . ..

(D) Debt.SerVid~ .Reddctio~,.--. .An
Additional Meahs, of’Refunding. "

The..City. may, issue ,Additional
Secur t es of ~’ny, Pr or ty ,of ~ien witho’ut
regard to,Section 20C for"r.~.f,undi0g all or
part of .Securities th~,~.’Outstan~ing and
paying.,costs of .i§~uir~g the-.Refundihg
Securities, includin~,.depo~its whiqh may
h~ade to’an~’-’B~e~ve: A~oun~.,estab-

" lisbed o’~,’;:to.q~e~.~.s~t~’blishe~ .:f~.’; ~uc.h,.
Addit~o~al;’i’,~ec~ntie~.",, or..;;,any.=.: oih~r

(1}~:th~° cb~’bine~ An~l D~bt,S.er~ice,’
coming dd&’ ih the duF~’5~~ Ei~bal~Ye,.a,r,and
each~ FiscaLYea~. ,~h~r. ’~ntil :m~turity
on.(A) tb~ ’Additoha! S~curities.and (B)

- g v ng effect .’ t~ ..the’; ~’efu~’din~, ,
Outstanding .,’un,r$(dnd~,LS~Eurities ’of
equal and.hjgh,.e.r Pr, iorit~’5,f.~.L.ie.n.’ !s:!,e.ss
than    ",- . .." . .,., ~ ,o" .    ,
-. (2) the combined ’,~nr~uai Del~t Service
corn ng due n the chrren.t F, iscal Year and
each FiscaLYear thereafter until maturity
on aEsecurities of an e~lual and higher
Priority of Lien., without givin, g effect to t.he
refunding.

Section 21. Defe=~sanca.
(A) A Security. is "defeased" for pur-

poses of this Ordinance if:      ,~ .
(1) there has been deposited in t(ust

sufficient cash and Permitted Investments
constituting Government Obligations, not
callable by.the issuer, the principal of and
interest on which mature at the times and
in the .amounts, without the reinvestment

¯ thereof, necessa~ to pay principal of and
interest on such Security to its maturity,
or, if called for redemption, to the date
fixed, for redemption, together with the

.amount of the, redemption premium, if
any; provided, however, that the sufficien-
cy o~. the deposit to effectuate,the defea-
sance of a Security shall have bffen veri.-
fled by a nationally recognized.accounting

fir~) if such-~ecurity i~to ~’~ redeemed
prior to maturity, irrevocable instructions
have been given to the Transfer Agent to
call such Security for redemption; and

(3) Nothing in this subsection (A) shall
affect any lien securing Ancillary
Obligations except as,:provided in the
&greement with the obligee 5f such
Ancillary Obfigations.

(B) A Supplemental’:,~ction ’~’roviding
for the issuance of Securities may:

(1) provide- different means
defeasing such Securities, and such
means may be in addition to ,or in lieu of
the means set forth in subsection

(2) provide for the Legal investments
that. are Permitted Investmerltg for the
defeasance, of such Securities, but no
such Permitted Investments may there-
after be changed except as provided in
Section 18; and

(3) provide for the consequi~nces’ of
such Securities being defeased. "

¯ (C) Except as otherw §e prm, ided in a
Supplemental Action: , ;~.       .

(1) th~ Legal. Investm~nt~t~~i~th~
defeasance of such’ Securitie~"a~’e the
Permitted. investments th’erefor;,and ,’., ~

(2)...the statutory li~h h~reirL~:~ferr~d to
in "Section 5 shall be’ terminated., with
resl~ect:~t~ "defe,~sed Se~u’rities, ’t~e-,
Holders of such defeased’Securities shall
ha~e’ ~-~o.. further rigl~ts under:,ith s
Ordii][z’~,~’.exce’~t for p~v~ne~t frb~n
deposited funds and, r~gi~rht~ofi~’and I
replacement of such ~urit~s,, ~d.’such
Sebur~es shall no’ IcY’get be considered ’
to be Outstanding under this Ordinahce, ,

Section 22. Amendments; C~n~em
of Securi~holders ....
. (A) Amendment without Cons~nL ,,,

(1.) This Or~in@nde may. be amended
or supplem~ntad from time to time by.Act
of Oou(cil!ot Supplem~n~l Action without.
con~ent of the Holders o~ S~cur t es;..,

(a) To issue S~curities of any priori~
(b). ,To ~dd to.t~e~5~t~ and’~gre~-

ments of the Ci~ in t~is Ordinance con-
tained, other covenants .ahd-agree~en~
thereafter to b~ ’~bserved ~r.te surrender
restrict ~r limit any rigbLor power rese~ed
to or conferred upon th~’,.qi~ (ihclud)hg
but not ,limited th,;th~ ~i~bt_ to issue
Securities ~r .inc~(~h~’ .~Secured.

(c) To.make such’prb~y[si~=~ [~r
pose of curing "any a~big~i~,
correcting or’supplementing any ~bfective
provisions ~ofita 5e~ n~th s O}d n~#he or
n regard to ma~ers-or..~uest=ons ansmg ~

Ordinance~ i~ ’a@ r~’~t Witk-r~ard; t~
Secur t es,of coo o~ too’(6 Pri~ t~s.of ~ieq’
so Iong¯&s such amendmeht does,
~aterially adder~ly’affeht th~ Holder~..of
Outstanding Securities~,.,. ~.’...,-., - ".

(2) Nb Hqide~: df S~cbritje~" of~ a
Priori~ of Lien shall be ¯"materially
adversely affected" for the purposes of
this Ordinance by the. change of any cov-
erage percentage, established, for
Securities of any other Priori~ of’ Lien,
and no amendment of or supplement to
this Ordinance that provides for qr facili-
tates the issuance of Securities or incurs
other Secured Obligations of, in eitEer
case, of any Priori~ of Lien ’shall "materi-
all~ adversely ~ffect" ~he. ~olders of
Securities of any other priori~.of Lien for
the purposes of this Ordinance so Ion~ as
such amendment does not change any
coverage percentage estabfished for such
Priori~ of Lien or is not an amendment
that requires the consent of the Holder of
.such Securi~ unde~ Section ~B(i), or (ii):

(B) Amendments-With Consent.
(1) With the con~enbof the Holder’ of

not less than 51~/o in p~in~i~a{, amount’of
Securities then Outstanding affected
thereby, the. Ci~ may from time to time
and at any time amend th ~ .Drd nanc~Jn
any manner by Act of Council; provided,"
that no such amendmeEt shall:, _ . . ,

(i) ’reduce the aforesaid percentage of
Holdersof Sec~itie~ reqdired to congent
to an amendment to this Ordinance with-
out the consent of the Rolders of all
Securities then Outstanding, oi

(ii) without the consent of the Holder ~f
each Secufi~ affected thereby:.

(a) extend the fixed mat~ri~ pf such
Securi~ or reduce the rate of interest
the(con or e~end the time of payment of
interest, or reduce the amount of the prin-
cipa~ or redemption premium thereof, or

any premtum payable on the redemption
thereof, or          "

(b) change the Prionbj of Lien of suc~
Security or deprive such Holder of the.
right to .payment of such Security from
Pledged Assets.

(2) It shall not be necessary for the
.consent of the Si~cufityholders under this
Sechon-to,apl~rove .the particular form of
any proposed A~t of Council bu.t it shal! be
sufficient if such consent shall appro~,e
the substance thereof. The consent of the
Holder of a Security shall bind ~11 Holders
of any Security for which suck Security
was the predecessor,.. ’-, .

(~) ’F~r the purpose of acquiring con:
sent for the’purposes bf this Sectlon,~the
consent of,~a ~Securityholder.~,cqubi~g-a ,.~
Security ; irL~’an.,off~ri~g...-remart~’~fi_r~g
which:the ~ffed~g or re~’~rketin~"~iT.~di~r- I
or^dth~r, disclosU t~’ ~d,~c"d~fier~p’ ferry
closed :the.te~ms of.such ,am, endment or,
supplerfient shall be considered obtained
as Jr..such" consents were beih, g:~olicited
under this Section, ’but no acti~at con~ent ’
shall be required, and no more than .hne
such disclosure shall be requi’red..- ¯

(4) Promptly after a’n Act..of .Council
amending this Ordin&nce pursuaht to th=s
Section has. obtained t_he-requisite con-
sent, the Finance Dira~tor shall cause the
Tran_~fer Agent_to noti~, by’mail, at their
addresses shown in.the Registry, o~by
publication, Holders of all Outstanding
Securities.affected by such amendm,ent,
of the general,tertns of.the substance of
such Actbf Council. Filing notice pursuant
to the continui,ng ’disdlosure agreement in
respectof such S~urities shall constitute
sufficient notice.for.the purpose~ of this
subse~tioh~: ": ..... " .... "-    "

(5) No, a.men..d.ment..may
under thi~ Sec{io~’-22(B) which a~fects the
.rights. of."tt~#,.~i~surer, ~r ~obligee, of a
Fin&nci~l ,F&~ili~_ or: c’ou’nte_rpart~i .to’ a
Hedge :~ith6u|;its"~’~ns~{. ’:’ ,,.’,~,

provisi~’~’bf, tihi~ Ofdin.ar~c~5’~.ll,b’e.,~h’e d ,
invalid .the ii~valEti.ty bf~u~hkectibh !5~ra-.
grapl3, clause or prov~s,o~ sliali not affei~t
any other provikio.n,of.th ~ .Ord na~de;’~,

(B)-C~pti’on.s ~f- ~cti~’ns~n~: ’l~ra~ "
graphs of this (hrdinanc~,are~f~rni~hed’for
the cbnvenience of ref~r~;nbe’hnly ~n~ are
not pa~’hf, thisXOrdinahc~:~;. ’.

Section, 24. _P, ublication arid
Recordation.

This Ordinance shall be-published in
full in the Detroit Legal News, a news-
paper of general circulation in. the City
qualified under State law to publish le’gal
notices, promptly after its adoption....
, Section 25. Effective Date..

This Ordinance shall be effective imme-
diately.
Approved as to iorm:

Adopted as follows:
Yeas ~ Council Members Bates, S.

Cockrel, Collins, Tinsley-Talabi, and
President Pro Tern. K. Cockrel, Jr. ~ 5.

Nays -- Council Members McPhail,
and Watson --2. .

*WAIVER OF ~IECONSIDERATION
(No..1), per/~stio~efore Adjournment, ,

Title to the Ordinance was confirmed.
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