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HOUSE BILL No. 5654

March 16, 2004, Introduced by Reps. Laloy, Stakoe, Ward, Hune, Taub, Robertson, Emmons,
Brandenburg, Ruth Johnson, Acciavatti, Hoogendyk, Milosch, Garfield, Caswell, Pastor,
Nitz, Stahl, Huizenga, Amos, Hummel, Moolenaar, Drolet, Meyer, Steil, Pappageorge and
Stewart and referred to the Committee on Local Government and Urban Policy.

A bill to provide for review, managenent, planning, and
control of the financial operation of nunicipal units of |ocal
government; to prescribe the powers and duties of certain state
and | ocal agencies and officials; to provide for the appointnents
of financial nonitors and financial nanagers and to require the
devel opnent of various financial plans to regul ate expenditures
and investnments by a | ocal governnment; and to repeal acts and
parts of acts.

THE PECPLE OF THE STATE OF M CHI GAN ENACT:

Sec. 1. This act shall be known and may be cited as the
"muni ci pal fiscal responsibility act".

Sec. 2. As used in this act:

(a) "Chief adm nistrative officer" nmeans any of the
fol |l ow ng:

(1) The manager of a village or, if a village does not enpl oy
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a manager, the president of the village.

(ii) The city manager of a city or, if a city does not enpl oy
a city manager, the mayor of the city.

(iii) The manager of a township, the superintendent of a
charter township, or, if the township does not enploy a nanager
or superintendent, the supervisor of the township.

(iv) The el ected county executive or appointed county manager
or, if the county does not enploy or elect a county executive or
manager, the chairperson of the county board of conm ssioners of
the county or the county controller.

(v) The chief operating officer of an authority or a public
utility owned by a city, village, township, or county.

(b) "Continuing operations plan" neans the plan required to
be filed under section 5.

(c) "Emergency financial nmanager"” neans the emergency
fi nanci al manager appoi nted under section 6(3)(c).

(d) "Financial nonitor" means the financial nonitor appointed
under section 6(3)(b).

(e) "Local governnent" neans a city, village, townshinp,
county, authority established by law, or public utility owned by
acity, village, township, or county.

Sec. 3. For purposes of this act, each community will be
assigned a fiscal score. The score will be based on the 5 key
areas of fund bal ance, general fund tax revenues, general fund
ot her revenues, capital expenditures, and ratio of pension
benefits to current benefits. The score shall be cal cul ated by

the local auditor and submtted with the audit report. Points
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1 are assigned as follows,

2 comunity's fiscal score:
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3% 10 points
2% 15 points
1% or |ess 20 points

(e) Ratio of pension benefits and required contributions to

current pay and benefits:

50% or | ess 0 points
50- 59% 5 points
60- 69% 10 points
70-79% 15 points
80% or nore 20 points

Sec. 4. The state treasurer shall be authorized and
required to invoke this act upon the existence of any 1 or nore
of the follow ng occurrences:

(a) The governing body or the chief adm nistrative officer of
a |l ocal governnment requests the state treasurer to nmake an
i nvestigation. The request shall be in witing and identify the
financial issues existing or threatened underlying the request.

(b) The state treasurer receives witten notification from
the trustee, actuary, or at |east 10% of the beneficiaries of a
| ocal pension fund alleging that a | ocal government has not
tinmely deposited its m nimum obligation paynent to the |oca
governnment pension fund as required by | aw.

(c) The state treasurer receives witten notification that
enpl oyees of the | ocal governnment have not been paid and it has
been at | east 7 days after the schedul ed date of paynent.

(d) The state treasurer receives witten notification froma

trustee, paying agent, or bondhol der of a default in a bond
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5
paynment or a violation of 1 or nore bond covenants.

(e) The state treasurer receives a resolution fromeither the
state senate or the house of representatives requesting a
prelimnary review under this section.

(f) The Il ocal governnent has violated the conditions of an
order issued under, or of a requirenment of, the revised nunicipa
fi nance act, 2001 PA 34, MCL 141.2101 to 141.2821, or any other
| aw governing the issuance of bonds or notes.

(g) The local governnent has violated the conditions of an
order issued under the energency municipal |oan act, 1980 PA 243,
MCL 141.931 to 141. 942.

(h) The Il ocal governnment has violated the requirenments of
sections 17 to 20 of the uniform budgeti ng and accounting act,
1968 PA 2, MCL 141.421 to 141. 440a.

(i) The local governnment has failed to provide an annua
financial report or audit that conforns with the m ni mum
procedures and standards of the state treasurer and is required
under the uniform budgeti ng and accounting act, 1968 PA 2, MCL
141. 421 to 141.440a, or 1919 PA 71, MCL 21.41 to 21.55.

(j) The local governnent is delinquent in the distribution of
tax revenues, as required by law, that it has collected for
another taxing jurisdiction, and that taxing jurisdiction
requests a prelimnary review.

(k) A court has ordered an additional tax |levy w thout the
prior approval of the governing body of the |Iocal governnent.

() The local governnment's fiscal score under section 3 is 25

or greater.
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Sec. 5. The state treasurer shall investigate the financial
condition of the |ocal governnment as required by the existence of
any of the conditions or occurrences under section 4. The
i nvestigation shall be conmenced within 15 days foll ow ng the
recei pt of notification of an occurrence under section 4. The
i nvestigation shall be conpleted within 30 days. The state
treasurer shall appoint an investigating team consisting of
representatives of the state treasurer, the auditor general, and
other state officials or other persons with rel evant professiona
experi ence.

Sec. 6. (1) The investigating team appoi nted under section
5 shall have full power to exam ne all books and records of the
| ocal governnent and utilize the services of other state agencies
and enpl oyees.

(2) The investigating teamshall report its findings to the
state treasurer within 30 days following the date of its
appoi ntment. Upon request, the state treasurer may grant one
30-day extension. A copy of the report to the state treasurer
shall be forwarded to the chief adm nistrative officer and the
governi ng body of the |ocal governnment, the speaker of the house
of representatives, and the senate majority |eader.

(3) The investigating teamshall include in its report that
t he |l ocal governnent should be considered a tier 1 |oca
governnent, tier 2 local government, or tier 3 |ocal governnent
based on the foll ow ng:

(a) Atier 1 local governnent is a |ocal government that has

any of the conditions or occurrences set forth under section 4 or
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a fiscal score between 25 and 40, or both.

(b) Atier 2 local governnent is a | ocal governnment that has
any of the conditions or occurrences set forth under section 4 or
a fiscal score between 41 and 55, or both, or a conmunity that
has failed to conply with the terns of its continuing operations
pl an.

(c) Atier 3 local governnent is a |ocal governnment that has
nore than 1 of the conditions or occurrences set forth under
section 4, has a fiscal score of 56 or greater, or has failed to
conply with the recovery plan devel oped by the financial
noni t or.

Sec. 7. Wthin 10 days of the receipt of the report
provided for in section 4, the state treasurer shall make 1 of
the foll owi ng determ nations, which is final and nonappeal abl e in
any adm nistrative or judicial forum

(a) If the investigating team concludes that the |ocal
governnment should be classified as a tier 1 |ocal government, the
state treasurer shall require that the |ocal governnment file,
wi thin 30 days, a continuing operations plan. The |oca
governnment shall be required to file subsequent continuing
operations plans within 30 days of the conpletion of the
muni cipality's audit with the state treasurer annually so |ong as
the | ocal governnent is a tier 1 |local governnment. The state
treasurer shall approve or reject the plan within 30 days of
receiving the plan. If a plan is rejected, a tier 1 |ocal
governnment shall refile within 30 days addressing any concerns

raised by the state treasurer. |f the |ocal governnment does not
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8
recei ve approval upon the second subm ssion, then the conmunity
shall be a tier 2 |local governnent. A comunity will return to
normal status when the condition that caused the tier 1 status is
corrected and the | ocal governnent's fiscal score is |less than
25. The continuing operations plan shall be in a form prescribed
by the state treasurer and shall include the follow ng:

(i) A detailed 3-year projected budget of revenues and
expendi tures, which denonstrates that the |ocal government's
expenditures will not exceed its revenues and that any existing
deficits will be elimnated during the 3-year period.

(ii)) A cash flow projection for the 3-year period.

(1it) An operating plan for the 3-year period, together with
a narrative explanation of the operating plan that delineates the
changes being made to ensure future viability for the | oca
gover nnment .

(iv) A plan showi ng reasonabl e and necessary mai nt enance and
capital expenditures so as to ensure the |ocal governnent's
continued viability.

(b) If the investigating team concludes that the |ocal
governnment should be classified as a tier 2 |local government, the
state treasurer shall appoint within 15 days a financial nonitor
to oversee and assist the local government. The financi al
nmoni tor shall be chosen solely on the basis of his or her
conpet ence and shall not have been an el ected or appointed
of ficial or enployee of the |ocal governnent for which appointed
for at least 5 years before the appointnment. The financia

noni t or does not have to be a resident of the |ocal governnent.
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The financial nonitor shall serve at the pleasure of the state
treasurer and is entitled to conpensation and rei nbursenent for
actual and necessary expenses fromthe state as approved by the
state treasurer. The financial nonitor nay appoint additional
staff and secure professional assistance as he or she considers
necessary. A local governnent's state shared revenues under the
G enn Steil state revenue sharing act of 1971, 1971 PA 140, MCL
141.901 to 141.921, shall be withheld fromthe | ocal governnent
in amobunts necessary to pay the financial nonitor. The financia
nmonitor shall serve until the local governnent is returned to
tier 1. The community will return to tier 1 status when the
conditions that caused the tier 2 status are corrected and the
| ocal governnment's fiscal score is |less than 40. A financia
nmoni tor shall develop, in consultation with the |ocal governnent,
a financial recovery plan that shall include the follow ng:

(i) A detailed 5-year projected budget of revenues and
expendi tures that denonstrates that the |ocal governnent's
expenditures will not exceed its revenues and that any existing
deficits will be elimnated during the 5-year period.

(ii)) A cash flow projection for the 5-year period.

(1it) An operating plan for the 5-year period, together with
a narrative explanation of the operating plan.

(iv) A plan showi ng reasonabl e and necessary mai nt enance and
capital expenditures so as to ensure the |ocal governnent's
continued viability.

(v) Quarterly conpliance reports to both the state treasurer

and the chief adm nistrative officer of the |ocal governnent
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denonstrating conpliance with the plan.

(c) If the investigating team concludes that the |ocal
government should be classified as a tier 3 local government, the
state treasurer shall appoint within 5 days an energency
fi nancial manager to act for and on behalf of the | ocal
governnment. The manager shall have broad powers to attenpt to
rectify the tier 3 |ocal governnent status. The manager shall be
chosen solely on the basis of his or her conpetence and shall not
have been an el ected or appointed official or enployee of the
| ocal government for which appointed for at |least 5 years before
t he appoi ntnment. The nmanager need not be a resident of the |oca
governnment. The manager shall serve at the pleasure of the state
treasurer and is entitled to conpensation and rei nbursenent for
actual and necessary expenses fromthe state as approved by the
state treasurer. The manager may appoi nt additional staff and
secure professional assistance as he or she considers necessary.
A local governnent's state shared revenues under the denn Stei
state revenue sharing act of 1971, 1971 PA 140, MCL 141.901 to
141. 921, shall be withheld fromthe |ocal government in anounts
necessary to pay the nmanager. The manager shall make quarterly
reports to the state treasurer with respect to the financial
status of the tier 3 local government. The manager shal
continue until the local government is returned to tier 2
status. The nmanager may continue in the capacity of the nonitor
at the discretion of the state treasurer. A comunity wll
return to tier 2 status when the conditions that cause the tier 3

status are corrected and the | ocal governnment's fiscal score is
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| ess than 56.

Sec. 8. The financial manager shall issue to the
appropriate officials or enployees of the |ocal governnent the
orders the nmanager considers necessary to acconplish the purposes
of this act. An order issued under this section is binding on
the local officials and enpl oyees.

Sec. 9. The financial manager shall take all actions
consi dered necessary by the manager in order to alleviate the
financial situation of the tier 3 |ocal governnment, including,
but not limted to, any of the foll ow ng:

(a) Analyzing factors and circunstances contributing to the
financial condition of the |ocal governnment and recomendi ng
steps to be taken to correct the condition.

(b) Anmendi ng, revising, approving, or disapproving the
budget of the local governnment and Iimting the total anount

appropri ated or expended during the bal ance of the financial

emer gency.
(c) Requiring and approving or disapproving or anendi ng or
revising a plan for liquidating all outstanding debt of the |ocal

gover nnment .

(d) Requiring and prescribing the formof special reports to
be made by the finance officer of the |local governnent to its
governi ng body, the creditors of the |ocal governnent, the
manager, or the public.

(e) Exam ning all records and books of account and requiring
under the procedures of the uniform budgeting and accounting act,

1968 PA 2, MCL 141.421 to 141.440a, or 1919 PA 71, MCL 21.41 to
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21.55, the attendance of w tnesses and the production of books,
papers, contracts, and other docunents relevant to an anal ysis of
the financial condition of the |ocal governnent.

(f) Making, approving, or disapproving any appropriation
contract, expenditure, or |oan, the creation of any new position,
or the filling of any vacancy in a pernmanent position by any
appoi nting authority.

(g) Review ng payrolls or other clains against the |ocal
gover nment before paynent.

(h) Exercising all of the authority of the | ocal governnent
to renegotiate existing | abor contracts and act as an agent of
the unit in collective bargaining with enpl oyees or
representati ves and approve any contract or agreenent.

Compul sory arbitration under 1969 PA 312, MCL 423. 231 to 423. 247,
shal | not be applicable to any | abor contract with a | ocal
government which is a tier 3 local government so long as the

| ocal governnent remains a tier 3 |ocal government.

(i) Unless prohibited by Iaw or charter, consolidating
departrments or transferring functions from1 departnment to
anot her, appointing, supervising, and, at his or her discretion,
removi ng heads of departnents other than elected officials, and,
as necessary in his or her discretion, setting or adjusting
sal ari es and ot her conpensati on.

(j) Enploying or contracting for, at the expense of the
| ocal government, auditors, attorneys, and other technical
personnel considered necessary to inplenment this act.

(k) Requiring conpliance with the orders of the nmanager by

03245' 03 SAT



© 00 N o o0 B~ wWw N P

N N N N N N NN P P R R R R R R P
~N~ o o M WON P O © 0N OO0~ WDN O

13
court action.

(1) Except as restricted by charter or otherwi se, selling or
ot herwi se using the assets of the | ocal governnent to neet past
or current obligations, provided the use of assets for this
pur pose does not endanger public health, safety, or welfare.

(m Applying for a loan fromthe state on behal f of the
| ocal government, subject to the conditions of the energency
muni ci pal | oan act, 1980 PA 243, MCL 141.931 to 141.942, in a
sufficient amount to pay the expenses of the manager and for
ot her | awful purposes.

(n) Approving or disapproving of the issuance of obligations
of the | ocal governnment on behalf of the |Iocal governnent,
subject to the conditions of the revised mnunicipal finance act,
2001 PA 34, MCL 141.2101 to 141.2821.

(o) Entering into agreenents with other |ocal governnents or
the state for the provision of services.

(p) Exercising the authority and responsibilities affecting
the financial condition of the |ocal governnment as otherw se
provi ded by | aw had the manager not been appoi nted.

(q) Setting and revising rates for utility services of the
| ocal governnent.

(r) Preparing current and future budgets as well as amendi ng

current budgets for both capital purposes and operating

pur poses.
(s) Entering into agreenents with creditors for the paynent
of existing debts, including the settlenment of clainms by the

creditors.
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(t) Entering into agreenents with creditors to restructure
debt on terns, at rates of interest, and with security as
approved by the state treasurer.

(u) Setting and approving all actuarial assunptions for
pensi on obligations of the |ocal governnment with the
recommendati on of a qualified actuary.

(v) Calling for a special election for the purpose of
amendi ng the charter of the | ocal governnent.

Sec. 10. The financial manager shall provide nonthly
reports to the state treasurer sunmarizing the activities
undert aken by the manager, as well as the financial condition of
the community.

Sec. 11. (1) If, in the judgnment of the financial manager,
no reasonable alternative to alleviating the financial status of
the |l ocal governnent which is a tier 3 |local governnent exists,
t hen the manager, after giving 10 days' witten notice to the
state treasurer, may authorize the |ocal governnment to seek
protection under 11 USC 101 to 1330.

(2) The notice to the state treasurer under subsection (1)
shall include a determ nation by the manager that no feasible
financial plan can be adopted that can satisfactorily resolve the
financial energency of the local governnent in a tinmely manner or
a determination by the manager that a plan, in effect for at
| east 180 days, cannot be inplenmented, as witten or as it m ght
be anended, in a manner that can satisfactorily resolve the
financial energency in a tinmely manner.

Sec. 12. Wth the witten concurrence of the state
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treasurer, a local government which is a tier 2 |ocal governnent
shall be considered a tier 1 local government if the financial
manager nmekes that determnation in his or her quarterly
conpliance report required under this act. A determ nation shal
not be made until all of the factors giving rise to the tier 2
| ocal government status of the |ocal government have been
addressed and correct ed.

Sec. 13. Wth witten concurrence of the state treasurer, a
| ocal government which is a tier 3 | ocal government shall be
considered a tier 2 local governnent if the financial manager
nmakes that determnation in his or her quarterly report required
under this act. A determnation shall not be nade until every
factor giving rise to the tier 3 local governnent status of the
| ocal governnent has been addressed and corrected.

Sec. 14. The state, any nmenber of an investigating team
the financial nonitor, and the financial manager are not |iable
for any obligation or claimheld against a | ocal governnent
resulting fromactions taken under this act.

Sec. 15. This act shall not be construed to give the
financial nonitor or the financial manager the power to inpose
t axes over and above those al ready authorized w thout the
approval of a majority of the qualified electors voting at a duly
call ed regul ar or special election.

Sec. 16. Elected officials of a | ocal governnment shall
provi de the assistance and information necessary and properly
requested by an investigating team the financial nonitor, or the

financial manager in the effectuation of their respective duties

03245' 03 SAT



0o N o o0~ W N P

16
and powers and of the purposes of this act. Failure of an
el ected official of a |ocal government to conply with this
section is considered gross neglect of duty.

Enacting section 1. Sections 1 through 26 of the |oca
government fiscal responsibility act, 1990 PA 72, MCL 141.1201 to
141. 1226, are repeal ed.

Enacting section 2. This act is repealed effective Decenber

31, 2007.
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