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COLEMAN A. YOUNG
MuNICIPAL CENTER, SUITE 1100
DETROIT, MICHIGAN 48226

CITY OF DETROIT PHONE 3132241962
OFFICE OF THE CHIEF FINANCIAL OFFICER FAX 313662802717

June 17, 2015

The City of Detroit
Honorable Mayor Michael Duggan and
The Honorable City Council

The management and staff of the Office of the Chief Financial Officer are pleased to submit the City of Detroit’s
Comprehensive Annual Financial Report (CAFR) for the fiscal year ended June 30, 2014 along with the
Independent Auditors’ Report. This report is prepared for the purpose of disclosing the City’s financial condition to
its residents, elected officials, and other interested parties.

INTRODUCTION TO THE REPORT

Responsibility

The Office of the Chief Financial Officer prepares the City’s CAFR and is responsible for both, the accuracy of the
data and the completeness and fairness of the presentation, including all disclosures. We believe the data presented
is accurate in all material aspects, that it is presented in a manner designed to fairly set forth the financial position
and results of operations of the City’s primary government and component units for which it is financially
accountable and that the disclosures necessary to enable the reader to gain an understanding of the City’s financial
affairs have been included.

Adherence to Generally Accepted Accounting Principles (GAAP)

GAAP requires that management provide a narrative introduction, overview, and analysis to accompany the basic
financial statements in the form of Management’s Discussion and Analysis (MD&A). This letter of transmittal is
designed to complement the MD&A and should be read in conjunction with it. The City’s MD&A can be found
immediately following the report of independent auditors.

Independent Audit

All local units of government within the State of Michigan must comply with the Uniform Budgeting and
Accounting Act, Public Act 2 of 1968, as amended, which requires an annual audit of the financial records and
transactions of the City by independent certified public accountants. The primary purpose of the auditing
requirements of this act is to maintain the confidence of all interested parties in the integrity of the record keeping
and financial reporting of local units of government.

PROFILE OF THE GOVERNMENT

Background and Overviews

Detroit is the largest city in the state of Michigan and is the seat of Wayne County. The City covers approximately
140 square miles and accounts for nearly half of the population of Wayne County. The City is internationally
known for automotive manufacturing and trade. Detroit is located on an international waterway, which is linked via
the St. Lawrence Seaway to seaports around the world. The City was incorporated in 1806, and is a home rule city
under State law. The organizational structure of the City is as follows:
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Emergency Management

In February 2013, a financial review team appointed by the Governor of the State of Michigan determined that a
local government financial emergency existed in the City. On March 14, 2013, the Local Emergency Financial
Assistance Loan Board appointed Kevyn Orr as the emergency financial manager of the City in accordance with the
State of Michigan Public Act 72 of 1990, the Local Government, and School District Fiscal Responsibility Act (“PA
72”). On March 28, 2013, Michigan Public Act 436 of 2012, the Local Financial Stability, and Choice Act (“PA
436”), took effect, and replaced PA 72. PA 436 specified that an emergency financial manager appointed under PA
72 and serving on the effective date of PA 436 would continue to serve under the new act. PA 436 changed the title
of the emergency financial manager to emergency manager and expanded the powers of the emergency manager to
include the ability to recommend to the Governor that the City file a petition for relief under Chapter 9 of title 11 of
the United States Code (the "Bankruptcy Code").

The Emergency Manager (“EM”) delivered a letter to the Governor and the State Treasurer on July 16, 2013,
pursuant to Section 18(1) of PA 436 (the “Recommendation Letter”), recommending that the City be authorized to
seek relief under Chapter 9 of the Bankruptcy Code. The EM stated in the Recommendation Letter: “Based on the
current facts and circumstances, | have concluded that no reasonable alternative to rectifying the City's financial
emergency exists other than the confirmation of a plan of adjustment for the City's debts pursuant to Chapter 9 of the
Bankruptcy Code because the City cannot adopt a feasible financial plan that can satisfactorily rectify the financial
emergency outside of a Chapter 9 process in a timely manner.”

On July 18, 2013, the Governor delivered a letter to the EM and the State Treasurer (the "Authorization Letter")
authorizing the City to commence a bankruptcy case under Chapter 9 of the Bankruptcy Code. In the Authorization
Letter, the Governor agreed with the EM that Chapter 9 offered the only feasible alternative to fix the City's finances
and to complete a sustainable restructuring for the benefit of Detroit's approximately 700,000 residents. Based on the
EM's Recommendation Letter, the Governor determined that: (a) the City could not meet its obligations to its
citizens; (b) the City could not meet its basic obligations to its creditors; (c) the City's failure to meet its obligations
to its citizens was the primary cause of its inability to meet its obligations to its creditors; and (d) the only feasible
path to ensuring the City will be able to meet its obligations in the future was to have a successful restructuring
under the federal bankruptcy process.

Upon receiving the Authorization Letter, the EM issued an order directing the commencement of the City's Chapter
9 bankruptcy case. Consistent with these approvals, on July 18, 2013, the City filed a voluntary petition 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 captioned In re City of Detroit, Michigan, Case No. 13-53846 (Bankr. E.D.
Mich.) (the "Bankruptcy Case").

On December 3, 2013, the Bankruptcy Court issued a bench decision determining that the City was insolvent and
eligible to be a Chapter 9 debtor (the "Bench Decision”). On December 5, 2013, the Bankruptcy Court entered: (1)
its Opinion Regarding Eligibility, memorializing, and further elucidating the Bench Decision; and (2) an Order for
Relief under Chapter 9 of the Bankruptcy Code that permitted the City to be a debtor under Chapter 9 of the
Bankruptcy Code.

The Bankruptcy Court set a deadline of March 1, 2014 for the City to file a plan of adjustment in the Bankruptcy
Case. Accordingly, on February 21, 2014, the City filed its first plan of adjustment and a related disclosure
statement. On May 5, 2014, following additional negotiations and mediations with its creditors, the City filed its
fourth amended plan of adjustment and fourth amended disclosure statement. Also on May 5, 2014, the Bankruptcy
Court entered an order approving the fourth amended disclosure statement, as containing adequate information with
which creditors could determine whether to vote to accept or reject the Plan, and established July 11, 2014 as the
deadline for creditors to cast votes to accept or reject the Plan. Thereafter, the City, through its claims and balloting
agent, Kurtzman Carson Consultants LLC (“KCC”), sent the Plan, the disclosure statement, ballots, and other
materials that had been approved by the Bankruptcy Court to the creditors entitled to vote on the Plan.

After voting was completed, on July 21, 2014, KCC filed its first declaration regarding the solicitation and
tabulation of votes on, and the results of voting with respect to, the fourth amended plan of adjustment. Impaired
classes that voted to accept the Plan included the classes comprising PFRS pension claims, GRS pension claims,
OPEB claims, POC (Pension Obligation Certificate) Swap claims and Unlimited Tax General Obligation (UTGO)
Bond claims. Impaired classes that voted to reject the Plan included the classes comprising general unsecured
claims, POC claims, Limited Tax General Obligation (LTGO) Bond claims, and certain classes of DWSD debt.
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Thereafter, the City continued to negotiate and mediate with its creditors who had either not settled their disputes
with the City or voted to reject the Plan in an attempt to reach full consensus on the City’s plan of adjustment.
Those further discussions were successful, and the City filed successive amended versions of the Plan of adjustment
that reflected new settlements as they were achieved. On October 22, 2014, the City filed its eighth (and final)
amended plan of adjustment (the “Plan”).

The hearing on confirmation of the Plan lasted 24 days between September 2, 2014 and October 27, 2014. On
November 12, 2014, the Bankruptcy Court entered an order confirming the Plan (the “Confirmation Order”). On
December 10, 2014 (the “Effective Date”), the transactions contemplated by the Plan closed, and the Plan became
effective pursuant to its terms. On December 31, 2014, the Bankruptcy Court issued a Supplemental Opinion
supporting the Confirmation Order.

On September 25, 2014, in accordance with Section 9(6) (c) of PA 436, the City Council voted unanimously to
remove the EM as of the Effective Date (the period from the appointment of the EM through such removal, the “EM
Tenure”). By a letter to the Governor, the Mayor approved of the Council’s vote on the same day. On September
25, 2014, in connection with the vote of City Council to, and the Mayor’s approval of, the removal of the EM as of
the Effective Date, the EM adopted and issued his Order No. 42. Order No. 42 restored the authority of the Mayor
and the City Council over day-to-day operations and activities of the City effective as of the date of such order, as
permitted by PA 436. The EM continued to exercise his powers to manage and conclude the Bankruptcy Case and
related bankruptcy proceedings, including the closing of the transactions contemplated by the Plan and the
occurrence of the Effective Date.

On December 10, 2014, and in accordance with the Plan, the City: (1) issued $1.3 billion of debt, of which $1.1
billion was delivered to various classes of creditors in satisfaction of their claims; (2) paid $110.1 million of cash
including $73.1 million to various classes of creditors in satisfaction of their claims, $36.5 million to establish a
Professional Fee Reserve account to pay the bankruptcy and restructuring professionals, and $0.5 million to satisfy
debt issuance costs; (3) assigned debt service payments on the remaining $43.3 million of the original UTGO bonds
primarily to the income stabilization funds for the General Retirement System (GRS) and Police and Fire Retirement
System (PFRS); (4) issued settlement credits totaling $25.0 million to the insurers of the POCs; and (5) irrevocably
transferred the assets of the Detroit Institute of Arts (DIA) having a net book value of $86.6 million to the DIA, as
trustee, to be held in perpetual charitable trust, subject to dispositions in accordance with applicable national ethical
standards for museums, and within City limits, for the primary benefit of residents of the City and residents of the
State. On December 10, 2014, the EM Tenure concluded.

Included in the $1.3 billion of debt issued on December 10, 2014 were the City’s Financial Recovery Income Tax
Revenue and Refunding Bonds, Series 2014 A/B totaling $275.0 million, which: (1) refunded the $120.0 million of
the Series 2014 Bonds issued in April 2014; (2) paid the $38.0 million final installment of the POC swap settlement
claim; (3) provided an additional $85.7 million for reinvestment and revitalization initiatives in the City; (4) funded
$27.5 million for a debt service reserve for the Series 2014 A/B Bonds; and (5) paid $3.8 million for issuance and
other costs related to the new bonds. Also, the City has remaining proceeds available for reinvestment and
revitalization initiatives from the $120.0 million of the 2014 Financial Recovery Bonds (Quality of Life) that was
refunded with this new debt.

The City eliminated a net $8.3 billion ($9.6 billion of liabilities and deferred inflows less $1.3 billion of assets and
deferred charges) of its obligations, including: (1) $7.0 billion of pension and retiree benefits legacy costs; (2) $1.4
billion of POC long-term obligations; (3) $302.5 million of the POC swaps; and (4) $200.9 million of accrued but
unpaid pension contributions. Also, as a result of the elimination of the POC long-term obligations, the City
eliminated the related net pension asset totaling $1.2 billion, which included the obligation for the unpaid pension
contributions. The bankruptcy exit and this settlement and discharge of claims under the Plan provided the City a
total of $6.8 billion in aggregate debt relief.



Financial Review Commission

Michigan Public Act 181 of 2014, M.C.L. §8 141.1631, et seq. (“PA 1817), established the Detroit Financial Review
Commission (the “Commission”) to monitor the City’s compliance with the Plan of Adjustment and PA 181, and
provide oversight of the City’s financial activities. The Commission has broad authority (as of the Effective Date)
to obtain and review the City's financial records on an ongoing basis, approve budgets and contracts and conduct
financial audits of the City. On December 10, 2014, the Commission became operational. Michigan Public Act 182
of 2014, M.C.L. 117.4s-t, further imposes requirements including that the City adopt a multi-year financial plan and
appoint a chief financial officer (CFO).

Executive Branch

The citizens of Detroit elect the Mayor to a four-year term. The City Charter grants the Mayor broad managerial
powers including the authority to appoint department directors, deputy directors, and other executive branch
officials. The responsibility to implement most programs, provide services, activities, and manage day-to-day
operations is delegated by the Charter to the executive branch.

Legislative Branch

The legislative branch is comprised of the City Council and its agencies. The nine members of the City Council are
also elected to four-year terms. Many significant decisions, including budget appropriations, procurement of goods
and services, and certain policy matters must be approved by the City Council.

During the fiscal year ending June 30, 2014, many of the powers and functions of the Executive and Legislative
Branches were vested in the EM.

Other Agencies

The City Clerk’s Office and the Election Commission are not classified under either of the two branches mentioned
above.

LOCAL ECONOMY

The City of Detroit is the largest city in Michigan and the 18th largest city in the United States. The City’s current
economic condition is improving. The future outlook for recovery and improvement is positive. Businesses are
transferring employees from suburban cities to the City of Detroit. New residents are moving into the City.

The Great Lakes contain 20 percent of the world's fresh water supply. There are three top-tier universities within 90
minutes of the City. Michigan, due to the Detroit metropolitan area and the auto industry, has America's highest
concentration of engineers.

Detroit is becoming a major entertainment destination. The City is home to major sports teams including the Tigers,
Lions, and Red Wings. Also, the City’s three casinos and a growing number of restaurants and night spots provide
visitors with many entertainment options.

The Detroit metro area economy remains dominated by the auto industry. Auto sales by Detroit manufacturers were
up in 2014 from the prior year. It is expected that auto sales will continue their upward track this year.

Moody’s Investors Service, in its March 11, 2015 analysis of the City, noted “The City’s economy and tax base
continue to struggle under the weight of property valuation declines, a stubbornly weak demographic profile and a
dwindling population, all of which are impediments to the City’s efforts to revitalize its economy and shore up its
revenue base. Unemployment remains high at 13.0% as of November 2014 reflecting the lasting effects of a 52.9%
decline in the number of jobs in the City from 1970 to 2012, inclusive of auto maker job cuts experienced during the
recession. The persistently high unemployment rate is also a contributor to the high concentration of residents
below the poverty level. Approximately 39.3% of the City’s residents live in poverty, according to US census
estimates from 2009-13, compared to the US official poverty rate of 14.5% for 2013. While Detroit is the eighteenth
largest US City and still boasts a large economic base even after years of decline, the City reports a very low
$21,889 full value per capita, well below the U.S. city median of $89,356. This statistic illustrates the difficulty of
funding services for a population of this size using the resources available.



The City’s housing market is beginning to show signs of rebounding, with housing prices in the Detroit-Dearborn-
Livonia metropolitan statistical area increasing by 6.8% from 2013 through the second quarter of 2014. The City’s
aggressive plans to reduce blight have resulted in an abundance of distressed properties for sale. The large stock of
these affordable housing structures will help attract new residents, though the housing market will still suffer from
the large inventory of foreclosed and abandoned properties.

Despite these recent gains in home sale prices in some parts of the City, assessed values will continue to decline
overall through 2020 due to declines in assessed values that have not kept pace with the recent severe drop in home
prices. Erosion of the City's estimated full value began in fiscal 2008 as the recession began, resulting in a valuation
decline of 45% from an estimated full value of $28.2 billion at year-end 2007 to $15.5 billion as of fiscal 2014. The
City expects the trend of declining property valuations to continue as it makes changes to its property assessment
process. The City began the reassessment process in 2014 in an attempt to attract new residents and to correct
overassessment in certain areas of the City. As a result of this process, reassessment of residential property in fiscal
2015 is projected to result in an additional 10%-20% decline in taxable valuation for three-quarters of the residential
housing stock, with the remainder of the neighborhoods seeing no reduction in their taxable valuation. An outside
firm is conducting a reappraisal of all property over the next five years which will likely result in further reductions
to the City’s taxable value.”

New International Trade Crossing

The City's border with Ontario, Canada is the most frequently crossed in North America, allowing for significant
international commercial cooperation. A second bridge, the “New International Trade Crossing” (NITC), between
Canada and Detroit has been approved and is expected to contribute to improvements in the City’s economy through
increased commerce and jobs for residents. Pursuant to an agreement between the Canadian federal government and
the State of Michigan announced June 15, 2012, the Canadian federal government would fund bridge construction,
land acquisition in Michigan, and the construction of ramps from Interstate 75. The Canadian contribution would be
repaid from bridge tolls. On April 12, 2013, the U.S. State Department issued a Presidential permit to the State of
Michigan for the new bridge. On May 22, 2013, the Canadian government allocated $25 million to begin land
acquisition on the Detroit side. The crossing, as proposed, would connect Detroit and Windsor by linking Interstate
75 and Interstate 94 in Michigan with the new Windsor—Essex Parkway connection to Highway 401 in Ontario. The
bridge is tentatively scheduled for completion in 2020. The NITC is expected to provide an orderly flow of people
and goods between the two countries.

M-1 Rail Project

The construction of the new 3.3 mile streetcar light rail line to run along the City’s main street, Woodward Avenue,
with $100 million in local funding from non-governmental sources, is expected to revitalize the City’s core and in
time connect it with the older, mixed use suburbs. Construction work on the M-1 Rail project has begun. The
project is expected to be completed in two years.

Public Lighting

The City has long struggled with inadequate street lighting. In the last year, the Public Lighting Authority of Detroit
(PLA) made great strides in providing citizens with satisfactory public lighting. The PLA is a State-created
authority whose mission is to improve, modernize, and maintain all streetlights in the City. The PLA’s goal is to
complete relighting all neighborhoods in Detroit by the end of 2015 and all major thoroughfares by the end of 2016.
The authority is almost halfway to its goal of installing 65,000 LED lights.

Blight Removal Initiatives

Remediation of blight is the City’s highest reinvestment priority. The Detroit Land Bank Authority has taken
control of a significant number of vacant City owned properties and will auction them to people who will renovate
and inhabit the properties. In addition, the Authority takes legal action to seize abandoned homes and/or reaches
agreements with property owners who agree to remove blight violations. The City also receives Federal grants to
assist in demolition efforts of structures that cannot be saved.



LONG-TERM FINANCIAL PLANNING

The City’s current financial planning process is primarily driven by the terms of the Plan of Adjustment, related
restructuring initiatives, and the oversight of the Commission. In previous years it was primarily driven by the
budget process. The Administration has prepared a four-year financial plan in accordance with state law and
consistent with the Plan of Adjustment.

The Commission provides oversight of the City’s finances and financial planning. Compliance with PA 181
includes the following:

e Providing to the Commission any documents, records or other information requested of City officials by the
Commission or its staff, including any documents, records or other information specifically required by PA 181.

e Appearing before the Commission to provide testimony, documents, records or other information when
requested by the Commission or its staff.

e Providing to the Commission upon its request verification of compliance by the City with all of the following
consistent with the requirements of Section 6(3) of PA 181:

A. Section 8 of Michigan Public Act 152 of 2011, the Publicly Funded Health Insurance Contribution Act;
B. Sections 4i, 4p, 4s and 4t of Michigan Public Act 279 of 1909, the Home Rule City Act;

C. Michigan Public Act 34 of 2001, the Revised Municipal Finance Act; and

D. Michigan Public Act 2 of 1968, the Uniform Budgeting and Accounting Act;

e Providing to the Commission a four-year financial plan for review by March 23 of each year (100 days prior to
the beginning of the fiscal year). Section 6 (4) (“PA 181”) states- "During the period of oversight, the
commission shall review and approve that qualified city's 4-year financial plan required by section 4t of the
home rule city act, 1909 PA 279, MCL 117.4t. A 4-year financial plan described in this subsection shall be
submitted at least 100 days prior to the commencement of a qualified city's fiscal year." The Commission
shall approve or disapprove the Plan within 30 days after receipt of the Plan. The Commission, if it disapproves
the Plan, shall receive from the City a revised plan that addresses the commission's rationale for rejection within
15 days after disapproving plan. The Commission shall approve or disapprove the revised plan no later than 15
days after receiving the revised plan from the City. If the revised plan is disapproved, the Commission may
adopt and impose a financial plan that satisfies all requirements.

The Commission is required on June 1 and December 1 of each year to file a written report with the Governor with
copies to the Senate Majority Leader and the Speaker of the House and posted on the Treasury website, as well as
sent to the Mayor and the City Council.

RELEVANT FINANCIAL POLICIES

Internal Control Structure

Management of the City is responsible to establish and maintain an internal control structure that ensures the assets
of the government are protected from loss, theft, or misuse and that adequate accounting data are compiled to allow
for preparation of financial statements in conformity with U.S. generally accepted accounting principles. The City
adheres to the GASB (Governmental Accounting Standards Board) standards for financial reporting and internal
accounting purposes. The internal control structure is designed to provide reasonable, but not absolute, assurance
that these objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of a control should
not exceed the benefits likely to be derived; and (2) the valuation of costs and benefits requires estimates and
judgments by management.



Budgetary Control

The City maintains budgetary controls, which are designed to ensure compliance with legal provisions of the annual
budget adopted by the City Council. An operating budget is legally adopted by ordinance each fiscal year for the
General Fund, and other City funds.

ACCOMPLISHMENTS/ACKNOWLEDGEMENTS

Accomplishments

Implementation of Reinvestment Initiatives

The City began implementation of the $1.7 billion program of reinvestment initiatives contemplated in, and made
possible by confirmation of, the Plan. The Reinvestment Initiatives provide funds for (a) public safety equipment,
facilities and services; (b) blight remediation; (c) upgrades to City infrastructure, operations, and information
technology; and (d) public transportation improvements.

New Financial Management System

The City has begun a process to replace its old DRMS (Detroit Resource Management System) system. This
process is referred to internally as “Fast Track™ and will result in the implementation of modern Finance and Human
Resource systems. These systems are cloud based (hosted environments where software is purchased as a service).
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City of Detroit
Coleman A, Young Municipal Center
2 Woodward Avenue, Suite 216
Detroit, Michigan 48226
Phone: (313) 224-4558
Fax: (313} 2244091

o Mark W. Lockridge
e AUDITOR GENERAL

AUDITOR GENERAL’S LETTER

June 17, 2015

The Honorable Mayor Michael E. Duggan
And Members of the City Council
City of Detroit, Michigan

The basic financial statements included in the City’s Comprehensive Annual Financial
Report for the fiscal year ended June 30, 2014, were audited by KPMG LLP, under contract
with the City of Detroit’s, Office of the Auditor General. The audit of these financial
statements and the resulting Auditors’ opinion satisfies the requirements of the City Charter
under Section 7.5-105,

Respectiully,

%/7///;@«55, W £ ’

Mark W. Lockridge
Auditor General
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City Job Fair

The City of Detroit Human Resources Department held a City job fair at Cobo Center on Feb. 28, 2014,
looking to fill more than 350 vacant positions in City government, including bus drivers, auto mechanics,
police officers, EMS technicians, accountants and human resources analysts. The fair also featured
on-site workshops on resumé building and interviewing techniques. The fair was a tremendous success,
drawing 2,700 attendees and resulting in 3,400 applications from fair attendees and online applicants.
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Video cameras on I]I][lT huses

The Detroit Department of Transportation (DDOT) and Mayor Duggan announced the installation of
cameras on 48 buses on Feb. 24, 2014, thanks to a $250,000 grant from the Federal Transit Adminis-
tration. Each bus was installed with eight internal and external cameras to capture high-resolution
images. The remaining 250 buses in the fleet are now having cameras installed.
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KPMG LLP

Suite 1900

150 West Jefferson
Detroit, M| 48226

Independent Auditors’ Report

To the Honorable Mayor Michael E. Duggan
and the Honorable Members of the City Council
City of Detroit, Michigan:

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the City of Detroit, Michigan (the City), as of and for the year ended June 30, 2014, and
the related notes to the financial statements, which collectively comprise the City’s basic financial statements
as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We did not audit
the financial statements of the discretely presented component units listed in Note | (a) to the financial
statements, which represent 100% of the assets and expenses of the aggregate discretely presented
component units. We also did not audit the financial statements of the General Retirement System, the Police
and Fire Retirement System (together the Retirement Systems), the Public Lighting Authority, and the
Detroit Building  Authority, which represent 94% and 64% of the assets and
expenses/expenditures/deductions, respectively, of the aggregate remaining fund information. Those
statements were audited by other auditors whose reports have been furnished to us, and our opinions, insofar
as they relate to the amounts included for the aggregate discretely presented component units and aggregate
remaining fund information, are based solely on the reports of the other auditors. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the Comptroller
General of the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material misstatement. The financial
statements of the Retirement Systems and certain discretely presented component units identified in Note |
(a) were not audited in accordance with Government Auditing Standards.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
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circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.

Opinions

In our opinion, based on our audit and the reports of the other auditors, the financial statements referred to
above present fairly, in all material respects, the respective financial position of the governmental activities,
the business-type activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the City of Detroit, Michigan, as of June 30, 2014, and the
respective changes in financial position and, where applicable, cash flows thereof for the year then ended in
accordance with U.S. generally accepted accounting principles.

Emphasis of Matters
Emphasis of Matter Regarding Bankruptcy Filing

As discussed in Note XIII to the financial statements, on July 18, 2013 the City filed a voluntary petition
under Chapter 9 of the Bankruptcy Code. On November 12, 2014, the Bankruptcy Court entered an order
confirming the City’s Eighth Amended Plan of Adjustment (“Plan”). The Plan became effective in
accordance with its terms on December 10, 2014, and the City exited bankruptcy. Our opinions are not
modified with respect to this matter.

Emphasis of Matter Regarding Adoption of New Accounting Pronouncements

As discussed in Note | (u) to the financial statements, in 2014, the City adopted the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 65, Items Previously Reported as Assets
and Liabilities. As a result, beginning net position was restated as bond issuance costs, except any portion
related to prepaid insurance costs, are now recognized as an expense in the period incurred. Bond issuance
costs were previously reported as an asset and recognized as an expense in a systematic and rational manner
over the duration of the related debt. Our opinions are not modified with respect to this matter.

As discussed in Note | (u) to the financial statements, in 2014, the City also adopted the provisions of
Governmental Accounting Standards Board (GASB) Statement No. 67, Financial Reporting for Pension
Plans. Adopting this new accounting standard resulted in significant changes to the defined benefit related
footnote disclosures. Our opinions are not modified with respect to this matter.

Emphasis of Matter Regarding the Fair Value of Pension Investments

The plan investments of the General Retirement System and the Police and Fire Retirement System include
investments valued at $642,000,000 and $877,000,000, respectively, as of June 30, 2014 whose fair values
have been estimated by management in the absence of readily determinable 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. Our opinions are not modified with respect to this
matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the management’s discussion and analysis and
required supplementary information, as listed in the table of contents, be presented to supplement the basic
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financial statements. Such information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of financial reporting
for placing the basic financial statements in an appropriate operational, economic, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for consistency
with management’s responses to our inquiries, the basic financial statements, and other knowledge we
obtained during our audit of the basic financial statements. We do not express an opinion or provide any
assurance on the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Supplementary and Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, other supplementary information
section, and statistical section, as listed in the table of contents, are presented for purposes of additional
analysis and are not a required part of the basic financial statements.

The other supplementary information section is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the basic financial statements.
Such information has been subjected to the auditing procedures applied by us and other auditors in the audit
of the basic financial statements and certain additional procedures, including comparing and reconciling such
information directly to the underlying accounting and other records used to prepare the basic financial
statements or to the basic financial statements themselves, and other additional procedures in accordance
with auditing standards generally accepted in the United States of America. In our opinion, based on our
audit and the reports of other auditors, the other supplementary information section is fairly stated, in all
material respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 17, 2015 on
our consideration of the City’s internal control over financial reporting and on our tests of its compliance
with certain provisions of laws