
UNITED STATES BANKRUPTCY COURT 

EASTERN DISTRICT OF MICHIGAN 

SOUTHERN DIVISION 

 

IN RE:         Chapter 9 

         Case No. 13-53846 

City of Detroit, Michigan, 

 

 Debtor. 

            / 

 

PARTY IN INTEREST DAVID SOLE’S RESPONSE TO  

DEBTOR’S MOTION TO EXCLUDE TESTIMONY OF SAQIB BHATTI (DOCKET 944) 

 

NOW COMES Party in Interest David Sole, by and through his attorneys, Jerome D. 

Goldberg, PLLC, and for his Response to Debtor’s Motion to Exclude Testimony of Saqib Bhatti 

(Docket 944), states as follows: 

INTRODUCTION/BACKGROUND 

The Interest Rate Swaps between the City of Detroit and Bank of America and UBS on 

the 2006 Pension Obligation Certificates have already been a tremendous drain on the City’s 

finances, taking desperately needed funds for services, wages and pensions and diverting them to 

the banks.  The forbearance agreement, for which the City of Detroit seeks approval in its 

motion, would continue this pattern by diverting hundreds of millions of dollars more in City 

funds to two of the banks that played a role in creating the economic crisis that plagues the city.  

 The Interest Rate Swaps obligate the City of Detroit to pay Bank of America and UBS 

6.323% interest on $800 million in bonds, when the actual rate on the bonds is a floating rate of 

0.34% plus LIBOR.  See Objection of David Sole with Exhibits attached, Docket 361.  The 

banks presented this deal as beneficial to the City on the bases that it would allow the City to 

know what it owed every month, and that the difference between the fixed interest rate paid to 

the banks and the actual floating rate on the bonds would even out over time. 
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 However, beginning in 2008 and continuing through the present, there was a precipitous 

decline in the three-month LIBOR rate that is used as the index for the floating rate bond 

calculation.  By mid-2009, the rate declined to less than 1% and as of August 2013 was at 

0.2656%.  That means that as of August this year, the City of Detroit was paying UBS and Bank 

of America 6.323% interest on bonds where the actual interest rate was 0.6%.  Docket 361-6.   

 As a result, UBS and Bank of America have been raking in a bonanza on the Interest Rate 

Swaps.  In his deposition dated August 30, 2013, Emergency Manager Kevyn Orr acknowledged 

that for the years 2008-2012 the City of Detroit paid Bank of America $247.5 million for the 

interest rate swaps on the Pension Obligation Certificates.  Exhibit 1, Orr deposition, p 313.  

Exhibit 2, Financial Report to Creditors, p 34. 

 Under the Forbearance Agreement between the City of Detroit and Bank of America and 

UBS, the City of Detroit has the option of terminating the Swaps at a slightly reduced amount, 

75% of negative fair market value, by October 31, 2013, and going up to 77% and later 82% if 

the City terminates within the next six months.  According to EM Orr’s June 14, 2013, Financial 

Report to Creditors, the negative fair market value of the Swaps was $343.6 million as of 

May 31, 2013.  Exhibit 2, p 28.  Using that figure, terminating the Swaps as of that date would 

mean the City of Detroit would be paying an additional $264 million to Bank of America and 

UBS.   

 Orr acknowledged that the City does not have cash on hand to terminate the Swaps and 

would have to obtain financing to do so, and does not have access to the 0% loans floated by the 

Federal Reserve to the banks under Qualitative Easing.  Exhibit 1, pp 318-320.  In addition to 

the $200 million or greater amount paid to UBS and Bank of America, the City of Detroit will be 

paying hundreds of millions more in interest to cover the termination costs. 
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 In his deposition, Orr acknowledged that there are issues as to the ISDA Fix, the 

calculations used to estimate the cost of terminating interest rate swaps.  Orr acknowledged 

awareness of “questions raised regarding the LIBOR for certain financial institutions.”  Id. p 

321. 

 Orr testified he was aware that UBS has been sued by the Securities and Exchange 

Commission for rigging municipal bonds in past years.  He testified he knew that Bank of 

America has been investigated for potential rigging with regard to the municipal bond market.  

Id. pp 322, 323.  Orr testified that his team calculated and analyzed the possibility that there may 

be issues surrounding potential concerns in connection with the Swap Agreements.  However, he 

relied on the opinion of his counsel, Jones Day, to investigate potential wrongdoing in the 

context of the Swap Agreements.  In his deposition, Orr acknowledged that Jones Day represents 

Bank of America as one of its clients.  Jones Day also has represented UBS in bond deals.  Id. 

pp 324, 325.   

 Orr further testified that he was aware there have been prosecutions of UBS executives 

who were involved in their municipal bond divisions.  Id. p 326.  In response to a question as to 

why he has not conducted a criminal investigation to look into potential misconduct with regard 

to the Swap Agreements tied to Detroit’s Pension Obligation Certificates, Orr testified that in 

fact there were matters under investigation that may or may not implicate criminal wrongdoing 

by UBS.  Id. at 328. 

I. PROPOSED WITNESS TESTIMONY OF SAQIB BHATTI 

 Saqib Bhatti is a Fellow at the Nathan Cummings Foundation where his job is to research 

the role that municipal finance deals play in public budget crises.  Prior to that fellowship, Mr. 

Bhatti worked as a Senior Financial Analyst with the Service Employees International Union 
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(SEIU) where his work focused on municipal finance and the housing crisis.  Exhibit 3, Bhatti 

affidavit dated September 17, 2013. 

 In his deposition testimony, Mr. Bhatti testified that he examined 1,100 swap 

transactions, in which he calculated the dollar amount of the spread that was paid by public 

entities based on the difference between the variable interest rate paid on the bonds and the fixed 

interest rate paid to the banks.  He examined numerous court cases and newspaper reports to 

develop a narrative tied to the calculations.  Based on this data, Mr. Bhatti determined that the 

swaps became most costly in the aftermath of the financial crisis of 2007-2008. At that time, the 

Federal Reserve slashed interest rates in response to the collapse of Lehman Brothers and the 

financial crisis caused by banks’ predatory lending practices and increasingly risky investments.  

Ex. 4, Bhatti deposition, pp 38-40, 46-48. 

 Mr. Bhatti further testified that in his position as a Nathan Cummings Fellow, on a daily 

basis he monitors the financial industry with regard to interest rate swaps, including news 

reports, federal regulatory filings and enforcement actions relative to Swap Agreements.  Exhibit 

5, Bhatti Affidavit dated Sept. 20, 2013. 

 With regard to LIBOR manipulation, Mr. Bhatti testified that there is a well-established 

study dated April 2012 entitled “Does LIBOR reflect banks’ borrowing costs?”.  The study 

estimates the degree to which the LIBOR index was manipulated during different time periods.  

The study has been utilized to establish the existence of LIBOR manipulation and the amount of 

manipulation in over a dozen lawsuits across the United States.  Mr. Bhatti’s research has 

applied the methodology in that study to calculate the LIBOR manipulation in over a dozen 

locations in the U.S.  He has applied the study to quantify the losses suffered by the City of 
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Detroit as a result of its being placed in Swap Agreements based on the LIBOR index by UBS 

and Bank of America/SBS.  See Exhibit 5.  Exhibit 6, attached.  

II. MR. BHATTI’S TESTIMONY IS ADMISSIBLE 

 Mr. Bhatti is not being qualified as an expert in this case.  He is not being asked to give 

opinion testimony as to whether or not there was any wrongdoing or fraud in connection with the 

Swap Agreements in the present case.  He is not being asked to give an opinion as to whether the 

Forbearance Agreement should be allowed or disallowed. 

 The issue at this stage of the proceedings is whether this honorable Court should approve 

a Forbearance Agreement that removes the Swap Agreements from the bankruptcy proceedings 

based on a cost to the City of Detroit of hundreds of millions of dollars, and a profit to UBS and 

Bank of America of $200 million to $260 million, on top of the $247 million these banks have 

already netted on this deal. 

 Interested Party David Sole is arguing that because of documented wrongdoing in the 

municipal bond markets, a fact conceded by Emergency Manager Orr, it would at least behoove 

the City to conduct a proper investigation into whether or not there was wrongdoing in the 

securing of the Swap Agreements in the present case.  Pursuant to the Bankruptcy Code, if such 

wrongdoing was uncovered, the City of Detroit could potentially save desperately-needed funds 

by having UBS and Bank of America’s swap claims equitably subordinated or disallowed.   

Evidence is relevant if:  (a) it has any tendency to make a fact more or less probable than 

it would be without the evidence; and (b) the fact is of consequence in determining the action.  

FRE 401.   

Mr. Bhatti’s testimony, based on his review and personal knowledge of more than 1,100 

swap agreements nationwide, will aid the Court in gaining a proper perspective on swaps as they 
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relate to the present case.  Based on Mr. Bhatti’s daily monitoring of the financial industry 

relative to swap agreements, he can present to the Court testimony on the extent of regulatory 

filings nationwide as well as reports documenting wrongdoing in the financial industry relative 

to swap agreements. This will assist the Court in making a determination of whether further 

investigation of the Swap Agreements in the present case is warranted before approving a 

forbearance agreement that removes the Swaps from the review of the Bankruptcy Court.  Mr. 

Bhatti’s testimony, based on his personal knowledge concerning LIBOR manipulation, may 

assist the Court in deciding whether the Swap Agreements in the instant case merit a closer 

examination of this issue before the Forbearance Agreement is approved or not. 

Moreover, Interested Party Sole contends that another factor that must be examined in 

making this determination is the role that UBS and Bank of America, well-known and well-

established subprime mortgage lenders, played in the mortgage foreclosure crisis which has 

devastated Detroit.  Emergency Manager Orr cynically testified that he did not know whether the 

subprime lending crisis was a major contributor to Detroit’s financial crisis.  Exhibit 1, p 332. 

Orr’s statement flies in the face of a City of Detroit study in 2009 which documented that 

from 2004-2006, 73% of new mortgages in Detroit were high-cost loans, defined as loans with 

interest rates at least 3% above the standard interest rate.  The study states:  “The exorbitant 

numbers of high cost loans in Detroit is disturbing.  From 2005 to 2007 [the period in which the 

Swap Agreements were taken out], Detroit experienced an astounding 67,000 foreclosures, more 

than 20% of all household mortgages.  There were 4,600 tax foreclosures in the first six months 

of 2008 with over $25 million in taxes due on these properties.  Early estimates indicate that at 

least two-thirds of tax or mortgage foreclosed properties stand vacant causing tremendous 

problems for Detroit on many levels.”  The study reflects that foreclosed properties lose cities 
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$20,000 per home in lost property taxes, unpaid utility bills, property upkeep, sewage and 

maintenance.  “High foreclosure rates also cause disinvestment by nearby residents, which 

contributes to neighborhood decline, affects surrounding property values, and leads to population 

loss and increased crime.”  Exhibit 7, attached. 

 Mr. Bhatti’s testimony is relevant to rebut EM Orr’s statements that it is unclear that the 

subprime mortgage crisis was a cause of Detroit’s financial problems.  As Mr. Bhatti stated in his 

deposition, based on his study of 1,100 swap agreements, he can testify that the swap agreements 

became very costly to cities and other public bodies in the aftermath of the financial crisis that 

occurred in 2007 (when Lehman Brothers collapsed), and when interest rates became reduced to 

almost 0%.  This was the consequence of the housing bubble resulting from the subprime 

mortgage crisis bursting.  As stated above, Detroit was one of the cities most impacted by the 

subprime crisis.   

 It would be a travesty for this honorable Court to okay a forbearance agreement which 

benefits two of the very same banks, UBS and Bank of America, whose predatory mortgage 

practices helped create the financial crisis in Detroit that has precipitated this bankruptcy.  To the 

extent Mr. Bhatti’s testimony is helpful on this issue, it should be allowed. 

 WHEREFORE:  Interested Party David Sole respectfully requests that this honorable 

Court deny Debtor’s Motion to Exclude the Testimony of Saqib Bhatti.  Interested Party Sole 

concurs in Debtor’s Motion for an Expedited Hearing on this Motion (Docket 947). 
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       Respectfully submitted, 

 

       JEROME D. GOLDBERG, PLLC 
 

       By:  /s/ Jerome D. Goldberg  

       Jerome D. Goldberg (P61678) 

       Attorney for David Sole, Party in Interest 

       2921 East Jefferson, Suite 205 

       Detroit, MI 48207 

       Phone: 313-393-6001 

       Fax: 313-393-6007 

       Email: apclawyer@sbcglobal.net 

DATED:  September 20, 2013 
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August 30, 2013
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Page 309

enlered into, correct?
MR. JURGENS: Object ion to form.
lvlR. SHUMAKER: Objection, form.

A. Here again, as I've said a couple of times today, I'm
going to stay away from legal conclusions as to
whether or not a l ien would or would not have existed.
There are equitable l iens that ar ise ex contractu
outside of law. There are other issues, but suffice
it t,) say this agreement seemed to impose a lien as a
mertter of  the agreement on the casino revenue.

I3Y MS. GREEN:
O. Okay. You're not c laiming any equitable l ien?

lvlR. JURGENS: Object ion.
A. ' /Ve're not c laiming a l ien. We've done an analysis,
ancl there have been several memos that have gone back
ancl forth from counsel analyzing a number of dif ferent
issues at law and at equity.  We --  there's --  me,
personal ly,  under our agreement,  there's no --  been no
as!;ert ion of an equitable l ien.

I t i ls,  GREEN: I  have nothing further then.-fHE WITNESS: Sure.
l )o you need --  you need this,  don' t  you?

ls this -  did yoLr --  excuse me Did you mark this?
lvls.  GREEN: We can mark i t  as an erxhibi t .

I dr>n't know that anyone has marked it yet. We can

r |r-r f t  the deposit ion at 3:21 p.m.)
z ( t lack on the record at3:22 p.m.)
r \/lDE0 TECHNICIAN: We arer ba,:;k on tn,-.
a recrrrd a1:.3:22 p.m.
s E:XAMINATION
s EIY MR. GOLDBERG:
z Q. How are you doing, Mr. Orr?
e A. l l le l lo,  Mr. Goldberg, How are you?
g Q \/Ve met before. I 'm Jerome Goldberg. I represent

1o Dal,id Sole, who's an inte,rested part,yr, hs'r zr retiree
11 a long wi th h is  wi fe,  who's,  a lso a ret i r r : re.
t2 t \ lR.  GOLDBERG: Fi rs ; t  o f  a l l ,  I  warr t  to  ju : ; t
13 go on the record and thank Ki rk land t i  E l l is  and the
14 othr:r attorneys for their patience ancl their working
1s wi th othrer  at torneys in  th is  case,  and especia l ly
16 sorr)eon€r l ike me who represents a \,ory different point
r i  o f  v iew and that  they were object ive : ;nd fa i r  thei r  - -
r ,B in  ar ;commodat ing a l l  the object ives here.
1e  E iY  MR.  GOLDBERG:
zo Q. L, - ' t  nre begin by asking just  a few quest ions just  so w, :
2!  can put  some of  th is  in to perspet ; t ive.  lwant  to cal l
22 your  at tent ion to Exhib i t  3 .
z :  A.  \ 'es.  Okay.
z+ Q. On prage 34 of Exhibit 3, therer's a r:hart hr..re that
2s referenr:es expenditures l 'rom the yeiars 200{:i to 2012?5 re rerences  expenot lu res  TrOm In€)  ye i l rS  ZUUt : i  IO ZU1 2 l

e"s",riil
r  A. \ 'es.
z Q. l tnd i t  indicates --  f i rst  of  al l .  I  iust had a
: ques;t ion. Under the POCs, i t  has POC Swap GF, I
4 assr,  me that means oeneral  fund?

NlR .  SHUMAKER:  Counse l ,  l ' t h i nk  you  may  be
s poir l inE to a different page than lhe rrr, itness ras in
z f ront  of  h im.
e  B 'Y  MR.  GOLDBERG:
g  Q .  l r : s  page  34  i n  m ine .  Wh ich  one  c l i d  l g i ve ryou?

10 ta lk ing  about  the  June 14 th ,  2011] .
11 MlR. SHUMAKER: Yeerh, there's arr execut ive
L2 sun rary and then there's a bigger orte. Ar€r you
13 looking at the bigger onel)
!4 MR. GOLDBERG: I  have cooies of what l 'm
1s lookino at.
rs A. T hese, are the execut ive sunrmaries.
!7 wlR. GOLDBERG: Why don't  I  mark theser and
18 that wi l l  nrake i t  easier.
r .e THE WITNESS: And the laroer onc is this
20  one

r-l
I

P e n o

2 4

z )

Page  31  O

r .  mark i t  as Exhib i t  7 .
z  I I IARKED FOR IDENTIFICATION:
i  I )EPOSIT ION EXHIB IT  7
a  l i : 20  o .m .
s (Discussion of f  the record at  3:20 p.m.)
s (Back on the record at  3:20 p.m.)
z lJ lS.  GREEN; I  thought  maybe i t  was ear l ier
a  anc l  l j us t  d i dn ' t  know.
g l 'HE WITNESS: No,  I  don' t  th ink i t  was.

1o l r ls .  GREEN: l t 's  hard to hear  down there.
r .1 l 'HE WITNESS: We ta lked about  the
L2 col la tera l  agreement .
13 l / ls .  GREEN: We did.  Okay.
14 \ / IDEO TECHNICIAN: Do we need to go of f  the
1s record for the second or are we staying on? Are you
16 asking quest ions?
1-'t l / ls. GREENT Oh, were we on?
1B l -HE WITNESS: We can shut  uo.
1e l l lR.  SHUMAKER: Why don' t  we go of f  for  one
20 mir  ute to get  ourselves together .
2r  \ / IDEO TECHNICIAN: Al l  r ight .  Thank you.
22 l -he t ime is  3:20 o.m. We are of f  the
23 reccrd.
24 (Recess taken at  3:20 p.m.)
2s (Whereupon Lal ly  Garte l  and Stepherr  Hackney

2r MlR.  SI- IUMAKER: The larger ,cne is  Orr
22 Nunrber  6.  Take a look at  that .

l z t  M lR .  GOLDBERG:  Su re .  Yeah .  t h i : ;  i s  t he  one
, z +  l ' m  l o o k i r g  a t .
2s THE WITNESS: That 's  the ons ' ,  the larger

I ' rn

Biene:ns tock  Cour t  Repor t i -ng
P h :  2 4 8 . 6 4 4 . 8 8 8 8  T o 1 1  F r e e :

l i  Video
8 8 8 . 5 4 4 . 8 0 8 0

M i n -  U -  l J c r i p t € ( 7 8 )  F ' a g e s  i i  0 9 312
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C i t y  o f  D e t r o i t

ore .
BY MR.  GOLDBERG:

O. Okay. So Exhibi t  Number 6.
A. Okay, Mr. Goldberg, which page were you at?
O. Page 34.
A, Of the or iginal  document?
O. Yes.
A. Okay.
O. Here we go, that chart, 34. And it's a chart that
sa'ys study that -- lists for fiscal years ended actual
exlrenditures for 2008 to 20i2, is that c:orrect?

A. Yes.
r13 Q. I  just want to be clear.  l t  has under POC Swaos GF
r.4 That means general  fund?
rs A. Yes.
rs Q. EF, is that enterpr ise fund?
rz A. Enterprise fund excluding departrnent of
r.8 transportation.
rs  Q.  And l 'm t ry ing to understand,  does that  mean that  par t
20 of  lhe POC Swaps are paid - -  a  smal l  par t  is  paid f rom
27 the enterpr ise fund?
zz A. \/es. You'l l see the corresponding numbers show for

: ,23 those categor ies.
z+ Q.  Okay.  And l to ta led up the years f rom 2008,  2012.  l I
2s apl )ears that  $247.5 mi l l ion was paid on for  the pOC

Swaps dur ing those years.
A. I don't have that total in front of me,, but l 'm going

to l:ake it that that's the accurate number.
O. lt appears that it 's usually about between 45 to 50
mililon a year.

A. lRight,  i f  you average 5, 10, 15,20.
O. Just so we're clear,  I  mean, that247 mil l ion, none of
thal  went to turn on any l ights in the City of
Delrort ,  did i t?

l / lR. SHUMAKER: Object to the form.
A. lt was legacy expenditures, debt service.

I }Y  MR,  GOLDBERG:
O. t  basical ly went to UBS and to Bank of America. l t
war; their reward for betting correctly on a hedge bet,

1s r igf  t?
16 t \ [R. JURGENS: Object ion to form.
r i  [nR. SHUMAKER: Object ion to form.
re A. \t'eah, I'm going to stay away from characterizing it as
19 a reward. There were payments made pursuant to
20 exir ; t ing cert i f icates of part ic ipat ion at that t ime.
2i-  EtY MR, GOLDBERG:
zz Q, r \nd i t  was based on, as we talked abrrut before, that
23 the difference between the interest rate on the
24 floating rate Swaps -- on the floating ratr: COPs and
2s the f ixed rate that the -  that the Citv was obl ioated

Kevyn Orr
A u g u s t :  3 0 , : 2 0 1 3

P a g e  3 1 3 P 2 n a  ' 1 1  q

to pay the Swap counterparties, corrrlct?
A. \fes .-

ltlR. S|HUMAKER: Objection to form.
A, -- as we discussed earlier toda,y.

I ]Y MR. GOLDBERG:
O. ,-usl  so l 'm clear,  the -  what ' rue,re talk ing about
with the optional termination event. l-he exfribit --
the same exhibi t  you're referencing --  let ,s just get
this -- | vrant to call your iattention to page 2{:i

A. t l f  the same exhibi t? '
O. ii ianrer exhibit.
A. Okay.
O. r\m I r:orrect in the -- that that rt, ' f lects thalas of

May 31 ,2013,  according to your  prop,ess;  ; . t
crer:itors, the negative fair value of the Swarrs was
$34:3.6 nr i l l ion?

A. 
' l 'hat's 

what it says. Flecent ,r 'aluiations erstablished
the negat ive fa i r  va lue - -

COURIT REPORTER: I 'm sorry. )/cu're rt,radino
way' too l 'ast .

T l lE WITNESS: l 'm sorry.
A. Flecent valuations established. l l-he ner;ative f,air

va lue of  the Swaps at  approximately  343.6 rn i l l ion ,as
of tt/ lay 31st.

E ;Y  MR.  GOLDBERG:

Paqe 31a I Page  : 316

r Q. So in the optional terrrrination policy that's part of
z  the forbearance agreement ,  i f  the Ci ty ,was t r : r  pay the
: init ial pay,ment, the City vr,ould sti l l  ovt,? 264 -. we'd
e be paytnq 264 mi l l ion app' rox imately  cn the [ : ;waps?
s IVIR. S[-IUMAKER: Objection tr: forrn.
e B ' f  MFt .  GOLDBERG;
z Q. Vl'e'd bre paying 75 perc,-5nt r:f whatever the lrlrminatirrn
I  amc,unt  i : ;  a t  that  point?
9 A. V/'ell, i t 's 75 percent of termirratiorr amournt at that

10 point ,  which I  bel ieve has s ince decl ined l l rom
r.r -  May'31st .
12 Q.  V\ /hy do you say i t 's  decl ined?
rr A. Br:cause interest ratesi have s;hifted, and so at an'y
14 givern time we'd have to value the interest rate
1s form ula iat the time you chooser to e,xercis,e the
L6 opt ional  terminat ion provis ion of  the forbearance
r7 agroement .
re Q. The interest rate that wr-. 're talking about on the Swia;r
r .e is  l i r  <ed to the LIBOR; isr r ' t  that  corr€|ot?
z o A.  Yr :s .
z r  Q .  The  l h ree -mon th  L IBOR?
22 A.  Yes.  I  bel ieve so.
z:  Q.  I  pul led the three-month L lBOR histor ica l  index.  l t
24 indic ;ated that  as of  - -  might  as wel l  as mark th is  as
2s  an  exh ib i l .
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I
I

1 MR. GOLDBERG: Can you mark this as an i  r
z exhibi t? z
3 MARKED FOR IDENTIFICAT|ON: I  :
4  DEPOSITION EXH|B|T  8  +
5 3:29 p.m.  s
s  BY  MR.  GOLDBERG:  6
z Q.  l t  appears that  as of  August  of  2013,  the three-monf l r  7
e LIEIOR rate was .2655 percent? 8
e MR. SHUMAKER: Obiect ion, foundat ion. e

ro A. ls there --  i f  you're talk ing about --  I  ro
i 1 1  B Y  M R .  G O L D B E R G :  l r r
r z  Q .  U n d e r 2 0 1 3 .  L 2
rr A. 2013, a specific category in August which reads 13
ra 

^0.216550. _ L4
: -s  Q.  Right .  So i t 's  actual ly  gone down s ince July  of  2013 ls
1G acr ;ord ing to th is  char t .  I  t t
. ^  A  V - -  h : l  I  ^ - - -rz A. Yes. Did I say up before? 1_7
re Q. You had indicated that the interest rates --  r ight,  18
1e thert  the -  |  mean, i f  i t  goes down, the City owes 1e
20 mcrre; isn' t  that correct? 20
z t  A .  R igh t .  i 2 r
zz Q.  Just  so we' re c lear  again,  that  200 - .whatever  - -  22
23 whether  the f igure is  247 mi l l ion or  200 mi l l ion,  the 23
24 opl : ional  terminat ion payment  is  not  goi r rg to be - -  the 24

, "-r 
r." "" 01r."", *""l*rn ,n" o"lment? lrt

Paoe 31t-

VlR.  JURGENS: Object ion.
VlR.  SHUMAKER: Obiect ion to form.

A .  W e l l -
BY MR. HACKNEY:

O. Let  me be - -  s t r ike that  quest ion.
\o l ights get  turned on f rom that  money.

Th at's money that comes out of the Citv budget.
VIR.  SHUMAKER: Same object ion.

A.  Wel l ,  i t 's  money - -  yeah,  lwould say that  i t 's  money
th;r t  the Ci ty  is  obl igated to pay in  some fashion,  but
to the extent we get a discount, the City benefits.

I3Y MR. GOLDBERG:
O. I heard before the testimony, and I t lr ink it 's pretty

obrrious, that the City does not have the money on hand
to 1:ay that termination amount, correct'?

lVlR.  JURGENS: Object ion to form.
A. Yes, l 'm told that is correct.

] 3Y  MR.  GOLDBERG:
rg Q.  And to do so i t 's  going to have to f loat  another  bond
2o or  some k ind of  loan?
zr  A.  'Wel l ,  i t  would have to in  some fashion der ive some

)zz furrd ing f rom the capi ta l  markets,  yes.
z:  Q.  Okay.  I  read something,  and I  heard the same f igures
'24 floilted here. I read an article in the Detroit News' ,2s 

anr j  I  heard the same --  |  wasn' t  able to come

Kewyn Orr
,A ,ugus t .  30 ,  : l  013

Pirge :i

yesrterdary due to an illness of m'y wife, but --
A. r3h, I 'm sorry.
O. -- they were talking about a $350 rrr l l ion bond of sonre

kinc thiat is being looked intc, being floated, r:;orrertt?
A.  l - lere again,  I  want  to be carefu l .  l t 's  unclear

wherther  or  not  i t  is  a b<lnd,
O.  ( )kay.

A. V\fhat is clear is there's some post petit iorr f inancing
proposal  which are qui te sensi t ive,  but  that  number ls
not itn unreasonable number and it has been mentiorred
about  in  the press.

O.  , \nd is  i t  reasonable to say th,at  t l "a t  2 -  l t50 nr i l l ion
is not going to come free to the Cityll

A. l lo. Tlhe City wil l have to finarrce it in sonre fashion.
O. I mean, I did a l itt le res,earch nryserlf and looked up a

bor,J in t\nn Arbor that was recently'f inancerj for
34C mill ion at 4 percent which is I vyc,uld thinr wer
botl- agrr:e, was a good interest rate --

A. l . lm-hm.
O. - -  and the - -  Ann Arbor  would be pr iay ing 230 mi l l ior r  in

interest on that bond over a Zl-year period.
A. l lere again, Mr. Goldberg" I want to be verry carel'ul.

Wi thout  represent ing or  agreeing that  thet  post
pet i t ion f inancing that 's  being d isrcussed wi l l  take
the character is t ic  of  a hrond.

Page 320

O. \lo p,rcblem. But either way, we ar€r in agr,,;ement 1:frat
thal f inancing -- we don't hav'e -- ther City do,::s not
havr> a scurce for  - -  i t  doesn' t  have ar  re lat iorrshio
witir ther l=ed that the banks have where it gerts a ;rero
qual i ta t ive easing and zero percent  lcans,  drres i t?

A.  l the Ci ty  does not  - -  is  not  a qura l i f ied f inancia l
inst i tu t ion to go to the Fed d iscounrt  windovy nor  does
i t  have an extra several  hundred rnr i l l ion c lo l lars in
its tfund:;.

O.  [ -et  rne ask another  oLrest ion.  I  wernt  to  cal l  vour
attention to the forbearance aorerernr:nt.

A.  ) /es.
O.  \ /Vhich exhib i t  is  that?
A. 

' ' l f  
hat':; Exhibit 2.

O. [-et rne call your attenl.ion to p,agr-' 14.
A.  \ /es.

O.  A,nd i t  ind icates under mid-marrker t  amourt  - -

A.  ) /es.
O. -- am I reading it corre,ctly to :;ay that the -- when

the r:ptional termination Eloes; into el1'erct, ass;uming i1:
goes into effect, that the ,:alcrulation ,ln what's owed
on tlre lSrrvao that's the barsis for the terrminat on is,
basr:d on the ISDA fix 3?

t \4R.  SHUMAKER: Oblect ion to form. Thcr
documc'nt soeaks for itself.
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C i E y  o f  D e t r o i t

Kr)ayn Orr
A u r l u s t  i J 0 , 2 0 1 3

paaa a)1  Paqe 3 :2 : ]

1 B'y MR. GOLDBERG: 1 A.  I  had herard that .  I  have not  read the,  f ina l  judgment '

2 Q. Crkay. 2 Q. Wr:l l, l 'r j  be glad to pass you dowrr a copy'

3 A.  ygah,  here again,  the document  speaks to i tse l f  and i t  3  Ml i l .  GOLDBERG: Why don' t  we n1€lrk  th is

4 say!; methodology that is agreed to by the City and + Mr\RKE:D FOR IDENTIFICATION:

s basod upon the present  va lue as i t  speaks to the rest  I  s  DEPOS; lT lON EXHIBIT I

o of  t l re  document ,  yes.  o 3: l )6 P.rn.
7 Q.  F lave you looked into the fact  that  there 's  a lo t  of  t  z  BV MR. GOLDBERG:

e liter:rture out now that's exposing a prett 'y large 8 Q. Are you also aware that Bernk of p\nlerica lras been
I  7  \ l l .  r l a v g  y u u  l u u K g u  l l  l t u  t l  l v  l d u t  t l  l d t  l r  r e r  e  o  o  r u t  v r  |  '

e liter:rture out now that's exposing a prett 'y large 8 Q. Are you also aware that Bernk of p\nlerica lras been

g scarrdal with reg -- regard to the ISDA fi>l that s inve:;t igatr:d for potential rigging urith regard to the

10 involves and impl icates both Bank of  Amer ica and UBS? I  ro munir ; ipa l  bond market?

111 MR. JURGENS: Object  to  form. I  t t  MFl .  JURGENS: Object ion to form'

rz A. \Alithout characterizing the nature of the l iterature, | :t2 A. I arlr aware that Bank of America has been invr:rstigatecl.

1 3  t h i n k i t ' s s a f e t o s a y t h a t l a m a w a r e o f  s o m e i s s u e s  l r :  T h e e x a c t s p e c i f i c s o f t h e i n v e s ; t i g a t i o n l a m n o t

1-4 that have been discussed regarding ISDA, fixed' r+ aware of'

1s  BY  MR.  GOLDBERG;  . r5  BY 'MR '  GOLDBERG:

ro e.  F, re you aware a lso of  issues that  have come out  wi th . r .o  Q.  l r  l ight  of  these invest igat ions that  deal  wi th

L. t  regzrrd to the LIBOR, speci f ica l ly  wi th regard to UBS l i  r igg i rg c ' f  the munic ipal  bcrnd market ,  \vas th€r t  takr3n

18 and Bank of  Amer ica in  the set t ing of  us ing the LIBOR I  t  r  rnto r :  onsiCerat ion by the Ci ty  in  how Io apprc ach the

i rg as a standard? L t r  ques; t ion of  th is  forbearance agre(3mr:nt  and potent ia l

20 fVlR.  JURGENS: Object ion to form. 20 act ic t r  on these Swaps?

21  A .  l : tmaware tha t i n thepas tyea rs the rehavebeensome 21  A .  Pe rhapsyoucou ldbemorespec i f i c i nwha t \ ' r ' ayyou ' re

i22 quest ions ra ised regarding the LIBoR for  cer ta in l , r ,  ask ing whether  that  was taken into '  consic lerat ion.

2 3  f i n a n c i a l  i n s t i t u t r o n s , y e s .  z :  Q .  l r n e a r r , i f t h e r e , i n f a c t , w a s f r a u d - - b a s e c o n t h e

24 Ey MR. GOLDBERG, 
tzq fact  lhere 's  at  least  an indicat ion r : f  f r iaudulen ' :

- - ^ r . . ^ i ^  ^ r  L ^ . . .  + ^  r ^ ^ t  , r , ; r h  a n + i r , i f r r  h r r  h n t h  R a n k  n f  A r n c r i c a  ; a n d  I l B S  W i t
z s  e .  f l a s t h a t a f f e c t e d y o u r a n a l y s i s o f  h o ' w t o d e a l w i t h  2 s  a c t i v i t y b y ' S o , n B a n k o f A r n e r i c a i l n d l J B S w i l h i n t h e  i

_  - . - - *  -  -  - - - . 1
Page 322 Page ?t24 |
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the Swap counterparties in terms of the -- the
forb earance agreement?

A. l,lo.
O. 

-l-he 
fact that it 's potential fraud was involved in the

setting of these --

t \ [R. JURGENS: Object ion to form.
t\flR. SHUMAKER: Objection to form.

A. l l lr. Goldberg, l 'm going to defer fronn accepting the

chzrracterization of potential fraud. lt is - it is

as reported.
I IY MR. GOLDBERG:

O. , fkay.  That 's  f ine.
Itre you also aware that the -- that UUS

wa:; -- let me find that.
l\re you aware that UBS has been sured by the

Ser;ur i t ies and Exchange Commission for  r igg ing in

regard to munic iPal  bonds?

A. ln  past  years?

O. That  there was a f ina l  judgment  -  yes '  in  past  years

A.  Yes.
O. Are you aware of the final judgment that was -- there

was a f ina l  judgment  on a case that  was f i led on - -

i t 's  1 12539 -  that  - -  and that  one of  the bonds that

actually was involved in that case was the Detroit

water and sewage bond case?

munic ipal  bond market ,  h i ls  there '  beren any

inves;tigiation as to whethe:r or not thilt was the cas;e

with - wilh regard to the Swaps atssr:c;iated vvith the

POCs?
MlR. JURGENS: Object ion to fornt .

MlR. Sl{UMAKER: Obj,- 'ctirrn to fc'rrn,

fou r  r la t ion.
A. Yr-'ah, first, it 's not clear that therel was fraud with

respect to POCs. I  think your pr ior quest ion
conr:ern ing Bank of  Amer ica concerned bonds at  DWSD

that as nry understanding are not irrrplicatr:rd by this

proc;,ess, meaning the forbrearance agr'|eemenl:, but have

we r :a lcu lated and analy: :ed the possib i l i ty  that  there

may be issues surrounding poterr t ia l  conr :erns in

connreclion with the Swap agreenrent, the ant;wer is y'es'

B Y MII .  GOLDBERG:
O. l \nd urho was - -  who were those c l iscussi r :ns wi th in

ternrs of whether or not to pursue tha':?

A.  I  would have had d iscussiorrs 'wi th my counsel '

O. \//he,n you say your ccruflsie I, rruho do you mean?

A. l/ly attorneYs.
O. . loners'  Day, is that --

A. V\rell, .lones Day. We erlso hal'e loc:al coutrsel that's

inv,olvecl  that 's si t t ing here, Pepper Hamil ton, and

others,
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Page 321

r .  BY MR. GOLDBERG:
2 Q. Okay.
:  A .  Yeah,  here  aga in ,  the  document  speaks  to  i t se l f  and i t
4 says methodology that is agreed to by the City and
s based upon the present value as it speaks to the rest
s of the document, yes.
z Q. Have you looked into the fact that il-rere's a lot of
s lite,rature out now that's exposing a pretty large
e scirndal with reg -- regard to the ISDA fix thar

10 involves and impl icates both Bank of  Amer ica and UBS?
11 MR. JURGENS: Object  to  form.

,rz A. Without characterizing the nature of the l iterature, I
t ,  th ink i t 's  safe to say that  I  am aware of  some issues
14 that  have been d iscussed regarding ISDA, f ixed.

l r s  BY  MR.  GOLDBERG:

i rs  Q.  Are you aware a lso of  issues that  hav,e come out  wi th
17 rec;ard to the LIBOR, specifically with regard to UBS
r.8 anJ Bank of  Amer ica in  the set t ing of  us ing the LIBOR
r-9 as a standard?
20 MR. JURGENS: Object ion to form.
2 1 A. I am aware that in the past years there have been some
22 quest ions ra ised regarding the LIBOR for  cer ta in
23 f inancia l  inst i tu t ions,  yes.
24  BY  MR.  GOLDBERG:
z s Q. Has that affected your analysis of how to deal with

I had heard that. I harre not rr:ad the final judgment.
\A/ell, I 'd be glad to pass 17ou dow,n a cop,/. I
l ! lR. GOLDBERG: Why don't  we rnark this.  I

Kevlln Orr
L u g u s t :  3 0 , ,  2 0 1 3
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IvIARKED FOR IDENTtFtCAt-tON :
DEPOSITION EXHIBIT  9
l | :36 pr.m.
t ]Y  MR.  GOLDBERG:

O. ,Are you also aware that Elanll of ,A,mericar has been
invr:stigerted for potential rigging with regard to the
municipzr l  bond market?

MlR. JURGENS: Obiect ion to fornl
A. I am avyare that Bank of .America has been in'restielated.

The exact specifics of the inverstigirt ion I am not
aware of.

E}Y MIR.  GOLDBERG:
0.  l r r  l ig f r t  o f  these invest igat ions thrat  deal  ur i th

rigg ng of the municipal b,oncl merrkert, was tfrat taken
into consideration by the City in hovy 1:o apprrrach thr:
querstion of this forbearance agreent€,nt and prrtential
act ion on these Swaos?

A. Prlrhaprs you could be mrore specifir: in what way you,re
asking vyhether  that  was taken inr to consi rCerat ion.

O.  I  mean,  i f  there,  in  fact ,  wras f raur l  - -  baseC on the:
fact there's at least an indication of fri ludulent
activity by both Bank of A,merica anrl UBS w tfrin the

l

1

2

J

5

5

7

8

9

Page 32:2

the Swap counterparties in terms of the -- the
for learance agreement?

A .  No .
O. The fact that it 's potential fraud was involved in the

setting of these --

lV lR.  JURGENS: Objec l ion to form.
lVlR. SHUMAKER: Objerction to form.

A. Vlr. Goldberg, l 'm going to defer from accepting the
chraracterization of potential fraud. lt is - it is

Page 324

r  munic ipra l  bond market ,  has therr - 'br :ern any
z inverstigation as to whethr:r or not that was tfre case
: witt 'r -- rvith regard to the Swaps ,asso,:iated ,,vith the
q POt-)s?
5

5

l l lR.  JURGENS: Object ion to forrn.
l! ' lR. SHUMAKER: Objection to forrn,

10 as reported.
r . r ,  l3Y MR. GOLDBERG:
rz Q.  Okay.  That 's  f ine.
13 r\re you also aware that the - that UBS
14 was -  le t  me f ind that .
1s r \ re you aware that  UBS has been sued by the
Ld Se:ur i t ies and Exchange Commission for  r igg ing in
t7 regard to munic ipal  bonds?
r.8 A. In past years?
rg Q.  That  there was a f ina l  judgment  -  yes,  in  past  years.
20  A .  Yes .
z r Q. Are you aware of the final judgment that was -- there
22 was a f ina l  judgment  on a case that  wars f i led on - -

23 i t 's  1 12539 -  that  - -  and that  one of  the bonds that
24 actual ly  was involved in that  case was the Detro i t
2s waler  and sewage bond case?

M i  n  - T T -  l a r i  n r G )

z foundat ion.
e A. \ 'eah, f irst, it 's not clerar that therr: was l 'raud with
s  respec t  t o  POCs .  l t h i nk  you r  p r i o r  ques t i on

10 con,c;ern ing Bank of  Amer ica concerned boncls at  DWSD
11 thal, as nry understandinrg are not ir lplicatr:rd by'this
12 pro(;ess, meaning the forbearance agreemenl, but have
r.3 we ,:;alculated and analy:zed the possibil i ty that there
!4 mav be issues surrounding poterr t ia l  conr :erns in
t 5 connection with the Swap agreenrent, the an:;wer is y'es.
16  E iY  M l l .  GOLDBERG:
r.7 Q. l\nd rarho waS -- who rarere those cliscussir.lns urith in
1s ternrs of whether or not to pursue that?
rg A,  I  would have had d iscussions 'wi th my counser l .
2o Q.  \ r /hen you say your  counsel ,  rvho do you nean?
zt A. l l / ly attorneys.
zz Q.  . lcners Day,  is  that  -

23 A.  Vr /e l l ,  J lones Day.  We a, lso have local  courrsel  that 's
24 involved that 's  s i t t ing here,  Pepper Hami l ton,  anrC
25 Othr l r IS.

i--- - l

Bienenstock  Cour t ,  Repor t : ing  ,&  V ideo
2 4 8 . 6 4 4 . 8 8 8 8  T o l . l  F r e e :  8 8 8 . 5 4 4 . 8 0 8 0P h :

( 8 1 )  P i r g e s  3 2 L  -  3 2 4
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l (evyn Orr
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Page 325

O. I  mean, isn' t  Jones Day --  doesn't  Jone,s Day represent
this;  Bank of America as one of i ts c l ienls on i ts Web
siter?

A. Yes, Jones Day does represent Bank of America.
O. How could Jones Day investigate one r:f its own clients
for potential fraud?

lVlR. SHUMAKER: Object ion, form
lt / lR. JURGENS: Object ion, form.

f inancial  cr is is in Detroi t?
A. Y',es. 'lo be clear, under 436 | have no independrent

pros;ecutor ial  authori ty,  but I  do have the authori ty
to nrake cr iminal referrer ls to appropriate
pro$ecutor ial  authori t ies.

O. In light of the cost to the City of ther Swapr; ;and the
conlinuing costs, which w'e all ackno',rrledge r,vill be
substant ial  even in l ight of  the forberarance
agrt;ement, have you ma,le any referral to at least do
a -- r:onduct an investigation based on the e',/ iclence
that ,  that  - -  l 'm not  accusing thenr  o1 'crr imina
acti 'vity ir these activit ies. I l lave no b,asis for
doirrg thart, but on the oth,:r hand that fact thi:rt
their - some of their too executives in this areil
hav:r beern convicted would at least lead me to want to
taker a l,:ok at that in l ight of Detr,rit 's; situation.

wlR.  J IJRGENS: Object ionr  to l 'or rn.
NlR.  SHUMAKER: Object ion,  forr r r .

A.  Y,eah,  i t  is  a run-on quest ion,  Mr.  13oldbe' rg,  but  le t
me siay this. We are -- we have an -- analy;red to the
degree and looked at everything; significantl) ' relat,ed
to t lh is  t ransact ion.  Any - -

B Y MTT. GOLDBERG:
O. f lave or  have not? I 'm sorry.
A. !\/e have. We have.

O. Okay.
A. l l therr: appears to be ;a basis for nraking a criminal

referrral of any kind related to arnythring that falls
uncler  my purv iew of  436,  I  wi l l  do,  that .

O.  Elut  i l t  th is  point  noth ing - -  there hasn' t  evr :n beerr  a
request  for  such an invest igat ion?

A. I rivould be careful abc,ut -- | -- | hri lve asked -- therre
are rnatters that are under investigartion that may or
ma)/ not implicate the subject matliers you're talking
abo ut. l"m going to defr:r to sprealk about l lhem
fur ther .

O. C)kay. Are you familiar with the c;ircumsta nr:es that
led to tfrer 2005 Swao?

A. l 'm fami l iar  wi th what t  I 've read.  I  wasn' t  here in
the ,City at the time.

O. Do yo.r know why Moo,jy's - not lt/ loody's -- Fitch and
StarrdarC & Poor's would hat,e been ert the tcrble along
wi th UBS when th is  - -  when Lhis 'was r l iscus: ;er l?

A. F:irst, I don't know thart they lvere at the table and,
secondllr, i f they were, I do not lKno\ r why they would
havr-' ber:n.

O. \t/ell, I do have a phot,rgri lph of thr:m at th€, table
whi , : ;h  I 'd  be g lad to sharerwi th you - -

A.  Okay.
O. -- fronr the Michigan Citizt. 'n. lt rarias taken ett that
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A. I am today, Mr. Goldberg, a cl ient of Jones Day. The

specific practices of Jones Day regarding its
invest igat ions, I  would suggest that you refer to
the  m.

I3Y MR. GOLDBERG:
O. Okay. l 'm just saying you ut i l ize thenr --

1s A.  Yes.  I  do.
116 Q. -  for  thei r  -  for  thei r  advice on whether  or  not  to
,1-7 corrduct  such an invest igat ion.  l 'm t ry ing to ask you

, t t  as your  - -  in  your  indepen<jent  posi t ion as emergency
1e manager,  wouldn ' t  you th i r rk  that  a law f i rm that

lzo represents the precise person you' re as;k ing to
2r  invast igate for  f raud could not  g ive you an

, ,22 object ive appraisal?
r z :  A .  N o .
' ,24 lV lR.  JURGENS: Object ion to form.
2s lV lR.  SHUMAKER: Obiect ion to form
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:. A. It lo. In my experience, having worked now at three
z difl 'erent law firms, I have seen situations where law
s f i r rns are fu l ly  capable of  invest igat ing c l ients,  yes.
+ l lY MR. GOLDBERG:
s Q. Are you aware that three executives of UBS were in --

o recent ly  ja i led that  - -  who were involved in munic ipal
z borrd division were recently jailed?
g A. I 'm aware that there were prosecutions related to UBS.
g I wasn't aware of the exact number or who they are.

ro Q.  Okay.  I  do have - -  now, l 'm not  pr ivy to much on that
1 i .  e i ther ,  but  I  do have ar t ic les that  do c i te  that .
tz  A.  Okay.
rr Q. And they cited three people who were just convicted tn
14 July  of  th is  year .
rs  A.  Okay.
ro Q. Are you aware that Bank of -- an exec;utive of Bank of
L7 Anrer ica in  i ts  munic ioal  bond d iv is ion vras indic ted in
r . 8  2012?
rg A. I don't recall i f I was aware of that,
z  o Q.  Okay.  Let  me just  ask under - -  pursuiant  to  the Publ ic
2r  Acl ,  436 sect ion 13 -  sect ion 16,  aren ' t  you mandated
22 to r :onduct  a cr iminal  invest igat ion,  or  at  least  to
23 ref ,3r  potent ia l  suspic ion of  cr iminal  inverst igat ion to
24 the Attorney General in connection witl"r -- if there's

2s an ' r  k ind of  cr iminal  act iv i t 'y  associated wi th the
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1 tim(). Let me see if I can find that.
2 t \ l lR.  GOLDBERG: Here,  I  can mark th is .
3 I I | IARKED FOR IDENTIFIGATION:
4  T )EPOSIT ION EXHIB IT  1O
s  3 :43  o .m.
5 EIY MR. GOLDBERG:
7 Q. 

' l -h is  
is  a photograph taken by the - -  i t  was in  the

e Michigan Ci t izen July  31st ,  2005,  i t  re f lects a
s picture of Sha -- Sean Werdlow, Stephen Murphy of
o Standard & Poor -- Poor's, Joe Keefe -- Joe O'Keefe of
r  F i tch,  the Deputy Mayor,  Arr thony Adams, and the - -  and
z the -- and -- and the reoresentative of SBS at the
3 table.
a [ \ l lR.  SHUMAKER: ls  there a quest ion?

s  E IY  MR.  GOLDBERG:
s Q.  i lure.  I  was asking why'would Moody - -  why would
r  Standard & Poor and Fi tch be at  the table?
I  n[R.  SHUMAKER: Object ion,  foundat ion,  form,
9 document soeaks for itself.
o  A.  \ 'eah,  Mr.  Goldberg,  th is  purpor ts  to be a documenl
: .  showing some of  these members at  counsel  table.  I
z  have no idea - -  lwasn' t  here,  and I  have no idea what
r  the d iscussions were and whether  or  not  i t 's
q acc:urately represented to be something related to
s th i : ; .  This  document  speaks for  i tse l f .

: .  EIY MR. GOLDBERG:
z Q.  lSo you haven' t  done real ly  any substant ive
r invt:stigation on what the circumstances; were that --

e tha:  why - -  that  put  the Ci ty  in to the pension

s obligations with certif icates and Swap --

o l1/lR. SHUMAKER: Objection to form.
r  t lY MR. GOLDBERG:
s Q. .- when they first were init iated in 20115?
g A.  \ feah,  a l l  I  can say is  th is  -  th is  p ic ture appears to

10 be what it purports to be and speaks for itself. I

11 dorr't know if it 's accurate or not.
rz  Q.  -et  me just  ask one quick - -  that  I  was k ind of
13 cur  ous about ,  personal ly .  l t  appears that  there
14 war;  - -  the f i rs t  COP and Swap was in 2005.  Then the 'y
15 were terminated and a new one - -  new COPs and Swaps

16 wer-e p laced in 2006.  ls  that  your  understanding?

rr A. I don't know if that's my understanding. I know there

1s were -- there were two series that went on. I 'm going

19 to be carefu l  wi th the quest ion of  replac ing them, but

2o le t 's  go wi th your  quest ion.

zr  Q.  ,Jkay.  lguess my cur ios i ty  is  why the banks would pav

22 a terminat ion fee of  2.7 mi l l ion,  according to those
23 doc;uments,  to  the Ci ty  to then have them
24 renegot iate - -  replaced?

2s A.  Vl r .  Goldberg - -

Page li:.i1

r  MlR.  Sl {UMAKER: Objr rc t  to  form, founda{ ion.
z A.  I  ruasn' t  here in  the Ci ty  at  the t inre.  I  h i rve no
r  idear .
e B ' r /  MFl .  GOLDBERG:
s Q.  Okay.  That 's  f ine.
G Have you approached 1:he Securit ir:s and
r  Excl 'ange Commission to conduct  anv k ind cf
a inve:;t igal.ion of the Swaps in l ight of their exl,-.nsive
s inves;tigal.ions of UBS anc Bank of A,rrrerica?

10 MlR.  JURGENS: Object ion to form.
11 A.  Yeah,  here again,  any - -  your  quest ion is  have l? |
12 th inf l  I  can answer your  c ;uest ion.  I  t lh ink the answr: r
13 is  n,ar .
14 B' f  MFl .  GOLDBERG:
rs Q. C,<ay. And you haven't appr,cacl-red them to i 'rtervene ir
1G the bankruptcy which they have er  r ight  to  do as;  we
!7 both knolv under the banl:ruptcy ,:ode?

18 A, I vsould hazard a guess that the Siecurity and Exchange
19 Conrmis:;ion is aware ol'Detroit 's l l ,ankruSltcy.
zo Q.  But  you have not  approached therm to a id you i r r  doing a
2r propr-.r in' lestigation of ther Svraps?
zz A.  No.  |  - -  |  th ink they ' re fu l ly  capatrk:  of  detenmining
23 whal l  they should do wi th in thei r  nniss ion.
z+ Q. Hilve you looked into th€r mortgage prractices ol'Bank of
2s Amerr ica Lhat  - -  in  l ight  of  lhe f inancia l  cr is is  of

Prg" S3,lPaoe 33r l  Paoe l l lJ2

r  Detro i t?
z M R.  JTJRGENS: Object ion to fornt .

: M R. SIIUMAKER: Obj,:ctirrn to fc,rrn.
+ M R. EISSAD: Objection to relevanr:e.
s A. I don't think my duties under 436 tpould ri;pecify to
o look in to the mortgage r : r is is ,  s ;o t l re  ansvter  is  no.
t  B ' (  MFl .  GOLDBERG:
e Q. E;Jt you would agree with nte that rl lre mortl;a,3e cris;is
g and the subpr ime lending cr is ; is  i : ;  a  rnajor  ccntr ibutor

r.o to Dc'troit 's f inancial crisis, would you not?
11 MlR.  SFIUMAKER: Obiect i ,cn to forrn,
1-2 fou rr C atio n .
r: A. t\ ' lr. Goldberg, I don't know itf i t was or vvasn't.
\ 4  B ' f  MR.  GOLDBERG:
rs Q. \ 'ou don't know if it was or it rnrasrr' l :?
ro A. I lo. I 've -- I 've heard repods, that there was

L7 d isproport ionate mortgage forec losures and so on and

1B so frrrth, but I 've made no, conclusion as to lvhether or

19 not  l ihat  was a major  contr ibutor  to  Detro i t 's
2o f inarrc ia l  cr is is .
zr  Q.  l , re  got  you.  Wel l ,  le t  ne - -  le t  mer run th is  - -

22 (\//herr-'upon Vincent lVlarriott and N4atthevv
23 Summers le f t  the Depcrs i t ion at  3: r l  Z p.m.)

24 lv lS.  ENGLISH: Can wt? go of f  ther  record Jor

25 one second,  o lease?

(83  )  P i tges  
' :129  -  332Bienenstock  Cour t  RePor t :Lng

P h :  2 4 8 . 6 4 4 . 8 8 8 8  T o l . l  F r e e r
,&  V ideo

8  8 8  .  6 4 4  .  8 0 8 0
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1 ! ' IDEO TECHNICIAN: We are off  the record.
2 The t ime is 3:47.
3 ( l lecess taken at 3:47 p m.)
+ (13ack on the record at 3:48 p.m.)
s \ ' IDEO TECHNICIAN: Back on the r€rcord at
o  3 : 4 8  p . m .
r  E IY MR.  GOLDBERG:
a Q. l 'm sorry,  I  didn' t  br ing that report  with me.
e Sio your public -- your statement to me is

10 you're not c lear whether the subprime mortgage cr is is
11 in fretroit was a factor in Detroit's financial crisis?
tz 4,. l,lo. My statement --
13 f \ lR. SHUMAKER: Object ion to form.
re A. [\ly statement to you -- | believe your question was,
1s wa:;  i t  a major factor,  and I  said I  understand there
r.6 have been reports, allegations, and stories that there
17 was disproportionate mortgage foreclosure in the City
r.8 of l)etroit. I don't know if that was a major factor
r.9 in i ' :s f inancial  cr is is.
20 EIY MR. GOLDBERG:
zr Q. l \nd you haven't  looked into that issue independent ly?
tzz A. l , lo,  l 've not looked into i t  independent ly.
z:  Q. l :ven though the banks --  the same tranks that are
24 claiming al l  these Swaps were direct ly involved in the
2s subprime mortgage cr is is?

t overcharges or obl igat ic lns that i t  has to other .-
z otherr orEanizat ions and ent i t ie:s.
s Q. Are you aware that chargebacks sp€rcificall\r' deal with
e charg;ebar:ks to the Countlt that th,e County buys; -- pa'ys
s the City for foreclosed tax * frlrecloseld properties,
o then sel ls them, and the City is resprlrrs ible fr : rr  the
z differencer between what they're s;olcl for and what
a the -- what originally was oaicl to the tC;itye
9 A, Yrls,  as I  said --

r .o MlR. S]{UMAKER: Objt . 'ct ion, fornr,  foundat ion.
rr  A. As lsaid, i t 's a procer;s by whic;hr the City 'has
L2 obl i lgat ions to other orgi lnizat ions arnd ent l i t ies.
r .3 B\f  MR. GOLDBERG:
ra Q. A,re you aware that the state has hundredr; of -- al:
1s leasl  200 mil l ion dol lars a,rai l : lb le in the Hard,3$t --

r.6 Help, ng Flardest Hit funds thaLt could be used to pay
r't off delinqr,rent property ta>les1)
18 A, I 'rre heilrd that representation lcef,ore in terms of the
1e Hardest  l l i t  funds.  What  I  am awar '€]  of  is  l that  the
20 Ci ty  is  ent i t led to get  52 mi l l ion dol lars of  the
2r  la te - -  la test  one hundred mi l l io ,n c lo, l lar  t ransfer  of
22 the l {ard,est  Hi t  funds for  b l ight  rernediat ion.
zr Q. That's true. Which affercts -- affe<;lt; your general

24 proprrsal  in  terms of  the c, :s t  of  b l ight ,  correc l?
zs A.  V! /e l l ,  i t  he lps us in  terms of  get t ing at  the cost  of

Page : i 35

Page 334

r I\f lR. JURGENS: Objection to form. 1
z A.  l {ere again,  your  character izat ion was d i rect ly  2

:  inv<>lved.  My miss ion in  th is  forbearance agreement  is  3

+ look at whether or not this is in the best interest of 4

s the Ci ty  at  the t ime.  s

o EIY MR. GOLDBERG: 6

r  Q.  l iure.  7

I A. lt seems to be as you and I have discussed before, I

9 several t imes now, that you have expressed concerns 9
1o about  a  b roader  i ssue regard ing  banks  invo lvement  w i th  10

11 the mortgage forec losure cr is is  in  the Ci ty  of  11
'r,2 Del:roit. In my opinion, that's not directly related t2
13 to the issue that  we have at  hand in the forbearance L3

1 4  a g r e e m e n t .  L 4

; rs  Q.  l -e t  me just  ask you one other  quest ion.  We've been 15

r .d ta lk ing about  a l ternat ive sc lurces of  f inancing.  16

L7 You' re fami l iar  wi th the last  CAFR? r j

re A.  
' fes.  18

rg Q.  ,Are you fami l iar  wi th the - -  what  the i32 mi l l ion in  i  1e

20 cherrgebacks means in th is  CAFR that  the Ci ty  is  20

2r  pa5 ' ing? 2r
^  ^  ^  t r r ^ -  I  ^ L : - l -  |  L - . , ^  ^ ^ - ^  . . ^ i ^ - ^ r ^ ^ ' l i x a  i  6 .zz  A .  

'Yes ,  
l t h i nk  I  have  some unde rs tand ing .  i 22

zr  Q.  /Vhat  is  your  understanding of  i t ,  s i r? '  t23
zs A. 

-fhat 
there's a certain obligation on the City to pay 24

2s solne money out  based upon an analys is  of  e i ther  2s

Page :]36

b l i gh t  as  qu i ck l y  as  poss ib le .
O.  E,Jt  m' /  quest ion was a l i t t le  d i t ferernt  on thra l .
A .  U  m-hm.
O. F,ave y'ou intervened wi'.h G,overnor l inyder who yot-t --

who you' re - -  your  appotntor  - -

A.  F l ight .
O. -- to sercure the release of these Ha'dest Hit funds to

pay off property taxes which ,nould trr:th stab l i:ze
comrnuni t ies to keep people in  thei r  hr :mes atnr l
s tabi l ize the Ci ty  budget  bry avoid ing the neel  lo  pay

B0 r^r i l l ior  in  chargebacks?
M R. SHUMAKER: Obj :c t i ,cn,  founcl ia t ion.

A.  l t  is  not  - -  i t  is  not  - -  i t  has been rnade c lgar  to me
that it is not clear to me that, one, tw,s'd hatre access
to those funds and that those f 'undt;  can t te
appropriately used for that purpo:sc).

B'T MR. GOLDBERG:
O. l t 's not?
A. l t 's --  i i t 's not c lear.  That 's --

O. V\/ell, l ' l l send you somt; literature on that s,l you celn
clar i l 'y that.

A, Okay.
NlR. GOLDBERG: Okay. Okery. 

- fhank yDLr very
muc) '1.

TllE VI/ITNESS: Thank, vou very t'nrch.

Bienenstock  Cour t ,  RePor t :Lng
P h :  2 4 8 . 6 4 4 . 8 8 8 8  T o l . l  F r e e  I

,E Video
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STATE OF IvIICHIGAN

CO JNTY OfI WAYNE

AFFIDAVIT OF SAQIB EsHA'TTI
)
) S S
)

1. I Saqib Bhatti, do affirrn and state as follora's:

2. I am a Fellow at the Nathan Cumminss Foundation researchinq the role that

municipal f inance deals play in public budget crises. Prior to my fel lowl;hip, I  arralyzed the

financial indristry for six years as a Senior Irinancial ,Analyst with the Service F.rnplolees

International IJnion (SEIiJ). During this t irr ie. nrv r 'vork focused on two primary areas: rnunicipal

t inance and the housins crisis.

3. I  have established myself as an cr{tr)crt on ir: ' tcrcst ratc swaps in part icular. leaci irrg

a tclm o1'researchers that has uncovered more theLn 1.100 swap deals and qtrantif ied the cost; of

cach to taxpayers. Through this research. I have been atrle to draw clear cronnection.i; between

interest rate s'waps and budget deficits in cities ancl states ercross the country.

4. This work has also allowed me to understzLnd the rampant fiaud in the municipal

derivatives industry. I  have studied the London Inter-l ]ank Olfered Rate (LIBOR) manipular, ion

scandal and helped anall 'ze the State of Oregon's potential losses stcmming f iom the i l legal

marripulation of LIIIOR. I am also famil iar with the rnunicipal derivatives bid-ri6tgirLg scandal.

the International Swap Dealers Association's ISDAf-rx sc:andal. and othcr instancr:s oI criminal

conuption in the industry. l ike the fraudulenl::nterest r:ate swaps that bankrupterJ Jeff-erson

Countl', Alabama.

5. I have met with nlrmerous oublic officials arrd/or their staff in rno.re than ten

stat3s. inclucling treasurers, attorneys generatr. cornptr,ollers, mayors, city ma.na5tr:rs, chief

financial officers. finance directors. state legislators. and cit.y councilmentbers 1o present my

res(:arch and offer policy recommendations. My rvork he's led to policy considerartic,tls in ntore
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thar. 20 cities across the country. and it has been covered by major US and international pless

outlets. inclurling Ihe Wall Street Journal, lrleu' I'ork Tlntes, Financial T,'tnes, and Americun

Banker.I am frequently consulted by financial re'ports writing stories about interest rate swaps as

an expert ftrr irackground research.

6. I was awarded the highly' competitive Nathan Cummings Foundation lrellows;hip

in rr:cognition of my work in the area of municipeLl linancr: to work with economists, a,lademics.

industry experts, public officials. and nonprofit organi;ratic,ns to develop and ad'vocate 1'or

altc:nate nTodels for government f inancing that are not depenclent on risky f inancial instruments

l ike interest rate swaps.

7. My testimonv wil l  speak specif ical. ly to the impact that the i lk:gal manipulation o1'

LIIIOR had on the City of Detroit 's interest rate swaps. It  wil l  also focus on kn'own instancerr of

liaud. corruplion. and criminal behavior that hav,: becn unco.,rered in the nrunicipal derivatives

markct elsewhere in the country. including the b,id-r i* irgirrg sr:andal. the ISDA.flx maLtt ipulat. ion

scandal. and the corruptiorr scandal in .lefferson Countl'.

FTJI{THER AFFIANT SAYEI'H NOT.

sA(JIB BIrA'ITI Date

Subscribed and sworn to befbre me this i  , t ' '  -  Cerl of September.2013

{ . '  - .  . "

Notary'Public:; . !y'ayne CountyMichigan.

Noiary Publ lc  of  Mrchrsar
Wayne Cour) ty

r--)iptres 01,,,. 1t20 j 5
A:t rng rn the Ccunty ot  ; ; \ . r , i . -

My commission expires:
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Saqib l ]hatt i September 18.  : l0 l i

1

2

3

4

5

6

1

B

9

L O

1 1

I 2

1 , 1

T 4

1 5

I 6

I 1

1 B

I 9

2 A

2 I

2 2

2 3

2 4

2 5

a  l 1  r g  .

Southl leld. N' l  I

U N I T E D  S T A : ' E S  B A N I I I R U ? T C Y  C O U R T

E A S T E R N  D ]  S T ] l I C T  O F  M I C H I G A N

S O U T F I E R I \ l  D I ' \ / I  S  I O N

l - h r n 1  o r  q

C I T Y  O F ' D E T R O ] T ,  M I C H I ( : ] P , N , C a s e  N o l 3 - 5 3 8 4 6

D e b t o r H o n .  S t e v e n W .  R h o r l e s

V I D E O  D E F O S I T I O N

D t r P O N E N T :

D A T E :

T I M E :

LOCAT I  ON

S A Q I  B  B H A - I ] ]  I

W e d n e s d a y ,  S e p t e r n b e r  1  B ,  2 0 I  - )

1 1 : 0 3  a . m .

I ? e p p e r  H a r n - - l t o n ,  L L P

I l u i  t e  1 B  0 l

4 0 0 0  T o w n  C e n t e r

I i o u t h f l e l , l , .  M i c h i g a n  4 8 0 7 5

R E P O R T E R :  l , l i c h e l e  E .  F r e n c h ,  C S R - 3 0 9 1 ,  R l 4 R '  C I i R

Alde lson R:por t ing  Cr tmpan l
I-8OO-FOR-DEFIf
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Saqib t lhat t i September 18.  i lOl3

South t i : ld .  M l

Page : l  8

t You said small business. What \\'as the one prior to
2 that -- or afler that'l
3 A. Wes it municipal tinance'l
4 Q. Municipal linance. \\'hat did y ou do
5 there?
5 A. Wc looked through - so therc \\ a-s no
I c,:ntral repositorl'ofintercst rate s\\tlp deals that
8 e:risls publicll'. and w we culled through hundreds
9 of'linancial repo(s iiom govemmental cntities

10 a,Jross the country'.
11 a Is this the one *here 1ou said you
12 crltegorized l.lft) s*ap transactions?
13 A. Yes
14 a Okal'. Wc staned to talk about that.
15 \Vh)' don't rvc talk about it a little bit I'urrher.
16 So 1-ou categorized 1.100 trdnsactions.
17 su'ap tnursactions. What did 1'ou do'l You tulk the
18 variable ratc and lookcd at the variablc rate irnd
19 thc flxcd rate?
2a n. Conect.
21. a And thcn rvhat did y'ou do afier r ou did
22 that ' l
23 n. Mult ipl icd i t  b1'the notional zul lount.
24 a Oka1,. And came up with a dolla.r amount
25 c,n the spread: correct'l

P a g e  . 3 9

1 A. Corrcct.
2 Q. And thcn what did you do?
3 A. In which case?
4 Q. After you -- after you did this analysis
5, or research on tlrc I .100 swalls, what was the nr:x1
€; step you used the report fori)
I Did the report have anything - let me
tt strike that.
9 Did the reporr have anything morc in it

iO tharr those things that youjusl described?
1l A. So there was no retmn rve issued rvith
V: thedataon 1.100.
13 a Okay. Soyouneverissuedarepofton
I4 those l,100 swap transactions that you did a - or
15 did an analysis ofl conect?
16 A. No. It was not one - the research was
1? not for one big repon.
18 a Okay. What was the research for, then?
i 9 A. Jhe research was to figure out what's
2A happening locally in different places and then.
2I based on that, rve did reports in specific places.
22 a. And where did you do report - what
23 specific places did you do reports in?
24 A. So the ones that I. myself, wrote that
25 touch on intersJ rate swaps were in - so FlorirJa-

?  a ; e

'he one in Florida firr the ,(ichool Di:strict ()f Palm
ll Beacl'L Counf . State of lllinoi:;. This reprrt
: lhafs',isted. "lllinois Bank; andi Conporations'
'j Impac,t on the State's Econ,rmic iurd Budgr Crisis.'
5 Q. Well. let's starl rvith the - let's tai(e
6 thenr one at a timc.
; lhe Florida one. you said I b:lievr:
j earlicr in )'our testimon]- tnat there'iou.iust
l presented the cost of the sivap to th,;rn?

L ]

L 1
,A. Conect.

O. And did 1'ou malier anl other fincLi.rgs or
l: detcnninations'J
I _ r

t , i

l l

1 5
1 r
t 8

;\. Yeah. What u'c detenninecl rvas that the
s*ap:; became most costlf in the al'termalh o1'the
llnancial crisis u'hen the Ft:deral Reservc slir-shed
intcrcst rates in response to the collrapse ofl-ehrnan
Brothen.

a Okay. Anl other - anv other linCings
'-9 

1ou nrzvJc based upon yrur anall'sis. bcsidr:s that'l
r\. No.
(1. Oka1 . l-hc ne\t c'nc ) ou stirftcd \\ as

nunrbcr 5 on rour CV. whrch i : ;  the " l l l inois l lanks

and Ciorpomtions' Impact on thc Slate's l-.conomic and

[]udget Clrisis." Concct?
A. C0rrcct.

P a g  '  4  I

L Q Ancl rrhat ria^s thrtl reporl that )'ou
2 prcparcd'l
3 A I nrean. so. that r(rpor1 looflecl at a
i nunrtrr ol-clitlcrent \\a)'s that Wall Strect haci an
3 impa,:t on thc cconoml u'ithin Illinois. I: lookcd rrt
6 srnall business lcnding. lt lmked at fbr"*clrsures.
1 It also kxlkcd at intercst ntte s,,raps,

a Lct's conccntratc on the portion that

dcalt rrith thc interest rcttc s\vaps. \'\,hat did rou

reporl on'?
,\. It rr'as the salrc ixi rvith thc Schcxrl

l)istrict. l-ooking at thc spread betu.een ltre
variable and lixed rate and putling a dollat a-rllount

on  i t .

O So is it - and \\'hat's the next on(i ) ou

olc.'

A. Actualll. the tlnt one \\'e skipgl(l over.
thc "Riding the Cravl 

-fntin."

a Okal . And that ''vtt-s -- was thal ltiven to

sornc.jurisdictional unit?
r\. That wa-s -- that t:overed l2 dillt,rent

plac€s.

a. And that -- once again. rvas thal lhe same

npe of reporl *'here 1'ou did the calculation ot'tl-e

cost ofthe swap?

Alderson Repor t ing  C i  om peLn l
l- t i0()-F(lR-DEt)O

1 l  ( P a c l e s  r 8  t o  i l  1 )
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Saqib I lhu.tt i

P a g e  4 2

I A. The additional thing that ua-s in that one
2 tfLat was not in the other reporls \\'as that $e also
3 put dollar amounts to the impact of LIBOR
4 rrra.nipulation on thcsc inlcrcst ralc s\\aps.
5 Q. Oka1,. And w'hat snrdl did 1ou do on LIBOtii
6 nranipulation?
1 A. 

'fhat 
one.

E Q. Did you - ho"r do 1'ou knou there rva-s
9 LlBOR manipulatiorfl

10 A. It's been widell reporled in the press
11 iurd thcrc havc r-Len tr number of settlenren6 alrcadr
r2 b:rveen regulators ind banks.
13 a Have 1,ou done im1 indeFndent research on
I4 LIBORmanipulation'?
15 n. Yes
16 0. And what studies har,e 1ou donc'l
1l A. So in Orrgon. rve zurall zed the Strtc of
18 Crrcgon's in'"cstrnerrts to detcnninc thc inrpact ol'
L9 LII]OR manipulat ion on --
2a a I ' r l  not ir-sking thc impact ol ' l . IBOR
21 rlmipulation. I'nr isking what studics of rcx-atch
22 1'rru have done pcnonalh in regard to determining
23 u hethcr thcrc u'a-s t.lBOR rnanipulation in....
24 n. None.
25 a Okal ' .  So\or.. t \ \ 'cre rclyingonother

Pace , l  - l

I p:ople's work mcl linclings in regurd to I-lllOR
2 r'nznipulatiorf.)
3 A. Corecl.
4 Q. And r"ou did no indeprcndent ruralr sis or
5 invcstigation into uhcther. in tacl. thcrc *a-s LI[]Oli:
6 nriuripulation ard tlre inrpact thc l-IBOR rnanipulati,.rn
/ hdl
I A. On thc llrst par1. no. Orr thc sccond
9 parl vcs.

10 a Okal'.
1l A. We did do rcscarch on the impact.
12 a And that lr'p- of n:s*uch did you do'l
13 A. Quantifi'ing the flnancial - thc
14 tinancial losses to the State of'Oregon liorn thc
15 nranipulat ion.
16 a Okal'. Antl u hcn r ou sr1 "quiurtili ing."
r't rvhat do )ou rncan b} that'?
18 A. We determined that thc Statc ol-Oregorr
r9 l ikel l  lost $l l0 mil l ion a-s a result of LlBOR
2a nranipulation.
2r a And u ha did I ou ba-se I our llndings on
22 that there rvas LIB()R manipulation in Oregon. or thal
23 irnpacted Oregon?
24 A. The findings that there uas LIBOR
25 nranipulation -

September 18.  :1013

Pa , l e  1 , t l

a Yes.
A. - rvas ba-sed on stldies that have been

lone - both studies that htn'e been done and
admis;ions by'banks. UBS in particular ha; pleaded
guiltl to LIIIOR manipulation.

a In Oregon?
A. Well. the rate - it's a g,loba) rate. lf

the rat.e is - it's a global rate based out ol'the
U.K. It's -- the same rate ilfJ'ecls investntr:nt tied
lo LIEIOR o'enrvhere.

a. Ancl tell nre hou'did vou calculatc thc
l ikel l  loss in Oregon at $l l0 nri l l ion?

A. Wc put in an infbrmatrion reques;t to the
State of()regon. They produced tbr us a document
hat quantified the estimatr:d lo:;ses lbr erery btuis
point of-manipulation. And rvr: tool< the Jrrcrailinp:
numb,Jns liorn studies that .*cre clonc by thc
rcscarchen at thc Univcmiry'of Minnesota and [iC -r1\
nn lhc alrount ol 'manipulat iorr that took l l lacc during
dillcrcnl timc pcriods and --

a Wcll. I'm conflscd. Y,Lru sa1'rou ttxrk the
anah sis that the State of'( )regon ha,l dont: on the
rniur i;rulation?

A .  Y C i .

a. So thel had alreadl'calculatcd rvhat thcy

n ; q "  ; ,

bclioed the loss u,a-s through the t.lllOR
mariJrulation'?

,4. No. So lrha1 thcy calculate{ is rr,hat the
loss sould havc bccn lbr cverl' bir-sis gxrint o1'
mani;rulation.

a. Okal'. And then I'ou.iust trxrk tht:ir
rrulnbgni ard ba-scd upxrn rvhal therc rras nrponed of'
LII3Oll. miuripulation. 1ou did a mathematical
calculation'.)

.^. Conect.

a Okay'. You did nr, indeJrentl(:nt resea.rch ol
an\ ot'these issucs. thcn?

.{. No.

a Okai. What did I ou clo to t(:st \fhethcr
thc calculation that rra-s dcne by' the litate of ()regcn

\\lts coffecl or not corrcct'l
A. Consulted CFAs u'ho v''orkcd lbr libor

urrions. rrho lurked at thal and said that'it seemed
plausible to them.

a Okal'. So 1'ou didn't - 1'ou rclied on
sonrcone else telling )'ou that tlrcl di,J thisl)

.,\. Conect.

a Did 1ou ro'ieu' therr *,orli product'?
A. The State of Oregon'sl'

a No. the CF - rvhat did 1,ou call iti'

Southf le ld.  MI

l

Alderson Rcpor t ing  Compan l
I -800- F CrR-DEPr:)

1 2  ( l ? a g e s  4 2  L o  4 5 )
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4 9

Southf le ld.  Ml
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1

8

9
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I l
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1 3

I 4

1 5

I 6

I 1

1 8

1 9

2 0

2 I

22.

2 3

2 4

2 5

P  a g e  4 ' 6

The --

A. CFA.

a CFA. Did 1ou rer ie* their lvorii product

on horr'thev rnade the mathematical determination'l
A. No.

a Okal'. You're not a mathematician. arc

1',lu'?
A. No.

a. Okay . lJou long rr cre I ou in this pxrsition

that )'ou started in 2009?
A. FourIuus.

O So 1,ou maintained that'til the end ot'

vour cmploy ntcnt or until vour le ar e to go to the

lrJathan Foundation'l
A. Corrcct.

a Ancl rvhal othcr things did 1ou do [rsides

tlie - l'ou said you did zmall'sis of'municipal
f'nancc- healthcarc. And underthe nrunicipal
l'inancc.1ou lookcei at s\\'ap lransactions: correct'l

n. Clorrect.

a. What el*- did I'ou do in rcgard to ssap

triusactions in rnunicipal llnimce. besidcs this

studl rvc.iust \\'cnt over'.)
A. Wc did - iurd bcsidc this particular

mclur. \\c cataloeed s\\all tftutsitctlons

P a g e  ' 1  f

in a numh:r of placcs and did a numbcr ol'reptrLs
that cithcr I dircctly \rrotc or othcr lblks on thc
leanr or a supen'isttr or others \\ rotc.

a And all o1'thcsc rcfnrls \\erc reall)

. just - arrd tcl l  rr tc i l 'mr char.rctcrizatiun is

\\'rong -- rvere.iust mathemiitical calculations ol-the

inrpact of thc dill'ercnt tluctuations of thc l.lBOI{

ratc against thc flxed rate'l
A. Mathernatical calculations a-s tiell as

looking at rvhat had been rcponed in thc press ind
in coufi ca-ses to dct'elop sonre ol'lhe nanati\ c
ruourrd shul lrupperrcd rr i t l t  i t t tcrcs tutc >\\ ln\.

a So 1ou rclied on nc\\spapcni. thc prcss.

to help you in doing vour narative around the

rrathematioal calculations: is that correct?

A. Clonect.

a And *'hat press did vou relr on'l
A. Wall Strect Joumal. Ne* York Times.

lrinuncial I irrres. .\ll thc maior nc\\sTrapcrs.

a But 1'ou didn't do anv independent
research that fbr c\ample. the Wall Street Joumal
ii'ould do when it rvrites an afiicle: correct'l

A. I mcm. the indcpendent research *e did
rva-s on caaloging the deals in a number of places.

a Just taking thc nurrbcn and cataloging?

? a J e

r\. Righr *hich is some,fiing, thal lrasnt
reen dDt ur odrr places.

a BLrt r"ten 1'ou s:0,you wmte drc niln0\'e.

rou rrnrte thc ntrrdre based rgrn rcadirle wfu[ rlm

in dre vVall Sueet.lounral. the Financial ftntu;. atd

dre Nerr Yorli Tintes ad otkr rrewspq:rs: is dra a

lair statement?
A. Not entuell. no.

O Okn . \l n drd - hru' nrLuch irnptrl tlid
i I fid hare on )our ntrrdive. firsr bpe ol

L L rte\\sT)4trs ard frnorJcals'l
r .1, A. Tlrc ar:rll sis that we rarse d. thc cntiqu,:

L -r thd rv: rarscd about intcrest rae sui4r d*ils iras

i 1 ncx ixj"arced bv arl ofdr: odrt prpcrrs 1)nor t{r tls.

15 Sincr rltrr. odrer fqten havc narcl rL:lxrrtillg on
' -6 

i r

f i But this - thc lad that dt llinalcial

. o rTlsr\ irctuir.ll\ lud ar ir)lpact r'tt inteirsl nilc sl\iq]

-9 dcals lni o.rmsl drenr to krckfirc axl uusYl th nct

2a piynirrts or trcnl to skFockit rla; wrledring. th:l rris

. . Inrt Rl)oncd tn tlt pr*;s pnor t.r u' ulrcnng it

:.1 And thats rrltl te ertuitlly got a lc,t ol'o.lverqlt: nl

: i tjr \tr'all Suut.lournal iutd he l:inarctal 
-l'tnltr 

iltd

2.1 tlre Nov Yorii l'ilttq; bair:d on tlt u'cxk fii{ rit: dtd on

:5 it ber:i:ru-sc it hai rmt ttcn tklr: belirc.

Pa  g ' 3

a Okay'. And w'hen 1''ou sa.v lhat il ',va\ -

all rcu u'crc doing rvere n:Jxtrting tftc nutrtt^Lrs:

corrcct'J

A. (l)rrecl along ivith anall'si:; ol'rih1 it

happ:ned.

a And ri'hat rvas - ',rhat ['pe ol'anall sis did

1ou clo to determine why it happencd'l

A. State thc lact thal. the onll' rciLsr.rn * h1

intcrcst ratcs uere lorv r.r'ir; bec,ausc the banks had

cr.r-shcd the econom)'.

a. And rvhat imalr sit did I'otr do to detcrmint
that thc biinks had cra-shed thc ecorroml. lt-s 1ou call

il'l What indcpendcnt researclh did 1ou do on that'l

A. On our teiun. Ne dicl clo research that

shorred that the banks turk orr increiuing.ll riskl

in\ e:itmenLs.

a ;\nd how did 1'ou go about doinlt fiat
anallsis to detetminc tha:the banks had takcn on

irrcrea-si ngly risk) investnlenb?
A. So this rvas done b1'one ol'the ,lher

resciirchcn on our team. but rrie acl.uall) Looked

at --

Qr. But you \\'ere the senlior pcrson: right?

A.. With this particular thing I'rn about to

sa\. this $a-s -- I $as not.

1

3

5

6

I

I

9

L O

L 1

1 2

t 3

1 4

1 5

1 6

1 7

1 8

1 9

2 A

2 I

2 2

2 3

2 4

2 5

I

?.
j

.l

)
o

8

Alderson Rep,rrting (iompanl

l-ti0GFrlR-DEI'O
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STITTE OF IvIICHIGAN

CO JNTY OTI WAYNE

AFFIDAVIT OF SAQIB EiHA'TTI

S S

1. I Saqib Bhatti. do affirm and state: a.s follou's:

2. In my current position as a fello'nv .*'ith the Nathan Cummingr; Foundatron. anrl in

my previous r:mployment as Senior Financial Anall'st with SBIU. on a dailv basis I rnonitor t.he

financial industry specifically w'ith regard to Interest Flate S*,aps. I mor-ritor ne"vs reprfts

relative to Svvap Agreements. as well as federeLl regulatc,rv lilings and enfirrcemcnt a,ctions by

Federal regulators relative to Swap Agreements.

3. Based on this knorvledge. I am prcpared to hc)p thc coutl in gctt ing a picture o1'

the extent of regulatorv lr l ings nationwide as rvel l  as anecdotal cvidence doc:unien.ing

wrcngdoing in the f inancial industrl ' relat ive tr.r lSv;ap ASlrecrnents that may a"ssist th: court in

malling a det,:rmination of whether lurther investigation r:,1'the Swap Agreemcnts in 1.lte pre:;e,nt

casr: would be warranted befbre approving a firrebearancc agreement that r,3moves tttesc

agrr:cments fron'r the review of the bankruptcy cou.tl,

4. I  can testi l l '  based on mv f lrst hanC rer, ievi of more than 1lC0 Swap r\. i trcem,-nts

nationlvidc on the f lnancial impact of these .,\greenrents otr municipali t i :s including Det.r,r i t

which again may aide the Court in gaining a proper pers,pective on Swaps as they rclate to the

prejent case.

5. With regard to LIBOR manipulatior-r. there is a r, 'el l  established studl 'dated A.pri l

2010. entit led "Does LIBOR reflect banks'borrowing crlsts' l" by Connan Sn.ider anC 
-fhonLas

Yo-rle. from the Departments of Ecor-romics at U(ILA and the University of Minnesota. T'he

sturll' estimates the degree to which the LIBOR index rvas manipulated cluring ditfi:rent tirne

periods. I have applied that study to quantify the lo:sses sr.r.ffered by the City of Det.roit as a re:sult
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of ts being placed in Sr.r'ap Agreements based on the LIBOR. index by UBS a.nd SBS (rhe ISJ3S

Swap is back.ed by Bank of America). That stLrdy' has be,:n utilized to establish the e>listence of

LIIIOR Nlanipulation and the amount of manipulation irL o'u'e,r a dozen lawsuits across the 
'U.S.

including ca:ses brought by the City of Balt irnrtre. San Diego County, City'  ot '  Philadelprhia,

[Jniversity o1'Cali fornia. East Bay Municipal Utit i t ies Dir;tr icl .  New Britain., CT Firefiqhters and

Police Benef;Lt Fund among others.

6. I am prepared to testili to the estimated c,:)st of LIBOR Marripr,rlation to the r3ity

o1' Detroit applying the data from this study' tr.r ther Clit1,'s Srruap deals. Mv research team has

applied the nrethodology in that str-rdy to calculate t-IBOR manipulation in over a dozcn locations

in the US. inr:luding the states of Ilinois and Or,:!,on. the lrleu' York Mctrop,rlitan 
'fransportation

Au:hority and the Clity of Philadelphia. PA.

LIBOR is a standard rate. so thc cost ,of potcntial manipulation similarly is

in i ts calculation of interest rates in swalp agrecmerls.standard to e,/ery entity that uses tlie indcx

I iURTHER l ,FFIANT SAYETH NOT.

'-

Date

da1,'  of Septenrber. 2013

'7 I .te, i

Sutrscribed and sworn to befbre me t r r is  ]U4
I

, /  l n  A

-l/Mz-*- ,4 -49-L -
No'.ary Putrlir:; Vdnessq- C=. F/atz-t . \Vavne CountyMichigan.

M,v commission expires: o l-l l  - Zo t s

fq.rlary Pu0ltc ol f\4tchrgan
Wayr e . i lourr ty

a , ( p t r e s  J 1 , 1 1 i  3 0 1 5
Aotrng , r  l r )e COunt)  O!
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Does the LIBOR reflet:t lrartks' bot' t 'outit ig crclsts'/

(lonnarr Snirler'

L]C'LA

l l r t _ r r r  i r :  \ 1 i r r 1 l c f

[, i.r ivelsitr of ) ' l iuttesottt

Alr r i l  :2 .  2010

Abs t rac t

- f l r r '  
[ . r t r t r j r i r r  I t r t 1 ' r ' l r a r r ] i  O1 { i ' r t ' r i  I l a t c  (T . i l r c  r ' . )  i s  i i  r - i t z  L  h ' t r < l t t t t a l l <  i r r t t ' t t ' s l  t z r l c '  t o  u ' } l i < l r

l r u l r . . l t . t r l s t l { t , r . i l ] i o r r s t l { t } o l ] a r ' s r r [ h l r t r t t t : i a l ( ' 0 I ] t l ' t l ( ' t S t . l . ( ' t ( ' ( ] ' J l t . t : t l r l t l Y o l l s t ' l . v : ' t . s

( o 1 ( , ( ' p l s  L l  r a l  t l r t ,  l , i l r o l  t r r a t - l t o l  a ( c L l t  a t e l v  l t ' l l e t t  a \ - e l a g ( ' l - r a t r l <  l t o t l t . r u ' i t l g  t : o s t s .  i t r s  ( ) s r  ( l r l s i l ) l ( '

t a rgc t .  i n  t l r i s  pa l ) c r  \ \ - c  p rov i r l c  t \ \ ' o  t vpcs  o  t ' . . - i c l c t t ce  t l t a l  l l r i s  i s  t l r e  t ase .  \ \ r t '  l i r s t  s l r , l r v

t i r r r t  b r , r r r l <  quo les  i n  t l r e  L i bo t - s l l r ve \ -  ax ' r l i l f i ,  u l t  r o  r a t i r , r t t i t l i z c  l t v  r t bse r - v l b l c  ( : osL  1 ) l ( ' i l s l l r es .

i t r c l r r r l i r r g ,  a  g i v ' t r  l r a r r k ' s  ( l l t o t es  i n  o the r ' ( l l l r ( ' l ( \  p l u t t ' l s .  l . ) t t t  s t ' c t t t t c l  t r ' 1 l c  o f  t ' r . ' i c i t l l t t : c ' i s  b i l . . t x l

e p  1  s i r p l r l l  r r r o < l c l  r i i  l > i r r r k  t l u o t t ' r ' l t o i t t ' s  i t r  t l r t ' L i l r o l  s t l t ' \ ' ( ' \ ' .  
' l ' l r t ' l r r o r l t ' l  

p t ' e c l i c l s  t l l i r t  i f  i r a r  k s

l t a r . r ' i r r 1 r ' t r t i y t , s  t 9  i r l l l r ' 1  t l r t ' t a t r , ( a s  o 1 r 1 - r o s t ' t l  1 i r  s t r r r l r l r - t t ' p l i t t i l r g  ( ' ( ) s l s ) .  w ( ' s l r o l r l t l  s o t ' l r r . t l l t : l l i t r g

l l  r 1 ru r t  t , s : r r . c t r r r r r l  p t u . t i l p l a r . p6 i r r t s  a r t r l  r r 9  s t r< ' l r  l r t r r c l t i r r g  i n  t l r t ' abse t t t : t t  o l  l l t e sc  i nc , : : l t t i ' , ' t l s .  \ \ i '

s l t r t r y  t l r a l  t l u : t ' t :  i s  s t l ong  ev i r l c r r c ' t ' o l  t l r c  p l c r l i t t : ' t i  l r r i t r c ' 1 t . . : r g  l r e l t av i o t  i l t  t l r t :  t l i r t a .  F i r r a l l r ' .  r i t '

pLg : ; e r r t  sL rgg t . s t i ve  ev i r l c r r c t ' t l r a t  s r : r ' t ' t ' a l  l r a t t k - .  l t i t v t ' l a l g t ' p t l l t l , . r l i o  cx l l os t t t t ' s  t o  l l t r . ' L i l r , r t  i r r r t l

I r i r y c  r . , . ' c l r r t l ] '  p r . o f i t t ' r l  f l ' e r r r  t . he  l a l r i r l  r l c sc ' e t t t  o i  1 ; r t  ] - i bo r '  \ \ i '  t : o t t j t ' c : l t t r c  l La t  l . l t t - ' se '  e r l l o s r t r es

n r i Lv  be  t l t t '  so t t t ' t ' t '  o l  t t t i s t ' t ' po l t i t t g  i l t t t ' l l t i l r ' s

'  
l )e l r r r r '1  I t t c t t t  o f  I ' l co t t t t t t t i r  s .

T I ) c : p a r ' 1  n r t ' t t t  o f  [ ' ] t o t t o t t t i t : .

[ ' C ' 1 , A .  s t t i t l t : r  ( ! t ' c  o r t . t t t  l i t

L .  r r i v ' r s i t r  o f  I \ l i r t t t t ' s o t i t .

t r l  t .  l r l r :  ( ; l l ( l )  7 l ) ' l - 7 1 0 1 .
. . o r r l i : r X ) l  { ! u n n r . ( ' ( l l l .  p h :  ( ( i l 2 )  2 1 ) 8 - ' l { ( } 7
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Introduction

The Londorr Interbar.rk Offeled Rate (Libor) is a u'iclt ' lv r.rse<l benchtuark interesl r,ate. int'ended to

r-cflec't t i te,a.,,eragc rate ai r ', 'hich batiks can ltot'r 'on'trttsec'ttr ' ,,-cl ir.rncls fi 'otn other banks. Tlre r-ate is

sct eac[ clal, [v takirrg tr trnrrctrtecl average of thc relrortecl ]torrou'irtg crost,s of zi l lal iel rlf L6 large

lnrrks.  Si r rc t r  i ts  i t r t rorh ic t ion in  1986.  the L i l tor  l t i ts  s t , :ac l i lv  l l ro \ \ '1 I  i r i  i tnpor tar tcr3 aI I (1 i . ' l  t lo i t ' t l t l io l lg

t lLe urost  r r ic lc lv  usccl  bt : t rc 'hmirrk  Lrr tes in  f in i rnc.a l  co l l t f i l t ' t i r lg .  
' fhe 'Br i t is i r  

B 'at l l< t : rs  Ass, lc int io t t

( l lB-{ )  c 's t i rLrates that  $10 t r i l l iou of  loarrs arr r l  $ i l i ( l  t l i l l ior r  o i  su,a l rs  : r lo t te a. re i r idexecl  Lrv tbe

I - i b6 r .  S i r r cc ' t l r c  up l rea . , , a l  i n  f i t r anc ia l  t r r : t r l <c t s  t l r ; r t  s ta t t t ' t l : t t ' o t r t t r ' l  . ' \ r t g t t s t  o {  i 2 t . ) 0 ' 2 .  t l r t ' [ , i bo l  h i ' s

t l r ' t ' r ' ge t l : t ' t l t l t t t t a t t r . t l | i t s I r i s to r i t : i i ] r . c1a t i o r r s l t i 1 l s< . t t t t s i t l g t r l a t ' k t l t

f j , 1c . t i 6 r r i 1g .  A r r  i r r f l r r c r r r j a l  a l t i r , l t ' l x ' \ [ o l l c r r k i i r r r p  l n r l  \ \ : l r i t c l r o r r s i ' ( 2008 )  a tg t t t r r l l  t l r ' i r t  f l Lc  L i t r , , r

\ \ .as too l ,orv i r i  t [ is  per i ld  aur l  suggcsterc l  t ] ia t  l ra t tks r r r  th t t  pat te l  \ \ 'c re i l l tc l i t ioutr l l t '<1uol . i r rg lo ' r '

r i r tes i r r  o lc | : r  tc l  l r t t r r r ish thc r r tarkcts 'pc l rqcpt ior l  c , f  thc i l  r i l ;k i l t t 'ss.

I r r  t l i is  I t i lpet . \ \ -c  prr tv i< lc  t l t lee t r '1 tes o l  t ' r ' i t lcnct ' t l ra t  l ta t rks L ibor  c luotes l l lav n() r ,  I ( ' l i l t ' ( t  t r r  e

l r l r r . r . r u , i r i *  r . . s1s .  l ' i r . s1 .  g ' r . r ' e l . r . 6 l r , ) r i r l ( . t l r r ' \ l , r l l t r r l i ; r l r r [ )  ? r1 t { l  \ \ ' l r i t t ' ] t o t l s t ' ( 2 (X )8 )  l i l r r l i r r g  l I r i i t  l r ; r t r k

l , i l l < l r ' t 1u t l t , t 'S t I I ' c \ ' ( ' f \ . r r , t l i t k l r .

t l r t ,pr . i r . r 's1 dcf i l r l t  i r rsn lurr t . t ' .  Sc, 'or r t l .  u ' t ' fnrc l  i1  is  cotr r r .o t r  l i r t  pa i ls  o l  l t turhs lv l ro ptLt ' t i t i l la l  e

irr rrnlt iple <url.cucr.-Libor parrt ' ls tri ]rate rl i f l 'elt 'rrt larrir,.,r 'clt 'r irrgs in clifJ'ercrr1. cttrrr:ttcit:s. This

i l l r 1 l l i t ' s t , ] r a t t I r t l t 1 t t c r t i . t i t . t t t t ' s t , t t t t t L t i t l l t ' t ' x1 l t . t ' s l . ' t ' t 1 i Ls l1 t t . l ; t r t r t c i 1 . c ' L .L r . r . t , t t t ' v spc . t : i I i t : r ' ' a l , i i L l ] cs t l l l d

l l a r r l < s 1 l t ' c . i f t . r , z r r . j i t L l l e s . \ t , t l l r t l s t i l 1 ' t 1 r t , r ' t r r ' i a ] l ] t , s ' r , ' . t , r r . c l t l . t l t ' r l r t s i c l t l t ' i r u 1 l o r . t t L t r t f t l r . 1 l i r . i l l g t l l ' l l t

r ' . t l r t , t . t l t l 1 I ( , | t \ , i | I . \ . i t ( . l . ( ) S S l l i r t r k s . s t t t . l l i r s t l t t ' t ' x 1 l t t ' t r t t i t l r r s I i . , r i ' r r r r r t . ' i t r l l ; L t i u t r , . .

t .Lr r r . t , i lc . ies.  r ; r r<. l r  as t . l ic  1t |o l tzrb i l i tv  i r  g iVerr  l rarrk  r i ' , l l  r i t : lau l t .
' f ire 

tlr ir.<l t1,per of c.r, ir lerrc,c c.olrres fiorrr t lre irtratla,r ' r l istri l  rrrt iorr of Lilror (| iotr-s' ' \\ 'c 
1'resctrt it

sirrr ' le uro(lcl of barrk qlrotr-. slrl) luissiori ir i n' lr icrlr rrrt:rul)( ' l 's rIIav or l l l i l \ '  l lot l i i l \ 'o itrc:t--ltt. i 'u't:t; to ttt is-

r':r l)ort .

( l l l ( ) t t ) S a t 1 l i r r t i t : r t l a r p t l i t l t s ' T l r i s p r < ' t l i c , t i r l r l i s t 1 r l c t t l t i r r l f t l l . r r r t l { . t i l t . r i . l t e

a\-eri lges th,., 'r it lcl lc eiglrt cluotcs of t lre sixtct'rr. l l  i .r qivcrr l,arrk lras itrc'ctit ir. ' t:s tt l cl iattgt: t.he Liblr

( iu . ' l loset l  t t - r  s i r r rph ' r r :pol t i r rg r .osts)  ar i< l  i t  kr rc , rvs thc e.xt rc t  loct r t io t r  o f  t l r t r  i r iv t i ta l  four t l l  ar rc l

triclft lr cluotcs. its ori.n quotr.s ri ' i l l  tt 'r i t l  to clrrstc.r alourrcl t lrt-r ' ic Pivottrl c|rt-rtes. J' lr is ir; l lccitLtst-r

t l re  r r rar .5; i ra l  i r r l ra< ' t  o f  r l ra t  ] ranl i 's  c luote orr  t l r t ,ovc la l l  la tc .  at ic l  thr . rs  t i re  t t ta lg i t t r t I  i rerr t l f i t  o i '

thtrrrgirig tlLe ' i ,rtc. goes to z(,ro at t lrese. pivotrrl lroiutr;. Quotes of bariks n'it lxlut t l lest, ' ttLi- 'tell)()rt ir l l i

irrce:rrt ives. shoultl rrot e-rlribit t l i is clustcritrg belrtr\. iol ' .

\\,-e fird slrolrg evir-lt,rrcc ol rluole burrc'lr irrg lrelrarior c'orrsis(ettt. rvit lt t]re trLtlcl- ']. tvVe also slttxt '

t l i irt t5c irrtradtr.y ciistl i l-rutiorr of ol. l ier'ureilsl l l 'es clf birrrk bt;.:r 'ori ' i t ig costs (lo rlot exli i l l i t  th:s bullcl i-

itrg p.ttt:rrr. Un<ler t l ic r.eprrtatiorral t lreolv of rltsrr, ' l)(trt irtg. a l lzrtrk cares abortt ho' 'v t l l ' :  I lrart 'el

i rer .c .e i ' .s  i t  s  orvr- r  quote arrc l  r rot  t l re  L ibor ' f ix  i ts( '11.  I t  t l i t : rc t , r le .  c loes t to t  pr '< '<1ic t  t l l i r t  l r i r r r l<s $ ' i l l

lrurrch ar.ouri<l t ire pii 'ota1 cllrot.es. lrr t lr i-s selrsir. \\ 'r. I)resl' lrt cViclertcrc itr fzrr'<lr 0l ottt ' [1"' l l t l t l tt ' ; is
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allcl against the reputaticirr h1'pothesis and cliscnss thc cliffclerrt policv irnplications of our result:;.

f l r . , r ' t ' t .xr t ' i .  r t r ; i r rg utorr r  lc(c I r t  dr l ta .  \ \ 'c  f i r r r l  cv i t l t ' r rc t 'o i  t r is lcpol t i t rg  is  s t rorrS( ' r ' i r r  thc pc l iod s in, r -e

rualkets Ir:rr ': c'nlttrecl sorreu,lrat froru their recerrl rplLeavaI.

After esl.ablisl i irrg oln'argrlmerrts for the exist erLce of rnisrepoltir ig ir icenl,jves. vrre. []) orr t:)

e:plole tLc rnagrritucle of t lre quote ske',r ' ing nnrl the s{)rrlces of 11re iucerrtives. To get a sc'rrse of t}re

ruaguitu(lr.r of skervirrg \\() corrrpare the beliaviol oI Li]ror rluotcs ri ' i t ir the beltavi,:r oi a,c:tual ruarkt:t

lcLrciirrg lrrtes, in the Er.u'oclollal nrarl<e't. \\ i : assurrre tl i i l t  in tr l.rettchmarl< (pr-e-firnricri.al rrrisis.) yrerio,l

t lc rc  l r 'as a le lat io l rs l r ip .  s iur i lar  t r - ,  a  b ic l -ask splerr t l .  l rc t r i ' : 'cn t l ie  Euroclo l lar  la te ar t l  the l - ibor

arr r l  t l ra t  l rarrks n 'cre t l r r t  h f r r l lv  lepol t i r rg t l re i r  c ls ts  i r r  t l r i l ;  pcr io t l .  \ \ 'c  thcr i  l r rea,-snle thr 'c lergr t :c

ol skerri ' i trg as t, l ic rl ivergtrrce irr this rclatiorrship irft.,:r ' the bctichnt'rrk pcriorl. l ]v this ltteirsiure. \\ 'e

f i r rc l  th i i t  t l r t ' rnagrr i tur lc  r - r f  s l<cu, ing is  upu'a l r ls  ot '1 [ )  ] r i is is  p, : r i t t tsr  for  sor t te Lrat r l i : r .1

Fi r ia l l ' i . , , r ,e  I r rcserr t  sr rqgerst ivc cv i r lcr rc t ' t l r : r t  t l rc  r tL isrcpt ; r t i l rS;  i r l ( 'c I I t i \ -cs t r rc  par t iaL lv  d. r iw ' r r  ln '

r r reurbcr  barr l< pr i l t fo l io  l ros i t ior rs .  \ \ rc  f i r rc l  t l ta t  s t - r 'c la l  barr l<s i r r  t l re  I I .S.  L i l ro l  I rar t , . ' l  l taver  vet  r -

Itrrgc inLr-'l'rrst ltr,t,c clcliv

ancl lr itvr, plofitctl t l 'orrr t,]reir

rlrrriug 201)9. \\ 'e t i lso irrgrrc thc. clirectiorr of bauk sk,-'\\. irrg belravior is c'ottsisterttt ' 'vit l i  thcsc 1,'oI'tfoLirt

i t r t , t ' t l t i r . t ' s . \ V t ' t l r c r l e x a t l t i t t e 1 l ; r t r l < s i r r t . ] r r t 1 t l t ] l l l ; t ' r . c r : r ] ( , l l l ' | e t I ( . . '

i l r . r 'n t ives to t ' : r isc sor t re o l  t . l ic  L ibol  rat .es ancl  to  1t ,u ' t ' t ' t1rc othc l  r : r tes.  \ \ ic  f i r r r l ,  t rs  t t t r r  t t to<l t ' l

1 l l ' t : t l i c t s . t I r a t , t h t ' . y s i t r i r L1 t i r t t eo r t s l r ' s r t l l r r r i t <1 t t t l t c l t t t ' l l . 1 ' l t t l l l ] ) ] ) { . ] l . i t t t t l 1 t l l ' t l l .

rt slrt:c:t ivr' t 'rrrletrcrit:s.

The lcst of t lxt I)al)el pl 'ocot'rls its tbllon,s: lrr: jc( t i,) lr 2 nc prt 'st 'rtt cviclttttc'c t., l  t l ttt i l [) l)al 'etit ]a('k

t l 1 . r c Ia t i t l r r s I t i 1 l l l c l t . " i r l t l t l l l i t r r k<1 t to t cs i i t t t l t t t e t lS t l r ' c s t l f } l a r r l i ( 'C l ; t s i t s

l i r t rk  re\ rcrsals .  Sec: t i r t r r  3  prersetr ts  oul  ev i< lerrc 'c  of 's t  rat t 'g ic  l re l iav i t t r  suggester i  l r . i , '  thc s i r r rp, le  t t to tLt l

r r ' e l i t r . t l t t t i : ' t t , 1 r t l a1 l1 le r r< I i - r . \ \ i l a l sc l1 l r ' t : s t . t l t

i r  t l r i s  s r : c ' t i r . r r i  Sec t i o r r  - 1  l r l es t : r r t s  o r r r  ev i r l enc ' t ' t l r i t t  s , . r vc ta l  p l t r t ' l  l r a r t ks  l t av t ' l r r r g t ' l , i l r < t r ' 1 t< t s i t i o t r s

t r r  rc l  har- t ' r ' r : r - : t , ' t t t lv  Dlof i tc t l  t to tn a lorv L i l tor ' .  St '< t io t t  5  t 'or t t l l l t i t 's .

2 Libor Quotes and Bank Borrolving Clost,s

t l6rir '  yre1c'ei,, 'ecl <:rc'<lit r isk.2 lf

crtsts. therr .uve shoulcl cxl)ect t lrc qLrotes to lre reLatc't l tr,, tttcusttt 'es of c:reclit r isks. stt<.:lt as tl ie col;t

oiclefallt irsrrrance. \Iollculiarrip i 'urcl \\-hitehor-rsei2008) \\ ' : 're tltc f irst to poirtt out the anlutalorts
-Tnn  

J - - - " r I r l " . tD " ' r l " -  I i r * t . { " , * r , , f  , 1 " s .  i L t  
. l r es t .  

} r z r< : k  o1  t he , r t t r t : l , r l r e  exc l c i se .  T l t c r r e  has  t t l so  } ; ee r t  so t t t e

corrcelr  th: r t  t l re Flu lot lo l l t r l  l l ic l  rate c i i r t i r  is  t t t t t ' t : l iable

t t r l . e c i e r , c t l t e s a t t t c i t l t e r e s t ] ' a t c S . 2 l S i r r S t i g l i t z : i t t t i \ \ . i , i s s ( l 1 ) | t 1 ) ' t l r , l . e r t . e i i r c u s t l l t r i s k

i r  fo l r r r t r t iorL.  sucl t  t rs  t t tarket  1; t i tes fot  c lef t r t r l t  i tLs l t tat tce.
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b,:har,ior of ba'k Libor quotes ri' ith rcspect to b:rnk risk rneasures. cletlit def'ault sri'ap (CDS)

sp rea t l s  i t t  l , a r t i c t t l r r t . : l

F ig ' re 1s6 '* ,s  t l ie  l2  [ Ior i th  L] .S.  L i i ro l  qrrot r , rs  for  Ci t igroup arrc l  thc Bank o l  Tok. tnr- l \ l i tsubishi

a..rrg.,r ' i t1 r-lrsir r:orrcsporrtl iug l Ycal Sctrir..rr CDli:prr-'adr;. Thc fir-st puzzlirrg la.trt is that rvhi.c

Ci t igrorrp 5.s a s.bstant ia l l . r .h ig i rer  CDS spreacl  than Nl i tsLtb is l : , i .  i t  subrni ts  a s l ig l l t l r ' lovu ' : r  I - ibor

c1.otr,. l '5e CDS spreacls suggest t i iat t ire rrrtrrkel petceives Citigroup as risker tharr Nlit,srlbishi. as

it rs rrror.r,el(perrsrve to irrsurc i igtrirrst t lrer tr-ent t.,f Citigrotrl , 's rl,.:f;rri l t. Tlre Liltc,r (1u()1 (': i . l tt jNc!t '1.

t r , l l  t5e o ' 'os i tc  s torv.  l I  Ci t igroup ar i< l  Nl i tsr rb i rh i  u-erc t r ' . r th f \ r l lv  rePol t , i r rg t l t t t i t 'c r r ; ts .  l l r t ' r r  t ] rc

( l .o tes spggtst  t , l rn t  r r r t i rket  par t ic ipants r ' ier i ' ier r< l i t rg  to Ci t igror ip as s l ig l i t l "v  saI t l r  l ] iar r  Nl i r 'subis l : i '

A sccori,. l prrzzlirrg I)attcrl) is thc let,c1 of C)it:.glcilr1t's C.i)S sPrt'acls relative to its l, i l lc'r qr'totes'

6i 'err t irat purr:lasirrg <:reti it protec:ticlr lbr t i loarr rrrakcl; thc loarr risk free. otlt: r '"oulcI L.xl)e"-:1

c ] i l l c re r r t ' t ' l l t ' tw t l c t r  t l t c ' l ' . r a t t  r a t c  t t t t r l  t l r t 'C 'DS  s1  ' t ' t ' i r t l  1 t ' r  l ' t . r r l g l r 11 ' cq t t a l  t l r e  r i - sk  l i ' e ' e  ra t c '  T l r i s

c , o t ' t ' t ' s 1 l t r t t c l s ; l , r l t I i t l i t I t l a 1 ' ] r a t t t I t l i . t t t . s i l t t t , t . t ' s t L i t t r ' t ' l l t

t [ r t l C ' D S s p r t ' t l c l . l f ] o a r r r t r t e l s c : t l t t t i r i t t t l t } i t l r ' 1 l r e ' t t r L a . s L t c . l t ; ' ' s i l | i c 1 L r i < i i t , . v 1 l t . t l t t t i l . t , t t t : t l l l l 1 l t ' l l s

t l r t , i l l i c lu id i tv  o f  l< ia r rs .  ther r i  t l r c  lo t r r r  la tc  s l ro r r j l [  t : t r ' t : t r l  t ] ,e  sur r t  o t  thc  CI IJS s ] l re t r t i  a r r< i  the  r i sk '

I : . ce .a t t , .  l '  f i q r r rc  1? ' i .  l rg rvever .  $ /c  se( ' t l r t r r  C . l i r ig lo r r l r ' s  cp .o t t ' i s  o l t . t ' r r  s ig r r i f i c ie t t t l t ' l re l t i v r  i t s  CI )S i

s 1 l r e ' a < I . [ l r . s i r r r 1 l l i c s t l r a t t l r c r . c l r . t ' r . e i t i t t ' r l l i . t t r k i t ' r l t 1 t . r s u ' i I l i r r g t t 1 c l l c 1

i f t c r .p r r l c r l r , rs i r rg  c lc r l i t  l r l c l t t ' c t io r i .  n 'o t t l t l  t ' t t t t t  t l t t ' tL t  i l  g t la l i l l l t ( ' t ' r l  j  I c ' t t0 t t t  lo r ;s '

' l ' l re r  
l \ l c , l le ' l<aurp  ip r r l  Wl r i k : l ro r rs t ' ; r r ra lvs is  a r r t - .  f ig r . r l t :  1  Pa i r r t  a  1 i< : tn Ie  s t l t t t r : rv l ta t  a t  o i l t l - s  u ' i t l r

the  f inc i i r rgsr  01  Tav lo r -a r rd  Wi l l i z rms (2 (x ) ta .  200s l r )  $ho f i r r , - [  ov i , : i cnce  tha t .  a t .  t l r t :  l c l ' t : l  o l  the  L ibor :

f i x .  i r r r . r ,eas , r rg  bar rk  r i sk  r /ocs  r :xp la i r r  r r i rx :h  thc  bcha ' io r 'o f  t lu ' ra tc .  T i rb lc  1  ' l i s t r r l z t ) ' s  t l l .  tes l t ' t : ;

,1 r . t ,g r . .ss io rLs  s i r ' i l . r . to  t l rosc  pcr . { i r r r r rc r l  i r r  Tavkr l  i r r r r l  \ \ ' i l l i a r r IS .  l I ( )w  i r r t : l r r t l i  r ig  l : I lo l ' c  l ( r t ' t r t  ' l i t t r t

r r p  t o  O < . t o l r c r  2 ( x ) l ) .  
- l ' l r c l e p c r r r l t ' r r t  v a | i , r l r l c  i r  t r r c  f i l s t  s p e t ' i f i c a t i o r r  i s  t l t c  s P t ' e i t r 1  t r t : t [ ' t : c t t  t l t t '  j J

r 'o r r th  1 , .S .  L i l ro r  a ' r l  t l i r ' 3  r r rou t l i  ra te  o r r  Or r , r ' r , ig l r t  l r i t l r - r  SrvaPs (O iS) .1  l i t lg r r :ss i r rg  l lLc  ovcra i l

l , i6 . r  l j r :  o l l  t l l e  \ l r : c l i i u r  C 'DS sp lead t l t : l i v r : r -s , r  lo , ' f f i t ' i e r t  o l  [ ] . ( j2 l  $ th ic ' l l  i s  $ ' i th i r r  th t ' t z r t tg ' ' '  t ' f

cr.reff ic ' ictt ts fclr. tncl bY Ta1'1ut '  arrcl \ \- i l l ial l ls i tr  t l t t ' i r  t ' i r ' r ' l icr l lc l i t l '1 '

I r r t l r e t t t l x t f r l t r t . s p e r , i f i t , a t i r l r r s 1 h t ' t l r ' p t ' t r t 1 t ' r r t r a r - i a }

r1* , te  o 'eL  t6 .  OIS ra tc .  u r i r l  i s  rcgress t : r l  o r r  t lLe  l r t r t t k ' s  < ' , r t ' r ' c : , l l o t t t l i r rg  CDS sJ) I 'o i id '  N<r '1 "  a t .  t l t t '

. t a t t

: l r t  <.oeff icient fr .rrt frer arrcl i t  t tec.c., i l rcs rregl igiblt ,ou('e \ \ :e Iorrt tol fb| sel ial  col lel lat ir i tr  i tr  thr: erl :or

, t i l , t . I . , f t " ,1n** l lx  ar .e b i later .a l  a.qreenlents u 'herc ot tc 'ar l \ ' t l re ( i t t i r rautet ' r .  rv i l l  pzLy at tot l tcr ,  the I ler lef ic i tLrr"

r .1 I l ) l '  rv l re le I l  is  f . l le  rccovcl ' \ '  rate of  t l re

I '  r r r r ou t t t  o f  o l r l i ga t i o : r - '  owec l  bv  t l l t l  r e f e l t : l t r ' t :

-u lc i ra.s i t rg atr  cqr ta l  i l l l loul l t  o i  CDl j  protr :ct icr t t
'  pc.r i , rd ical l5 '  pays r ' f  to tLe ( l t ra lar l teet  '  rv i  er ' { :

r  is  the 'L lDlS sPreacl"
rO'r : r . r ip; l r t  Index Swaps (OlS) are i rg l 'eenrcrrrs rvher ' , :  ote p i i r tv  l ) t l 's  a f ixed tate in I 'e tnrr t  for  i t  s t r r i t :s  of  f loat i . rg

p a \ . I l l e l l t s l ) i L s e ( l 0 l l a . r t t i t t c | e r s t r c } r t i t e f i : d e l . t i l f i t r l t i s r a t t : ' - \ s t l l € 1 l l O s ' t t l I i ] t C , : l 1 ) l l e c l s t i l l

t . r 'egot te pal ' l I Ie l l ts  t lcc l  l l l l lg

sptea<l  r t :ual lv  cot ls i r lc t 'et l  l isk f lee '

i f  a paI t icnl , , r r . r .efctetrc:e err t i t \  r lefat l l ts .  
' I ' l t r :  

C] l t i r t ' t r t t t i 'e t  $ i l l  par '

r b l i ga t i u t i s  c . e t c rn r i ned  i n  bankn rp t c l ' .  so  l l r i l t .  i i  t he  I Jc r l e f : c  i a t v  has

: i l t i t r ' .  t he  r : t u r t t  i r t  t l t e  evc t t t  o f  c l e f t r u l t  i s  -R l ' +  ( l  I ? ) l '  :  l '  I

n t akes  t he  cL tb t  r i s k  l r ee .  i r r  l e t un t  f t ) I ' t l t i s  l l r o l ec t i o r t  l l t e  Be t t e f i t r i a t ' '
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Thtrle 1: Bairk-lg'cl 3 \lt,,nr.ir LIBOIT-OiS Spreacls
LIl]OR l:Jarrk-leve1 1-IBOR quotes

Pooled

O L S

Fiarrclom llarrciorn Fixed

Flfl'ec't.s f fl'e'c ts Effects

---- _-qllEqe
Nleclizur
CDS

CDS

Cor is tarr t

0 . 6 2 1
(0 .0 : r5 )

0 .171
(0  102)

0 . 1 7 3  0 . 1 1 2
(0  020)  (0 .036)

0.039 0.038
(0.00e)  (0.00e)

0 .505  0 .921
(0.08;)  (0 .00r  )

i).373
,o.09s )
0.333
:0 .067 )

11't
\\' ithirr 1?2
Bet',r'ct:rr 1?2

; 8 1
0.296

1 923;
0 .372

71339

0 . 1 9 9
0 . 0 0 I

7ii39 7824

0.199 0.002
0.001 0.005
0.99ir 0.995

t ( , r l t rs .  T lu 'cs l , i t r ratc t l  sc l ia l  co l t t r la t io t r  is  rcpor t t ' r l  i ts  2 a. :Lt l  is  v t ' rv  largt : .  as I r r ig l r t  l re  ex l lcctec l

r r I i t l t t r r ' c , t ' k i t r g r v i t l r < l i r i l r ' 1 i ' c c1 r re t r c . l ' r I a ta .A f te r< : r l t i t I ' c l l I i l r g fb rs t ' t . i i r l t : o r r t l l a t i t - r r r .C . .DS

t t r ra l r l t : t o t : x1 l l t r i t l t ] i t ' I , i l l . l r ' <1 l t t l t e r . l t r i t t t i t l t t l l c ' t r r . t . t . t l l l , . r t r ] i sa . r i . t ' l l as t l t t : L i l c l r r 1 l l t l t l :

a biruk tlu'orrgh tinic.

T i re I IBA ] ras r r ia i l t i r i lc< l  t [a t .  i r r  t i r r res of  c ' r is is .  CDl i  sp:Lea<ls t r re t to t  t l t rc lcss i t r i l . l ' r , r  br : t tcr

l l reasl r r ( ' ,c f  Sarrk borroyn ' i r rg c :osts t l r t r r r  L ibor  c1uo1 r : -s  (Nlo l l r t r rkat t t l l  i t t tc l  \ \ ' l i i tc l lousc: l { l0 t l ) .  Nlor ' t

t ' , i r l c r r c . t ' c : an  l r c  l b r r r i t l  l x ' l ook ing  a t  l r a r r k  l r t ' l t t r v i o . :  i t r  o t l r c r  ( ' l t r r c l l ( : ] ' L i bo r ' s .

l rc tnt 'e ' r r , , r  l iar rk 's  t :osts in  t l r r .sc d i l l r , rcr i t  r r r tL lk t : l  s .  I t  is  cL,r r inror l  lor  a Lrat ik  i r t r ' l t t r ler i l  i r r  r rnt l t i l l lc '

c t r r rgt rc . \ ,L ibor  par ie ls  to s i r rur l ta l rco l ish 'qrut tc  r - r  iL ig l rer  rate t l ta t t  a t tot l ic r  l r t r r rk  iu  o l le  ( l l t r r ( ' I l ( ' \ '

pi lrel rlrrt l lorver r.ate in arrothel curlerrc\,. Figrrlc 2 slrorvl; the rl if lelences itt l iank <1utl[,::s itr tr 'o

t.Lr.r 'r,rrcies firr fblr ptrirs of btrrrks. \\ 'c see tlrat is i lr c'ornnrorr f irr I larrk of Atttcri<:ti to tlttott ' i t l t-,tr ' 'r

r , r te  tharr  t r re I l t r r rk  of  fokr .o- \ l i tsu l r is j r i  i r r  t l r t ' r ' r : r r -L i l ror  uhi le  subrni t t i r ig  t r  lo lvcr  qt t , l te  i l l  thc:

L,S-Libor .  Si t rce t l re  sat t t t t  l r i l t ik  is  l ra l t ic i l la t i r rg i r r  r :z tch cr t l l t ' t ,cr ' .  the c: rec l i t  l isk is  thc ' i ;a luc ' l i l l '

Lttrrs irr t: i t l ier c,ur.r.errcr'. i  Tli is shurvs that clif lerr,- 'n,.-esi in banks' Libol c|.rotcs ato lrot PrirrriLri l l 'cl lrt '

tt cl ifferclc',:s i1 crcclit l isk. sonretl i ing rve rvoulC expe('t of ' :heir tt ' tte borrou'i l l14 c'osts.

The s igrr i f ic :11ce of  t lLese rank levelsals  i -s  i t  th , l t  th t - r -s l rou ' that  e i ther  L ibol  quotes ( ' i l l l l lo t

expressecl as tl 're slpr ol brrlk specific' r 'aliable's irn<l clrn'ent v sp,:cif ic vi-Lritrbles, ,-rr btrttks r::tttttot

-  
\ \ , t , t f i * t  r -p,qt  t . . r rs \ -ar \ .  ac l 'oss cuulLt l ies thev cro lot  var ' \ '  across t l te cur le l lcv c let tc, t t t i t tat ic 'n of  t l re o l ' i l ip ; t r

ltt,'

ltt,r

13-53846-swr    Doc 992-4    Filed 09/20/13    Entered 09/20/13 17:13:15    Page 6 of 29



r3jlorti l ig, ttutt costs.b Irt contrztst. tnost of the variables th,,,t \\-o \\ 'ouicl expect to be irrrportant 1,tr

pricing debt either clo rurt \-arv acl'oss btruks or,.1c, l lot varl across curretlcies. lf l tanlis \v(lre tmh,

l "p { r l ' l i l lP ;  t l r c i l  cos l s .  t he t r  t hc t c  t u t t s t  he  l a rgc  a t r , l  l , * t . i s t e t r  ba r r l < - r ' u l r e r r<  r ' spcc i f i c  l i s } l s  r ' t , r r r . r ' L r r i r r g ;

lc t tc l t ' t 's .  \V l r i lc  i t .  is  possi l r lc  t l tcr t 'co l t ld  l , rc  sr t r 'h  t ' f l r 'e ts . : ;ucL as bauh-tu l r 'cr lcv spt 'c i1 i r -  l ic l r r idrLr"

risks. it is less clear tlrtrt t lrev trre ittrportalrt ell{-)uqli to ral iorraIize the rrragrritu<ie arr,: l pr:csisti:tr,:r:,

o i  t l t t  rcvct r ;a ls  u 'e obselve i r r  f ig t r r t '2 .  An a l te l r rat rve exJr larra l ior r  rvotr lc l  l rc  that  i r r  sorr r t ,  L iur 'c l r (1u, \ ,

l ;ar rks a l t t  sr rbrn i t t i r ig  r l to tcs t l ia t  ar i :  too lor i ' .  In  o ' .u 'car ' l ic r  < l isc r rss iorr .  i f  C. l i t igror ip  lva"s sul t rn i t t ing,

a c luotc i r i  t ,her  U.S.  L i l ro l  th i t t  nr ts  bc lor i ' t l rer i r  t -nre l roLror , , i r rg costs.  n ' l r i le  t r  srLbr l i t l  i r rg r r  c :orre 'c1

cluotc itr t lur Yertt l, ibor'. rhis coukl al)l)car as ri l trrrk levels:rl i f I larrk o{ Tokr'o (-l lx)te(l tnir: <!,sts i l l

l ;otlt cun'crcrics. \\ 'c mtrrnr to tl i is e-xrrrnole itrtcr.

: i  Quobe Bunching

( )u r - f i r r l l  s ( )u l ' ( ( ' o f  ev i r l c r r ce  ( ' ( l l r r es  t i - o r r r  t l r t ' i r r t r i r cL ry  t l i s t l i bu t i o r r  o f  bank  <1 rLo tes .  l F i r s t  r v r ' f i r r c l

t l ra t .  rc lat , ive to Cl l )S spre ' ; r t ls .  L i l ror  <1rot t 's  ar t '< los, - ' lv  c 'hrstcr t , t i  togtr thcr .  P l ior  to , \ r rgrLst  21J07.

l ;arrks iu  t l r t ' t , .S.  L i l ror 'parre l  sr r l r r r r i t tcr l  s i r r r i lar ' .  o f t  cr r  i r l t 'Lr t ic iL l  < luotcs.  l r r  t , iL is  l r r r>c: r is is ;  p t , r l i t . , r l .

t [e  C]DS sprc: rc ls  {br  parc l  barrks l ravt -  a lso l rc t ' r i  s i r r r i la l  ar . , : l  lor i .  This  l iehavior '<:harrgeci  i i ' i t . l r  t l r t : '

or rsct  o1 ' the f i r ranc ' ia l  c ' r is is  i r r  2007.  r i ' i th  t l rc  i r r t ra- ,1;n 'v i . r ' ia1 i , :n  of  bot l r  L i t ror  quot .cs ancl  CL)S

s1 l reac1s i t i r : - i ' t . l i Ls i t t g f ro r r r t l r e i r . h i s to r i c .a ] ] e ' r . e l s . ' | ] L r . ' i r r t r ' i t _ r l

gren 'corrs ic lcra l ) l -v  largt r r  t l iar r  t l ia t  o1 'L ibol  c lLLol  e i .  F ig l l r ( ,  3  sborvs h is tograrr i i ;  o f  12 r r r t . , r r l l i  L i l r , r l

< l r rot t 's .  r ronrra l ize<i  l11 '  su l r t ract i r rg the val r re of  t l re  r l iu 's  l i r ru ' th  h ig l rcst  <pot t :  for  c t<: l r  l rarrk  (1uote.

l . . t t i r l t l t t t , i c . aL1 l r t l c c< l t t r ' c i s1 le l . 1b r t t r e l l i i l r ' 1 r . r . i r r . ( , l )Ss1 l r ' l t r l

turolrrrrl L.[e <ltrv's l inrt]r lou'cst rluotc tharr ( 'DS slrrt 'acls alc ol thc forrrlh iowcst, sprtrail. l f lrarr.<s,

\"erc trut,l l f:Ltl lv quoting therir c'osts. hoqr:r'cr'. \\1. \\ 'oulci expect these clistribrrtit:,rrs t,o l,c sirrri lar.

TIicle ure-. several possible e.rplarratiorrs lbl thl lrr-urc'hirrg o: (luotes iLrotttrt l t, ir<: [ i lrrt] i  Llvr:r,1 .

l - l i t , r l t t t l r | l t i t t r v t l ] ) 1 l l .S t l ( ) l r e r . t l i s t I t l t t so t t l e l l a r t ks [ i a l ' e i t i r . e t i t . i r ' e l t t t a1 te l r . t ] r c ra t co f t 1 r c t l r , ' t l r . . r 1 ]L i l l . l

aru l  t l re  l iur r<: l r i rg  is  a lcsul t  o f  t l resc i r rc ' r . r r t ives i r r t t ' r 'act iu i3 r i ' i r l i  t l rc  ratc  sct l iug nr t :c : l rarr isr r r .  [ r r

thr .  nro<l r ' l  t l ra t  u ' r ' l : rv  orr t  for ' r ra l l . , ' in  thc: rppcrd ix .  a b;ur l i 's  p in 'of i .  r ' is : r  v is  i t  q1rro1 c,  is ;  thc st rnr

c i  tu 'o  te l r r rs .  The f i ls t  t . r ' r r r  is  l r lL)pul t iunzl l  tc i  t l re  L ibor  f i ; i  i r l r , . l  ( 'z rptures the bank 's  inc:er t t iv t 's  fc . '

charige tl: le l 'atc. 
' I 'he 

se'corrci telrl is the "cost"o:. l lr isrepr', lrt irLg. for c"\arl l l l lc l, l t,: l  ct-,st tt. a tsllA

i . r r ,e-st igal ior r .  r i l t ic l i  is  t l iggeler i  l rv  nurrsui i l  c luot t :s .  I l i r r rk  i r rc t ' r r t ives i r r lerac ' t .  \ \ ' i t l I  t . l ie  t lu t tcr t t : t l

averagirrgl rneclrtrrrisrri of t irc Libor. Clousicler a l-i lror pirrrcl rrxrrnl)eI t l lat kttorvs tlte qttol,- 's of t lu'
- - . . . . . ' _ t ' F 6 1 * r l l " . - r l r l r l r , " * -  

, l r - - . t r , , , .  S " - ' ,  l L t  t  , t , L  -  ( \ , t  - -  ( \ r r t t  - f  t ,  , , , .  u l t e t ' e  c r  r l e r t o t e s  l t o t t o u ' i r t g  c o s t s .  a t t t l  i . ; t t .

| . , , , , , r ' 1 t , , , . ) ( ' c , , , , , , _ ( 1 t , , l , | _ t , t , n f ' ) t n t , 1 , , , , i t l t , ' , ' I i l ] l r . } l a I t ] < . c t l I . l . c l r c r ' s 1 l c c i r '

a re  rnean z :cLo ar r t l  i . r . c l .  $ 'e  s i rouk l  see  t to  La tLk  LeYeLsa l . , . ) l r  i l v i . l l age .
; \ \ ' c  , l l o1r  the  r lav 's  f iu r r t l r  io r ies t

a lour rc l  ze lo  c luc  to  the  fac t  t l r : r t  t lLe le  i s  ah i 'a r ' , *  a  1ou l t i r  lo ives t  c l tLo t t '
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1,.r other rnemlters on a gir-en dar' .s Figule 5 sirori 's glaphicaLlv t l iat battk's opti . t l lal  qu()te l j roblel l l .

u.hir.h rt 'qr i i lcs eqr.t tr t . i rrg thc rrralgitr tr l  l -rr- ' rr t ' f i t : , .r1 c'Latrgitrg t lr t  Li lrol n' i th t iLc tuulgirrai ct.rs1. ol

lLisr-epolt in14. The rnarginal beneli t-s function. t ,hich assr-Ltnes the hvpothetirral barLk's Pavoff is

cl:clea5it i ;q irr  t i re Libor. is a stelt  f \rnct iorr u' i th a discrtnt ir t t t i t ' , ' : i l  t toth pivotal qltotcs. l i l re optinal

c1ugtc is t5e irrtersection of t l ie rrralgirral cost cutvrts altr l  t lLis st,-t l t  fut lct iorr.  r 'n ' l r ict l  btt t tcl tr :r ;  cluotos

l 'ol)resel i t i rrg; a q, icle irr tcrval of tru€'bon'ori ' i rrg costs t l t  ( i tr  t l i is case) t irc lon'er ot ie pir 'otal poirrt ,

T Ie t r .e  1 ra1 .be  o t l te l  exp lanat io r rs  fo r  r i ' 1n 'L i l ro l  c l ro t t : s  r r r ig ] r t  l r c  t t t t t re  c los<: l ' r  c lus t t r rec l ' :oge t l ] ( l r

t l ran othcr rr leirsnres t i l  l rank borrowirrg costs. l-hc l i rst is t l tat.  in this periocl,  b,arrhr; f ;rced lars;c

ro l ) l r ta t io l i rL  r i sks  -  bar ik  n rns  c l r r  Nor the l r r  l l ock .  I l i ca r  S tera l r rs .  i i t t c l  o th t t l s  u 'e r i :  a l legc , l l . r ' fue ie< l  l rv

r ' .  l . r()rs 6j r l i f [ i<'rr l tv 1,1l rrr isirrg fr-ru<ls lrorrr other banks. As sulrgcstecl br ' \ Iol ler ikanrp arrt l  W]ri teltort, ;e'

( : 2 0 ( ) E ) . i t ] l ( ) t l I e l . w i S e ] i e t l l t ] r . r . i l t t r i k s u l l r r t i t t i l I 8 , = a I l i g i r . 1 u o t c . t t t ] r r . l L i L l o r 1 l t l u e l l r l i g l i t a I ] p e a , l '

s l < , l r 1 l t ' o l l l e l l t t s i r t t c l . l l v t ] r e s z t l t l . e t c r l l e t t i l l l a r l k t } r a t i l r ' 1 r l a ] ] r ' ]

t ,)  sul) l l r i [  ]o11, qtt t t les t t t  c<ltn' i t tc 'e thc rrrarkct t l t l 'c l ' r i ' lst l .

I1  i s  i r11 t , r ' t t r r r t  tg  r ro t ,c  c l i { l c rc r r t  } ranks  nr t r r ' } r , l r - r . ' c l i { [e r :e r r t  r re t  cxPt . rsu les  1 , t t  t lLe  [ . i l i o r ' .  S t l t t l t r

l : a t t l < s t t r i t \ ' 1 l r r l f i t f i - r l r r l a l r i g h t l t r l r . t l t - a l l I , i l l r l r l ' i r t t ' . r l t l t c r . s t r r a r ' 1 l r . o f t f r . o l t t a ] r l t ' , l e t . t l l : l : l l

. t l r t : rs  s t , i l l  l r ig l t t  l te  pc l f 'e r . t l l  l i t . r lge t l .  \ \ ' i t i r  th ts  iu  r r r i r r t l .  \ \ ' ( ' ( : ] x i I l I I i r I c  l , l t t :  r :h ts tc r r i t rq  t le l ta " ' io r  o l '

i . r t l i r . id r ra l  l ra r r l<s .  fou l  o f  rv l r i r i r  a le  s l rog , r r  i r r  f i  q r : r -e  ( i .  H ,  l ( ' \ \ i ( ' sc t r  t l ta t  C l i t ig ro r rP  ar r r l  Ra l rk  o l

, 1 r t r t c r . i c , a t t l L t t l t , c l s r r l l l r r i t ( l t r ( ) t c - s t l r i r t a r . t ' i c l t ' r r 1 i r i r l t . l t l t c l ' . l t t r . t l r l t t r v t l s ( r 1 l t t l t c t l I ' t l r e f i 1 t . : l t ' t t r . l t I t c

l ,a r iks .  l v l i i l c  th is  i s  ru t t  t l i c  casc  fo r '  \ \es tLB.  
- l ' h i : r  

i ;  r 'o r rs is t r , ' r r t  w i t i r  I Jar ik  o f  A l r r r : r i ca  a l rc l  ( l i l i g r t l r r t r

l .a r . i r ig  i r rce ' t i ves .  po tc r r t ia l l r . s tc l ru r r i r lg  f ro r r r  1 .he i r :  p t . rssess io r r  o f  L i l ro r - i r r t l cxer l  co tL t l r t t ' t s .  to  lo rve l '

t l ie over. iLl l  Li lror ratc. u'hi le \ \ 'est l- l ]  cloes ttot l t iLre srtcl t  i t tcctt tLvcs.

:1.1 oonstructing the correct Libor: I lurodollar Bir l  Rate

lr^rrks o'tsjt lc of t ire Uriited Statcs. trrrt l har-e ht:tolictrLlv l;ee-n att irtt l tortatrt, sollrce ot frLrrclirrg 1b:L

Iarge Arrr . r icarr  banks.  \ \c  a lso s lxr r i ' that  t l r i 'Err rockr l lar ' ts i r l  I l r r tc  l ras ] r i t< l  a  l r is tor ic i r l lY t ig .ht

r . la t ior rs l i l r  * . i t ;  the L i l ror .  P l ior  to  Arrgrrst  2007.  i r rc lcer l  for  t l ie  r i 'ho ie h is to lY c, f  t l lc  L i  i lor 'Pr ior :

I .  t1err .  t ;c  l rauks srr l r r r r i t tqr l  < l r rotcs betuct ,u 6 to l2  l ) i ls i ) i  l ) ( ) in ts  a l rovt t  t l re  [ ] t t l t l t l t l l lar  l ] i t l  RatC'

lJar l is  \ \ : ( : ) r ( ,  t l .c i l t r l rg  t l ic  L i l ror . .  t l re  Louclon l r r ter ' l , ,arLk O. f fcrcd I la tc .  as t l rc i r  prercelpt io l r  o f  t l re ' ls l<

'i l tc co.r€rsl)orrtl irrg to tirc l isteri lr id ratc'Ibr Euloclollals. l he F.ruoclollar Bicl l l ,ate-l ' ibor spreacl crl

rj-12 ba,sis 1;or1ts 1'as tlrel simplv sonrething l i l ie a bi, l-as,ti slrre.rcl. Sin<'r:20t)7, tbr the l irst t inle

he Lilr.r descerrclecl Lre'lori ' the F.ru.oclollzi l Bicl I ltrte irrrcl at t irrres c|ritc clra.rnaticirl l .r ' . Figrr|t: 7

,horvs t l ie  F lur .oc lo l lar -L ibor  sprca,- l  rvh icL is  s l ig l r th 'posi t i ' , 'e  p l ior  to  August  2007 t r r r t l  l iLet t  t l l r - rPs

,[ 'arrrati,.:all.-v otr<te t]re Liltor clrops lrclori '  t irc Ertrgcl,l l lar rirte.

-q*;,1"t"r=.*.dl.g r, tu.1".f , t  ,1" , .r-, t* l l"rrt  . iob i :r  pr ' ,- ' t l ict irrg the levels of

i )ec:a l lsc L, i l16r ' is  ac ' l r r r i t ts tct 'et l  s ' i th t r  c la ih ' f i 'cc lLter lcv i rn ' l  l - ib0r ' ( l l lo t ( lS r l l ( ) \ ' t  i l I

. r lso t rote t l i : r t  t l te basrc i r rs ig l r t  of  t l te n,ot le l  cat t  l rc  ext t  r ic lecl  to thc r : t rse t i ' l tere:

locat ion c, f  t : re p ivotal  quot( 's .

l , ibor  <1uot, - 's  c l t t r i r r ,g 2t309.  Tl t i : ;  Ls

a s lor i '  t t t t r l  ptct i ic table t t tanl ter .  \ \ 'e

thele is uttcet'taitttl ' :rl.roLrt the e:<a'- t

I
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I '  tabie 2 rve pertbnl tr structurai break test to sirou' tLe collapse of t i i is historic :reltt l iorrsli iP'

\\ i,carr st,c 1.lrtrt. Lotl i1 lclcrls trrrcl irr cl if lclt 'rrc, 's, tht.pr'( ' \ ' i() lts clal 's Eurocloilal l l icl Rir.tt l  $'tu tttotc

irLLport.rrt f,rr rleterrrrirrirrg the follori ' ir ig clnls Lilrul tharr the Previotts Libor I 'ate. T'his srtggesl's

t l ra t .  ' r io .  t .  t5e c l is is .  l rar iks s i rnpl r .observer l  the luercr , rc l i rLg c lavs Eulo<lo l lar  l l ic l  I la te at rd t rc lc | : i i

;r f ix.ci sprrcad. Aftcr t l ie <rr-isis. hon.cr.er. the Errroclollal B:.:. i Rate has ttrrrch iess pred.ic't i !e l)o\(( 'r

orr thc follorvirrg cla1.s Libor. Tlie Itrggecl Lilror rate iri-stearl lre'corries lnlr( ' l i  IrIOI'e ittrPortattt trs it

< i .o1_rs i i t , lon.  t l ie  Err rc l t lo l la l  rzr te.  
' f l ie  

c l ror i ,  tcs l  s tar : is t ic  i i ;  for  a tcst  of  t l tc  r l r r l l  c) f  t l t l  s tnt t t r t l r l

brcak iri Augr-rst of 2007."

l,cvels T)iffcrenc'es

Errlotlolltrr I l icl Ratil

U .S .  L i l r o r

F]ru 'o<lo l la l  I l i t l  l la t t r

+  1 (A f t c r  Aug r i s t  2 (X )7 )

U ,S .  L i l r c r '
*  1(Af ier  August  2(X)7

i ) . i i08

(( ' ) .033)

( r . : lg2

( ( ) . 0 3 3 )

-0. i iO;

(0.03'1)

0 . i i { x )

( ( ) . 0 3 1 )

0 .696

( 0 . 0 3 1 )

0 . 1 2 3

(o.032 )

-0 . ;89

(0 .03- l )

0 .586

(0 .031)

L9 l  r  1392

0.  123

Dc1lctltlettt..,..i..l,1.iffi'..ffi;-tr;Fffiffit.'...u;tllIt'sirrelaggecl'

hi t lx:ir: r.ec:ent sturlr.. -,\ lrIates-Nlctz ct. nl. (2(-)0s,) irrver-.t igar.e the possibil i tY of coIluslo]I alII l-rlIg

l_ i l r , r . 'aru, r }  l rarrks i r r  t i re  post  Arrgust  2007 1rr , ' r ' io t l .  A c lnuurorrh ' t tsct l  scre( l ] i  lor  <r< l l l t t r i ion tes ls

1 i l l . r v i t r : l . l i e ' r ( ] l . oSSSe( . t i t r t t i l l I l r i c . es_o I . ( l L t ( ) t ( ]S i r i t ] r i s

. . l lus i . '  F,er i t ic l  r . la t i r -< ' t ,  a  l rerr<.hrr rark per ior . [ .  Thcv f i r r , ,L  that  thc var iat t ( : t :  is  sr r l ls ta l rL i ' r l l r '1r . r l | r ; r '

i r r  t l ie  l ,er<: l r r ' i r .k  ' rc-Angust  20(J7 I rer ioc l .  Oru ' ter ; t t l ts  sr rgger ; t  t l le  at isrvcr  for  f  i r is  is  t l la t  i r r  t lLe

l.rcrrclrrritrr. l< periocl. banks are coor.clirratirrg ori t l ie Previous; rlavs Eurociollar rar:r: '  1'hr-'rrglr ' t l te cross

sectiorral ,u.ar.iarice irr c.sts 'resurrrabll tr lso irrcle,irse,-i rh'trrraticrrl l f irr the periorl aLfte:r'Arr1lust 2(107'

Tlie abor.e resrilts suggerst arr obr.ious cou.te'f irctrrtrl i . c'tttrstrtrct: \\ ' l t tr1,'uvrlul<ll Lil;or qttot':s

ha 'e bee.  h i rc l  ba.ks c.ont i rmecl  rc i  fo l lo t ' ther l  p le: \ugt t r ' t  2007 r r r le? \ \ ie  f i rs t  ' ra lcr r la t r l  t l r is  |u le

'Tlr;r*" k f"l l-..r,", F(-t. :t l t-,tt t a*itru, iut'

l l r
('hori" 1't'st Statistic'

l . (x) t l
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b..rur'rirrg 1.he regressiorr in table 2. lrtrnk br' l,rarrk. 
' fo gir ',. a sclrse of the rria6;triturlers of rske$'i lrg

go'erate(l Lr"r, t l is ruoclel. t.trble 3 sirou's the averagr: tr.rr(l stzulcltrl 'cl <1er-iatiott of trarrl< clLtot'3 :tsjkewiIIS' .

niisrurri 'g t ire pre-Auglst 2007 nrle gives the con'er:t c1u,-rtes, Agaitr. it. is eviclerit that trtt ' i tsutt 's 'rf

rr r,r ' i lnlrt ion are strorrger irr t lrt perioci ri 'herr rrLalk,:t tulrnoil htr<l partiall l 'subsitled. \ ltrrri l lul:rt iclrt

is ut.rt thr: orrlv explaneiti,rrr fbr t lre l l 'etrk lretu'eerr t lr,: F,rrrc,l lolltrt 'rtrte trrrcl Libor clt iot.es. l lasstl l ir.

I lor tacsu.  arrc l  Kast l  (2009) point  orr t  that .  bcct iusc of  r  i ie  lac l l  o f  i - .c tual  t rar isact ions i t t  t , I ier  i r r ter 'barrk

t l La t ' kc t t l r r r i r i g t l r cc r i s i s1 le r i o t1 .L i l - , o r c1 i l t l t e lS \ \ . e l ' l ] l t t t . . t r l i r r t r r i r t i r r . as t ] i t l L l t r r i k s t . t l < l t t r sc I . , ' t : s

i rLfo ' r r r r t ior r .  I Io \ \ revor ' .  i t  is  r -u ic : lear .  t rorn t l r is  t r ieor ,v  s ' ln '<1rro1 es * 'o t t ld  l r t t  b iascci  t l r r i { t l tvar t l .  or '

* ] * .  l r t r r r l ls , , i ,on lc l  abtr r rcknr  the Eru 'oc lc i l lar  Bic l  l ia t r : : rs  a coorr [ i t ta t io t t  r t tec l ta t t is t t t  At i  e l ] ter t rat i i ' t :

c - i 1 l l a t i a t i t l l t i s t , l l a t t ] r ] a c k t l f r r r a r ' k e t < l a t i t ] < l r r . r . . r . t l t l t ] t t l c c l ; t o f ' l l t i s r e p c r r ' | i r r g t r s l l i t t t ' | l r ' t t l l - l s . , t ' l ' . . :

} r a<1 f ' e r r , t ' r . i i cC . t l r a tC | l c r t< . [ t t t l a l . ks l i ' i t ] i r i . l r i c l r t t l c ' . : l t t t 1 l i i r t . L i l l o r c1 t r t l t c s . \ \ r ' a , ] so t t t l t c t . } l . a t t , l r t l l r e t : ' k

i :  l r roat l l r .co[s is t , t : r i t  r i i t l r  t l rc  r ( ' l )u tat iorra l  cxplarrat iorr  fbr  ru is |e l lo t ' t i r tg  l I r t .  i rg t r .Lrr .  i t  is  prrzz l i rLg

t  rat  c1. , l r r  l r . i ra ' io l  l rus r r<. r t .  s tar . tec l  to  rer ,c l t  to  Past  lv1 '11n' io l  r lespi te t lxr  c :a l r r r iu l l  o l  r r ra lkets.

r,4" :r, A"t,."s" \l^st !t''!rrrg.Elg!!lglq! It3!t -t,tb!'' !i'u'tt'
l ' l ' t '  Aug'  07 Aug'  07 -  Aug'  08 Post  'J t t r r '  t l l9

Barrk

lJa l t  lavs

Ilarrk of .\ttrcric'a

[]arrk of 
' lbkvo-\l i l  subislri

Ci t igrorr l l

C'SF'I]

Dcrttschc l larrk

FIIJOS

I IS I ]C

. l  .F ' .  I lo lgarr

L lor  t l 's

Nol i t t

Rabo l]arrk

RBOS

I lot 'al Barrk oi Clarrtrrla

UI]S

\\'cstLB

022 .01

022 .01

- . 1 1

- . 1 1 1

- .101: ;

-.09r-)

- . 1 1 1

- .097

, . l i s )

- - . 1 1 . 1

- .09 t t

- . 3 7  .  [ 3
.3f_r3 . t-l

- .3 tx)  .14
-..100 . 1 3
- .370  .13

- . 5 1  . 1 3
-. '1; ] l  .  l :J
, . 3 8 1  . I  3
- . 3 1  . l l 4

-. '1rt3 .13

- . 3 r : ) 1  . 1 2

- .31 i r  .10
- . 3 6 1  .  I  I
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4 Sour,ces of Misreporting Incentiv'es

I la' ir ig estalt l ishecl evirlerrce of ntisreporting. rve lorr turn our atterrtiott to the sources r:rf tnisreporl,-

ir.g ir icerrtivrts. \\e arg1re lttrrik portfolio exposrtr{l :o tlrr- 'Lilror is a goocl czrridiclate for gerlerating

tSese irrc.r:rrt ivcs. 1t gerrcr.ai. these portfolio 1-rositit;rrs al 'r o.)a(l l l ,3 ari<l for t lt is reasorl rve tctctts otlr

r-r rrrl 'sis op t1e tirreer ArrLericnrr bank hoklirrg cornparries. l hesc banks arc required to prc'r ' i t le ir l-

| c r t . t l t a t i o t t a l . l r l r r t t he i r i t l t c r r . l s t r . a t t : t 1 t : r ' i r . a t l ' c sa l l c i

Corrclit ic,rrs ir lt l  Iucorne (Call Repolts) to the FDIC. The le',-e'l of clctail is sti l l  ttot as fir le:"s t 'orrlcl

b. rr.cersstrr..,, to pc-'rforrn :r thorclugh anirlvsis. so u'e crnplta:rizc thc suggestivtl t l tttt lre,:rf t lrr- 'relsttl -s

presct i tc<l  i t i  t l r is  sect i t .nr  ar i r l  i ropc t l rev rv i l l  Ieacl  t r t  i ' .  l l lore < 'ot t t l l lc t t ' r r t t i t lvs is .

I r r t ,erest  r .a tc  srvaps are a \ -erJ ' l ropr . r la l  t r 'pc o l  i r i tercst  rat r ' r ler ivat i ' , 'e  ar i< i  t lL t tsr , l  l ' l t t ' t ' t l  l ra t t l is

holc i  ' iar^ ,of  t lur ' r . l t )  l [ 'a l l le t  -1 s lux i 's  t l ic  t ro l ior raI  ra] r re o l  the i r t tercst  rate "ewi t l )s  i le lc l  l rv  thescr

ba r r l <s .  l ' l r .  T , i b . r ' i s  t l r r .  l nos t  ( ' on l l r l on l v  r r sc i l  f l oa t i t r g  ra  c  I r ; t ' swaps , ' , 1 ' i t l r  t l r c  j . l  t r l o i l t h  a r l d  ( i

r r r ' t r t5  L.S.  Dol lar  l , i l ro l  l te i r rg thc r r rost  popr t l i t r  for  I . - ' .S.  Dol lar  i r t t t l rest  ra lc  su 'a 'ps '  ( l i i 'er i  t l ier

l i t r g e t t t l t ' i t - l t : . a l , u ' : r ] r t t ' s . a s t r t i t 1 l r . r t r ] i e . ' l 8 t l t l ( l X I ) o S l l r C ' t r l t ] i c L i l l . l t . < . l l t t t l l l e l . a t t :

t l r c  ' vc r , r . r ] l  L i l ro r .  l f  , l  . I , .N Iorg : i r r .  fo l  t xar r rpk ' .  ) ra< l  i r  sn 'a1 ;  p t - r : i t io r r  rv i t l i  j r rs t  1  l r { '  l l € l t  ox lx )s l l r ( '

t r  t i re  L ibor  i r i  t l x r  fb ru . t l i  ( lua l tc r  o f  2008.  t l re r r  i t l ;  c , : rs ts  o r r  i t s  I 'o r r t I ' a i ' t s  u 'o t t l< l  l )o  p r ' )P( ) f I io l l? r l  t ( '

$51( )  5 i l l :Lor .  l f  i t  l v l s  t1  s r rc< 'e r .c l  j r r  r ru r t l i f v i r rg  r lu :  L i l ro l  l r v  25  bas is  Po i r i t s  i t r  a  q r ta r tc r  i t  $ ' t l l l c l

I  r t rke  17 ' . [  *  5 -10  x  .025:0 .337 or  $337 r r r i ] l i o r i  i tL  t [a t  < | t t r | te r .  ] [ f  i t  i rac l  t r  10  l t r r rc r : r r t  r t t : l ,  Cxpt )surc

i  t , l r L l  r r r i r k , '  $ i ; J . J 7  1 , 1 1 1 i , ' l r . l r

l 01n  i t t t c r t ' s t  r i l l o  sw i l I )  i s  i l l l  i lE r r ' ( ' I1 ) ( l l l t  l )o t \ \ ' c ' ( ' l l

l e t t t r r t  f i r t  t r  l , o l l l i t r g  ( ) r  v i r r i i r l ) l ( '  r a l t '  I j - o t t l  t i l ( '  ( i l l l c r

l a t ( ,  i r t  ? t  l t i t t t r r t ' t t t  l l e r i o r l  1  f r i l  s t t t : I t  t t  t t l t l t t ' l t t t  t l t i ' :

r , ' l t t : t t :  l ' i : ; t l t t :  r r r . r l r o t t t r ' l t ' t t l u r  t l f t ] t t : t ' o l t t t ' i t t t '  \ \ ' l r i l t '

e  x is t -s  so l t ' rLv  f t ; r '  cor r rp r r t  i t tg  I )avr l l ( l l l t s '
l1 \o t , . l  , " , , ' c '  a r t :  t i r t : t t s i l tg  s t , le lY  o l t  s \ \ ' i l l ) s .  i l  c ( ) l l t ra ( t  $  l r t t  l r  l l i r s

i . l sc . r  pa l t r r . i l r r r t , c  l rcaV i lv  i r r  o t l r t ' r '  n lo t ( ,  c ,J l l lp lc ' x  r l c ' r iVa t i Ies .  s i t c l t

l ra r ' , r f [ -s  n ray  be  s r tbs ta r r t ia l ] r '  t t r rn l i r te i ' r t  i l r  t  l re  ] - lbor '

1 \ \ , ( )  l ) i ' r ' 1 i { ' s .  r v l t c l t ' l r t l t ' p t r t ' s  t r  f i xe t l  i t t t c re ' s t  l t he  I ) a \ ' : r )  r a t c  i l r

p t r r t i '  ( r l r t  I l t ' ce i r , ' t  ) .  I i  . l  i s  t hc  f i x r r l  r a r t '  : i l r t l  ' 1 ' ,  i s  l l r r '  { l o i l t i r r ; ' 1

t l r t ' I ' : t r t ' t  l c t  r e r r ' "  ( / , 1  . l ) \ '  a r r t l  t l t t :  I l t : t t : i l ' c t ' r ( r r : e i v r ' r s  ( f  | '  ) l '

- * i r n : l i t r  t r ,  i r  1 . , r i r r ( i 1 ra ) .  t i r r :  r l r t iO t t a l  V i t l t t t l  i - :  l l c v ( ) ]  { : l x ( j [ I a ] l g ( ' ( l  i t l l r l

a  l ) l \ ' ou t  t l r a t  i s  l i t r ca l  i r r  I l r e  L i l r o r '  
' I ' l t c s t '  ] r a l r k '

: r s ' : * r ' a l r t i c t t t s '  -  c . r l l t i o t t s  t o  p t t t c l t ase  su ' : t ps  u l t t . t s ' '

1L)
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Tablt: -1: \otiorial value of ltttere:;t l lat '. '  Srvr'rps (lrri l l iolrs)
_:

Citigroup

Qu:rlter

I lank of , lPl lorgarr

l\rr,erica Clitrse

2007.1  15 .712.307 1 !1 .315.179 13 .357,920

2007.2  16 .133.587 19 .873.919 19 .287.878

2007.3  18 .371.102 2 :1 .339.658 i r9 .919.028

2007.1  1 t i .95 i .132 2 :1 .172.918 ;2 .097.878

2008.1  19 .58 i .281 25 .261.266 15 .188.126

2008.2  18 .732.0-16  26 .162.58 i  59 .821.075

200E.3  17 .360.100 2( i .230.76 i  ;4 .907.116

2008.1 1;.859.923 2( i .577.38: 51.521,0' ,16

2 0 0 9 . 1  1 1 . 1 7 7 . 6 9 6  t 9 . 7 1 7 . 2 0 9 "  1 9 . 2 8 2 . X 6 5

2 0 0 9 . 2  1 i . t i 1 3 . 2 1 6  1 9 . ; 7 7 . i 1 1 1  1 8 . 9 1 1 . 1 1 8

2009.3  15 .230.030 18 . t i7 t i .58 . ,  JE.893.217

Soulr:c: l3auk lltictirrg CorrrrintTnT-9(. l1cforts'

a. Bturk ol Atrrelir:tr <.orr4rlct es 1|.ergcr ri, i1 lr Nlcrri l l  Lvrrc'h

\ Iar i '  i r r tcr . r )s t  .a tc  c lc , r ' ivat ivcs l r ' l r l  ln '  l rarrks n l t '  l rc l , l  f i r r  t lu '  l ) l l r l ) ( )s( 'o f  l i t : t ]g i r rg,  <. r t lL t l r '  . te t r ts  ot i

t l i t ,  l ra l t r rLc.g sScr : t .  sg r i1 ; t igr ra l  por t lb l io  s izcs (arr  l t r , r r r is lcar l i r rg.  Pcr l iaPs the Lrr :s t  1 l i t r l  t t t t ' ' r f  i rggtc-

gtrtc e.x'.sur. is givt:ri lrr aggrr-.gatc re\-clnlc tlrat lrtrrrks rtitr:t frolt i t l i t ' ir clcl ' ivati 'e port'{t l l i t : 's' Ttrl l l t '

5 slur,,r,s 1,5e uet itrt.rcst re\"cltt lc 51rrks l it l-e tl irt lc '- lvcr t lte ltrst 2 r'eals' irrcluclirrg thtr r:otttribuliott

c f  t rar l i r rg ro 'cr i l rc  orr  i r r terc,s t  rat t ' t ier ivat ives.  - \o t i r l r lv  crc ' i r  t ; , f  t l r t ' t l r r t te  l ta t rks t :xP"r ' i t ' t tc t ' l i t t ;1 t r

r . ( , t  r . ( ,vcr11lc i r r r : rc iLst 's  in  t l r t ' { i rs t  r l r r i i r t t ' r 'o f  2 t )0{)  .  , . , ' l r t 'n  t l t t 'L i l r , r r  t t ' l l  d larr rat i ta l l r ' .

1 1
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T a l r l e , - r :  - \ e t  l t r t e t ' e s t  l i " r e t r r t " .  ( i i t r r )

Cit igroup

Quartel

Ilank of JPl,lorgan

!.rnerica Chase

2 0 0 7 . 1  1 2 . 1 2 9

13.032
13.771

2007.2

2007.3

l t .182

r1.683

7.026

:1.803

1r.).39-1

tr.7'25

I  1 . 8 3 2

12.E88

i 1.0;Jl

1 ; .07E

I  1 . 0 1 2

6.887

7.455

8.961

6.561

7.567

8.760

6.081

1r.27 1

I  5 .21 .1

11.081

1 1 . 1 8 9

2007.J 11.016

2008.1  12 .366

2008.2  13 .661

2008.3

2008.1

2009.1

2009.2

l \ . ; 2 7

7.728

18.218

12.35 ;

2009.3  13 .711

S9rrr.r,r-.: Brtrrk Ilolrfrig Ctrrr, lt*rrqt fn \T-l1r]n;rts' Tlf i lrt l"x t it l ttt 's itrt '  t lrt 'strttt

6l repr.rrtccl Nt't lrrtcr't 'st ] lcrtrutt-. atrt l- l\ 'arl irrg l lt, 'r ' t 'rrttc t lrr Itttcrc'st ' l iat 'e Dt:r ' iVrtt ivt 's.

T l r t ,  l rarrc l i lg  i . r r r  t l rg  lgwur.c l is tor i t i rnr i tv  s l ro. i . r r  c iu l icr  i r r  { igru 'e ( i  suggcsts l l ta t  s t l t t t t :  b i l rks l i l< t '

( ' i t igrorrl l lra\. l ia'u,c, irr<.crrti., 'es to altcr t lrc rat('r i- lt i le ttt lx' ls tttav tlt l t. Tablc 6 sll,r '" '" 's Cli l, igrorrl: ' 's'

t I r t ' f i r s tC I l l ?1 I t e r .o12 ( )01 )C i t i g r . t l r r 1 - , r . t 1 l t l l ' t t , t 1

i rtercst r.at:s .,r,c1rl<i fall 11.' 25 btrsis l)oirrts i l  ( l lr irr 'r (,r '  ove'r ' l lre nt'xt vetttL arrd $L,9ii5 rrri l l lorr if t lr '-rr '

r ; t l re tc l f l ' r l1 ] l lerccr t l ' i t is1; r t t ta t re<l t ls I r ' . l t t t -cr r t tsc, f t lx I l t ' ts t t l .c . :o \ i ' r r i t t te l r . t ' ls t r i r tc : ; l iower, t l r .C) i t igrorr1

rc l )or ts  i t  r iu l l< l  r r rakg $122 rn i l l ior i  i f  Yerr  i r i tc l+; t  r i r tcs \ \ 'c r ' ( ' to  t isc gradtr i l l l l 'anc l  S19l i  r r r i l l i r l r r

i I  t l re '  * rsr ,  l^ .  I  pcr . r : t :n t  i r rs tarr tarreorrsh ' .  ( ' i t ig , r 'o l r ] r  s  ( ' - \ l )os lu( ' to  t l rc  Ei t ro srv i t ' l : l tc , ;  s igrrs  at r t l  i : ;

;3r icr .a l l r  l . rv .  F igr t rc  8 s l ron,s C' i t igroup's  ( l l ro t ( 's  l t ' la t ivc ' to  t l r t ' l t l ) l ) ( ' r  i t t tc l  lo ' "ve l ' t l isc ' , . r t t t i r r t t i t ic , ;

i r i  a l l  t l ' .gc 1.111.1 's11siss.  ( - i t igrorr l r 's  1, .S.  c l r rot t ,s  r r r , ,  l ,ur rc l r t :< l  orr  the lor .vet  c l iscorr t i r r l t i tv  ot  t l rc  U.S.

l_i5or rvlt i lc its ycu qltotcs zrrc l-11rc:Iecl 9rr t l ic'r.,/) l,er diq(ortirrtt i tv irt t l ic Y,err Lilrt lr ' . r-::t isistt:tt ' i

rvit l i  t i ie clirection the rnorlcl arrcl talt le 6 n'oulcl srrggc'st. I:rtrther. Citigror-tp's Etlro clrrotes apP{-'ar

lo  l t r t r r<, lL  l .ss o1 t le  t l isc: t lu t i ru . t i t ics.  n ' ] r i r . I t  is  crorrs is t t : r r t  r l i t l r  i ts  t r l tp t r rcr r t ly : i l l ia l ler  i t t t :e t t t i " 'ers t i l

: r l ter  Eru 'o ratcs.

r:2
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Tt'ible 6: Citigroup's Corurtelfac'tutrl\ r ' t  I r  t e l  r . ' r t  R e v e t u t e s  ( $ r r r )

1% hntantaneous l l lcrease

I,-.S. Dolltrl Eriro Yr:tt

l7 hr:;tarrtalreous Decreafie

U.S. Dol lal  Ettro Yert t

2009.3

2009.2

2009.1

2008.4
2008.3
2008.2

- 1 . 1 9 3  5 2  2 2 8
-1 .767 -29  2r5

-1 .65- t  11  11) ;
-801 -56 r72

-  1 .811 -52  1 t2
- 1 .23(;  -7 |  1: l  I

I .J2i '  -4 NN I

r .93t  2r  Nlu

f .5-1:i -r2 N]\l

39r 57 Nl\4

893 52 Nll l

1 .170  7 r  \ l \ l
htstarrtanecilrJrue.i irrs aljartrl l ,:1 iusttrit.t l lclr;aal{11tf 'p .]1-^trg1.l1 i i iaa.-

I  % (l I  i r<lr-t t t l  l t t<'re' t ts,. '

[ . ] .S .  Do] la r  E t t ro  \ f r r

1% (lI 'r.rthtal Dccreaset

U.S.  l - )o l la l  Er t ro Ytr t t

2009.3

2009.2
2009.1
2008.1
2008.3
2008.2

-5i i3 12 13i;
-  1 .005 -3; I2: l

-888 12 t2')-
- .1 ;6  ,13  ;  t
-707 -11 T',)-
,75t i  -51 7: l

52ti -r2 NNI

936 35 NNI

{- i6i)  -r2 \Nl

El -13 NNI

1 9 0  1 1  \ N I

r i33  ;1  NNI

C]r .a lhra l  rn, - . , , r t t  a l r rur ' , ,  gr r rdrLal  100b1r (2 i r l rp  pt ' r 'c l r ta I ' t t - ' r ' )  para l le l  c l rat lge

\NI  -  i \o t  Nlearr ingfu l :  a  1001, ,1t  r t : rhtc t . ior r  r , .or t l t l  lesul t  i r i  tL t lgat ivc rat t :s .

Sorrrcc:  Ci t . igroup's  10-K arrd 10-Q lc l lor ts .

!t Cc,nclusion

I r r  t l r is  l )a l )3r  wc I ravr :  l i lest : r r tec l  r r r :n 'ev ic lerrcc c: , : )n 'o l )orat i l rq  cor lce l ' l ls  t l ta t  L i l tOr  l la tL ' l l i  bat tks t tL ' l I

l rc  l r ic l t : rs t i t t i r rg t l rc i r  t r r re l rorrou ' i r rg c t ts ts .  I ) r t ' r ' ior rs  arra. .vs is  of  t l rc  Plc l l t lern l tavc ' , ;uggt :s tc t l  t l i i :

<ausc_. of lhis rtrisreporl, irrg is thc rlc'sire of pturel lratrks to apl)eal stlorrg. especiallv r. l lLl iul4 t.te reccttr:

l rar ik i r rg cr . is is .  1 i  cor i t rast .  orr r  t l tcorv of  r r r isr r :por t i r rg i rLcel r t ivc 's  poi r r ts  to  t t  t t tOI 'e ' l l t r i t l i r t r tc t t l t r l

soLl r ( . ( ' .  1 : i r r re l \ .  t l rzr t  l tar rk  l t r t r t fo l i r . ,  exposl r fe to 1. lur  L ibor  g ive ' t l ier t t  i l tcet t t ives f , t - r  l l t rs l r  the rzr te i tL  a

rl i.etctiorr favorable to thcsr. ltosit iorrs. Oul theolr'. t ircrL. srLqgt:sts that t l ie ltrte'rna.y 1;'ellbl 'rn barll ' ,

t:r.e1 iri t- irrres of rnzrrket ctrlrri. u'hercas tlre lr:prrtr,rt iott t l tetrv sltggests tlta,t '"r, ' t l  l l la.\ '  ()l)h ltaVe tt '

,r 'orr) ' clttr i l lg peliocis of severe tuarket stress.

The rrtrl,u1e of the Lil ior rriechtrl ispt. s.]rich a', 'eltrp;es the rnidtl le eiglrt qurltes ottl" of sixteerr. helps

rrs forrrrular.c. 1lrovel strategl'for testirrg tl ie t lu,,or:r-. \\-]rerr t lre locartiorr of the ' 'pivotal"<1t-toles itr ' :)

Jr ig l l l .prec i ic t t rb le.  as t i rer . i rp l )ear  to be i r r  oul  sarnple.  : rar ik ;  u , i th  i t tcer t t ive to r t ta l i i l lu la te tht :

-irr 
rates

1  ' )
1 , )
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Libor fix br-rrrc.h lroulcl these cluotes because the nralginal ,:harrge in the fix dr,rl ls <lisctlntinr.torrsil-

t1e.e. I3rtlrorving costs. o1r the other l iarrcl. prersu.rnal)lv lrtve rto relitt iorrsli ip n'it l t th,:se l l ivotal

ptipts and s;o neither should quotes h'orl banks q'ith no incentivcs to rnalripnia.te r:he fi:r

Urrclsrstlndirrg t5e solrccs of rnisreportir ig irrc'errtir-es h,,,s irtLPortant policv irnplici 'rt i<lr.s' Corr-

cr:. is:r5out l6e Li6or's 6c,cll lac\, l i irs lecl a large Inc)rrov rnarl<ct l,,roker ICAP to recetit lv la,utrc'h tlLe

'-. icl i.\brk Frrtrclir ig, R.ltr: '  rv[ich is ir itcri<le<l to lelt lace the Lilror. Thc prirrrar'f i l tttr ir, 'atir lr l of t irc

)c*. \.orl< F\1rcli1g Rate is that srrbrrrittecl clrrotr.,s are alrol ,! 'nrotrs. 
' I lr is 

reflects the vir:v' '  that t lrc

pr.irrurlt 'r1otir,e fbr bariks t9 slrbtri i t t lou'rru'rrrcl ,:rr ruisleaclirig clLlotes is to sigrrtrl their strt:rrgtl l ol

s,trrruliess. If. ir i ad4itio1. a rna.jor inccrrti,, 'e fol l:, iuiks to rnislr:pclrt their trttc l lcx'ron'irrg costs is

t , r  in f l r icr . rce the overal l  r - i r te  o1 thr .  L ibor .  as \ \ 'e  sng; ! !cs l  .  t rnorrvt t t i tv  tuav at tual lv  tnzrkt ' i t  t 'as icr  1 ' t '

l r i r r rks t .  r r r :src l ror t .  T l rougl r  t ] rcrc rnrrv  be r r rarr r  t - , t l r t r  rer tu;orrs  fo l  i t .  i t  is  i t r t ,e |cst i r rg t r l  t to te ' t l r ; l t

t r tg  - \gq"Ycrk Ful r l i r rg l la tc  l r t rs  of tcr r  l rcc 'u l t tu . t ' r  tharr  thc L i l ror  t l r rorrg l rout  2 l0L)1.1.

As i r r  t l ig  re l l r ta t i6r r  t ' r r l rarr r . r , r l t : l r t  s l t . rn 'of  r r r is le l ro l t i r rg,  t i rc  l r r i t r tarr '  l t rc ib l t : t t t  t . r t t r  t l teot l '  Poi r r ts

t  r  is  that  i r .  t , l r t  L i l rc l r .  ar rc l  s i rn i lar  i r rc lexers r ler i r ' , ' r l  f rorr r  sr r rvr : r ' : .  par t i t r i l ta t t ts  far :c ' l i t t , lc  i l i  thc rv t t l '

c f  c . .s ts  f t . ' '  s r r l l r r i t , t i lg  fa lse or  rn iskrac l i r rg (1. rotc : .  C ' rcat i r rg a svst t :n t  t l ia t  l t ro l tc ' rh '  i tLr : ' : t t t iV ize: '

t . r r t l r f r r l  lc ' . r t , iug

t o l l t ' t . i t t ' c f t r 1 l r , r r , t l i g l r t , t i ' ( ) r r t I r c ' o t l r c l ' . l l i t r r t l . , r t . I ' t l t c t l t . r S l l g . q c S t S a s i i u 1 i I t l t t 1

< i ' i i r r is i r : . r rg t iu '  i t r<r : r r1 i t , t ,s  I i t r  r r r is lc l tor t i r rg lx '  ar ' r r l ing t t t t ; :  e  l l i t t tks to t l rc  i ra : : t t r l .  , . l t ls1.  i i ;  addi l lg ;

f . l ' l t t s t t l i t ' t l l a t . l < t l t ( r r s i r a l 1 r . ) t t t i r l < c s i r t t t i r t - k t . t . l l l ( ) ( ] ( , ( ) l l l p (

IL t ts  . r i  1 r ' i t : r : .  l t l d i r tg  l r i r t r l i s

o r r  t lu r  l tL t t ' .

.{.pperrdlix

\,\ 'c rurrr. inf.r 'ocluce i i sirrrlrkr rrroclc' l of lror,, '  r l(:rrlrr,.r '  lrarrks srtlrttt i t t lreir ' <1tx-rtes. {-et i =- l. . .1{i

l rc  t l ra  l rarr l is  i r r  t lu ,  L ibor  lxr r r t : l  f i r r  a  g ivcrr  (  l l l r ' ( ' r r ( ' r '  a t t< i  1 t ' t lo t .  Lct  t  -  I . .  .  .T < lcr tc ' t t '  t l t t l  c l t t r "s

, r . l r . r . t :  t lL t '  L iLror  n 'as lc l r r r i r r is t t ' r 'c t t .  \ \ i '  lc t  r711 : :  [0 .  q]  t ler  . r te '  1 i t t , '  r l l ro t t :  o f  l r t l l rk  i  a t ,  r l i r tc  1 
- ] ' i r "

l - i l r r r r .  { i : : .  l ' , t  -  L( r l  t .e  , r ) .  is  t . } r t : t r  t } re aver lgc o l  t } rc '  r r r i t l ' . l lc  l i  <1uotcs.  
' f } te  

l . r t to  l lor r t l r i ' i t rg  tor i ts

, f  cacS l rar ik  is  4erroter l  r : ;1  e R- arr r . l  t l re  p l t - r {L i t  o f .c , : rs ts  r '1  is  r l is t . r ib t t tcc i  i tc<: t l rc l i r rg t 'o  t l rc . jo :  r r t

r l is t r i l l r t ior r  I l  .  Weu,r i tc  the nct  " l l ro f i t "a(cfurr lg  to L 'anI :  I  i t r  pcr iod I  as:

f 1 i , ( , l i , . q  i t . ( i t ) :  r i t L l . r l i t . t , t  - 1 1 )  1  ; ; t ( r t i t ' r l  i t ' ( ' i t )

iv lx ' r 'e  ?, i r  is  t l re  l rar ik 's  l lo l t fb l i t l  oxposl l re to t l le

r {  t l r t '  b , ' r r r l t .  Wc ; r l lou '  111( '  l ( 'p l r ta t ic t t ta l  r '< l t tcct ' t ' 's

ptanel ba.rrks arlcl its tmc llorro$'ing cclst. rr,1. l his

barik pot'tfolio positious give tltelri all i IICeIIt i\e to

or otl ier c:osts fbr lteilrg too faL a',rtar- ft 'orrt otltt ' t '

Lilrol arrcl 7r r, ,  ci iptLlres the relrr-rtal ic ' tLi i l  l t tot i ' " ' t :s

l t . i lcr ' tccl i rr  ; i11 to clepericl  r l t t  t l te'  clr . lotel: ;  of ot lre:r '

is corrsistett t  l i ' i t l i  ortr favclreci irLterpreta.t iolr t l lurt

ruanipt-t i i r te t I le Libor' .  l lut trrey thc'. '  .rei lutat io: tal

barrks atLd. p,. t tcl t t ial lr ' .  fclr  sett ing ( lLtotr ls too fa'r

t+
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f i .rrrr t lreir :r.tu.al cosls of borrou.ing. \ote tl int t lrc;, '  are subr;cri lrteci lt1' barrk zrrrcl t irrrc. so v,'e allo\v

fcr  incerr t ivcs to vary i l l tc ' t t l .  for  exarnple.  charrg i r rg l ,ar rk  pgr ' t fo l ios.

\\Ie c,5oosc t6 n6c|el i l  blrrl<'-. p,ayctfl.s as l iuear in the L:ltot-a,s thc rnaiorit.\: ol crnttra<'ts l ia\t:

l i  rear ltayot:.t,s. Atl jrrstatrlc rate urortgi 'tgcs. futttte:;. lbrrvtrr: ls. s',\- i lPS attrl cor'1lot' i tte lrralrs all hale

Ii rear payou.ts iu t5eir uriderll, ing leferelrce irrclen. t-rfteu thr'Li1;'or. A portlblic, crol)Ipose,l etit irell '

ol these c:,3lr1.racts lvouirl j tself lrtrr,e a prrvout l ir iear in tl ic Libor. ,rucl alt lrcugh tirese banlis l ikeh' t lo

l ) . )ssess a srr ra l l  anro l l l l t  o f  noni i r rcar ' ( 'or r t r r rc ls .  \ \ -c  ( ( rus ic le l  l i ru : , ' r t ' i tv  to  t re a gooci  apl l l 'or : i t t ta t ic l t i .

\ I , ' c  a l so , r ssu lue  t l r u t  r ; 1  i s  t o r r t i n r i o t r s l r ' c l i l l t ' r t ' r r t i a l t l c .  s t r i c th ' ( ' o l l c ' z l \ ' ( ' i n  q i f  t l i l l ( i  # : - i i ; ;  >  O '

fScsc la t ter .ass l r l l ) t ior rs  1cf lect  orr r  v icrv thal  l ra :  rkr r  sr r f fe l  r -e1;r . r ta t ior ra l  perra l t ies l i r r  r iu l r l l r i t t i r lg

irLcre.asirrglr, 'ext,rcnre'(l lrr.)tes tirrcl l irr cluotcs l l i irt i-rle lar au'a'r h'orrr t lrcir tI ' l lcl corits. \\ i  alstl assltl l te

t l r a t  F7  i s  abso l t r t ch , ' c ro r r t i tmo r r s  a r r c l  l r as  f u l l  s r rP l , o | t , r t r  R l r ; .

Lt't l(rl ;1) rlcrxrte t|e fbultlt l ,)\\ 'est (luoto of 11 11 ali( l , '(.q it) is the fi l trt lr highest. l lrorrr l 's

1 l t : r ' s1 l c l c . t i r , c . t } x ' sca re t1 i t , 1 l o i r r t s r r , ] r e r t l

\ r .  r r , rv  s t i r tc  a l t r .1 t9s i t io1 t l ia t  fc t r r ls  t l rc  l ras is  of  t , r rL prr ' ,  l ic t ior r  u 'c  s l rot t l< l  s , : r ' l r t t l t r ' l t i t tg ,  i r t t l t t t , l

t  ic  l r ivot ,a l  quotos l (q i r )  arrc l  r ' ( r /  ; r ) .

f ) ropos ib ic ,n  I  L t : t  t1  ;1  l t t :  , s tL r ' l t  t . , t t t t l  l ( ,1  i i )  1  t ' ( r1  ,1 t .  T l te t t  i . , f '  t ' ; r  (  0  (>  0 )  the Ie ' i ' s  r t t t  i r t t t : ' r "L ' r t t ! '

o f t t l s t . s i L ; l t l . : r ' ' i , s b c , s t ' | ' ( ) | i I ) ( i l : ; ( .

i , t tr t 'L,rLl t)s tr t ,r : tr t t . ,si t tg i .n lL' ;1 .

Proo f :  Su l t l t t t sc  t l t t r l  t ' ,1  <  0 .  \ \ ' l i cu t ' \ ' c I  cc )s ts  t l l ' : )  s l l c l l  t l i i t t

( 1 )

( 2 )

T '
0 <

) i t i 1 ( q i 1 .  ( l  i t . ( ' , t )  t

t ) , r , t  
. r , !  ,  ( t

0 r i 1 ( 1 ; 1 .  ( l  i t . (  , t )  t- t h n ,  l t 1 ' 1 - t ( r 1

t t  )

therr  l (17 , r ' )  is  a Iocal  o i l t i r rnt ru.  l f .  f r r l ther '

( 3 )  t )  >  
) n i t k l i t ' u  ; t ' t  t t )  

L , . - , , , , ,
0 r 1 i ,  

t q t t - ' t  \ t l

t l rerr  { (q- , ;1 , t  is  a g lg l ta l  t lp t i r rurr r r .  f ' l r is  l i r lL tns f to t t t  t lLe cot tc , , t r - i tv  of  ur ;1 i t l  r7 ;1 r i 'h ic l r  c l lsr l lo '  i ) r ,1 f  t ) t1 ,1

is  < iccreasi r rg iu  q;1.  T l r l  o t l ier  r l iscorr t i r ru i t r - .  r .  is  t to t  a lo , : :a l  t : r l i t i l i l l r i lur r .  Our assul r t i r t i " t t  ' - r t r  1 l t ' - :

r.ross rlr:r ' ir, i ,rt ives ensures that 0ri1 f 0t1i1 is strictlr- iucreasit.g itI ( ' ,1 itt l( l is therel.i; '  i ttverrt, i ir ie irr rr;1

Jr*.ertir i i l  equatior6i (2) - (l) coriclit iorrtrl orr {21 zln(l q-;1 dt'f irres t1lr opell irrterva,l of ( 'osfs w}iiclr is

,, ieaklr-irrc:t.qrisirrg irr -r,11. A svnrrne.tl ic nrgltlnollt ftt l iotr-s lbl t lre cttse rvltelt 1', 1 2 0' f i

T l is  prgposi t io l .  cgrr r l r i r l r r l  n ' i th  the t rbsolute c: r l t t t i t t t t i t t 'a l rc l  f r . l l l  s l lppot t  o f  1 i1 .  n i I l  de] iver

ro i r r t  I tass at  r (17 ;1)  or  l (q  ;1)  i r r  t l ier  c l is t r ibr r t ior r  c f  q,1 c, - , l td i t io t i t r l  o t t  q- ;1.  ' fh is  log i t ' r ' -<te l t ' ls

. r  pe t f e , .  t  i t r f o r r r ra t i o r l  g i t t t t e  i r s  r r "11 .

,:t

t,:)

1 , j
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[ 'roposibicn 2 Le:t t '11 ( 0 for sctrte bonk i anrl let. ( 'r : (,,r,..... r '1s,1) be. u giuert'prrt,f i lc: o.f borrouilT(l

Q : i t . s . l f t | t ' t : . r r : ' i sa1 {as l req t t ' i . l , i b r ' i t L r r t t $u l | t c r ' ec1 i , . = { (q | , , )< : r ' ( q ] ' ; r ) t he r t , t he r ' e

c,f cssts J'or' ' i  ,xtr,h. thut for arty i;1 e (c/. r '") . ql rerrLuins o , '\ i tsh e,ryt,i.Libriurn for t,h'r: n('.tt '  (nst prof'k:

r : 1  :  ( r ' 1 1 .  . . .  i ; 1 .  . . . ,  r : 1 6 1 ) .

Proof :  I f  q i ,  -  lk t -  i )  is  o l r t i r r r : r l .  i t  is  r r r .ces;ar i lv  a loc 'a l  ecqrr i l ibr iu tu.  s( )  equat , io l ts  ( i )  ar i t l .

(6)  r r i ls t  l r r t lc l  f t l r  q i .  TI ier  orr l r 'possi l r le  ot i tc t 'o . r t i t r t i t l  s t : iu t i t . r t t  i t  4r ,  > r ' (17;1)  thal  :a . l is i i t 's  t l r t '

f  rs t  cr rder  crorrd i t iou dr ;1 f  0qi1 :0.  As rJ i  is  opt iura l .  i t  rnut ; t  bc i l (q , i .  Q- i t . t : , i t )  > . t l (4 i r ,  t ! - - ;1 . { ' i1)  ot '

€crui\,tl l()Itt,l\'.

( r ) - t ' i , f , ' (q i r )  ( (q , , ) )a 1, ,  
'# ,U Ur, ,

: \s  0r ,1 10q,1 is  inr : rcasi r rg i r r  r ' ;1  for  t ' i ich 17;1.  t l r t ' r ig l i t  l iar r t l  s i t lc  of  (8)  is  i t tcr 'oasing i t i  r : , , '  So fot '

i  lrv r:,1 <. r,;1. (8) is sa.l isficcl. eurtl i1 r:;1 satisfie-* (ir) tr:,rt l ((i) as st'11 therr it rerrri 'r irrs optirrrzrl l ir l  l  ttr

r1lote r7f, for c:osts irr this itrterrval. As i <lrrotes tl ic satttc. trttt l  tto otlter cost lttr,s cllattgtr[. i t rerntrir l:;

t L ] l c s t l ' e S ] ) 1 : ) I i S ( ) f i l r ' t l r . t . - r r . o t ] r t l r . l l a r r k t t l r 1 t t t l t c ( 7 1 i I L I { l q i i c l r l a i r r s

p lof i lc  cor t t  t r i t  r i t  rg  i : ;1  .

l 6
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rrra.v have leportecl f lat'ed interest clata fr.rr ' l ibor. 7he ll crlL Street , lo'urn,uL. NIav 2E. 2t)08.

[3]  A.  l lor tacsu N.  Cassola arx l  . '1 .  I tast l .  T] re 2001'sr ibpr : i rne rnarket  c l is is  t l i rougJ: i  t ] r r :  Ier r rs  o: i
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Figure .1: Rt:sporrses irr
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l nve ,s t  in  se lec t  ne ig l tborhoods to  ach ieve  s rearer  imPrac t  w i th  l i rn i ted  resources  espec ia l l y

nc ig .hborhoods ta rge ted  by ,  L ISC.  Sk i l lman.  the  comrnun i t , l  l ' oundat ion  and NDNI

Pro lec t  recent  inves t rncn ts  by  pub l i c  and pr lva te  par t le rs

At t rac t  o ther  pub l i c /p r iva te  i lnanc ing to  l cverage NSI )  tunc ls  min ima l ly  on  a  2 : l  bas is

Create  new jobs  and s t imu la te  smal l  bus ine : ;s  deve loprner r t

Dernc.. , l ish exist ing , t* l tur. ,  to accol l ln" lodate lutLrre 'Jeve loplnent or al ternat lve uses

*ff i l  " i t .s 
NSp a*,ard amounr. * ,hich rvas ai located under a fcrrrnula ' le 'eloped

bv rhe  Depar tment  o f  F lousrng  and Urban Dt 'u t lop 'n tn r  rak i r rg  in to  accoun l  the .nurnbers  o f

t o r e c | o s u r t : : ; . s u b p r i r n e I o a n s a n d d e t . a u I t s i n c a c h j t r r i s d i r : t i o n . D c t r o i t h a s t h e h i g l r e s t h o r n e
tbrecrosur r :  ra tc  a rnong the  nar ion .s  r00  la rges :  rner r .opo l i ran  arcas .  rnak ing  i t  one o f  rhe  c i t ies

hardes t  h i r  by  r r re , . , ,o t ' i - , , . , ,01  lo r .cc losurc  and sLrb-pr ime lendrng c r is is .  l ,h t  i lp :1 : - : , : ' . : lo t  d r :a l ing

aguress ive  ly  u , i th  rh is  c r is is  rvoLr ld  havc  I rc tncn i l . t rs  i r t lp l i ' :a r i t l r rs  ib r  the  econot r r i c  surv iva l  and

sr tc ra l  v iab i l r t l ,o t ' the  c i ty .  Morco 'e r '  the  to i l  on  Det ro i r  c i l ' zcn : ;  and ta rn i l ies  w i l l  be  c levas ' ta t tng

as  onc€ s tab lc  ne ighborhoods are  f 'aced u i th  inc r ' :ased b l igh t ' ' /acant  p ropen ies  and d i r r r i r l i shed

hous ing  va lues .  
' f  

f ' us ,  i t  i s  i ,npera t i t ' e  t t ra r  u ic  s t ra tcg ica l i ;  tbcL ts  o t r r  resources  to  ach teve the

greatest oJtcolr lcs and thr ' 'art  tLrthcr decl inc'

Sra t is t i cs  0n  lOca l  {b rcc losurc  ac t iv i t r  speak  r ' ' ) lu l l res  about  the  c r is is  in  Dc t ro i t '  F r0m 2C04 to

l 0 0 6 . r h e r c w e r c a p p r 0 \ i r t r a t e l l ' . i i 0 . 0 0 0 ' t t o " g t g t t o r r g i n i r t e c l i n D e t r t l i t ' D u r r n g t h c s a t t r r : t i t n e '
ig.000 n(: \ ,v Inongascs wcre s. ld represe ,r i , . , f  ,  ix ut 'Ltal  . 'nc' ' tgages 

Abour 27 '50(J.r  l ' l7o ol '

, . ,ew Inortg,ages wcre high cost tonn, ot i i ' t t l ' :  as loatts rvi th interest rates at least 39/o above

1-rcasury :ccuri t ics.  Rctrnances accountcd f i r r  159i,  ol 'nr:r ' r '  I l rc ' )r tgage loans'  As.ot-  '1006' about

29.000 aCjustable t .u, .-  'no'aguges or ()70 0t 'al l  cr ist i r rs Inortsages reset '  t r iggcr ing higl ter

payment : i  lb r  loan , - . . ,p ie , , , r . -o "n  add i r rona l  16 .000 Inor t ! . lges  o 'J "n tdu t "d  t .  rcsc l  l io rn  2008

to  l0 l0 .  
- l -hcsc  s ta t ts t i cs  c lcar l l ' de l 'nons t ra tc  tha l  add i r iona l  rcso t r rces  r ' l ' i l l  be  necded to  l l revcn l

r r t r r rc  rb recrosL l res  on , l  , t - l "  nun. ,h ,c , .o r 'Dc t ro i t  h . r 'eoure 's  tha t  a re  cxpcc ted  ro  be  i r rpa : ted  br

the  near ing  rcsc t  ac t i v i t )  '

. l . l r c  rcsu*  . l . t l r c  exorb i tan t  r r r r r 'bers  o t 'h igh  cos t  l r )a r ' l s  in  [ )e t ro i r  i s  d is tu r t r ing '  F lon t  ]005 t t t

2007.  D, : t 'o i t  
" ^p" r , "n .ed  

an  as tc lu r lc l ing  67 '000 t i r l ' ec lo ' t r ' cs '  t l l o fe  than 20% ' l -  a l l  houscho l t l

, rortsagcs. 
' l ' l tcrc- were '1.600 tax ru"trol ' ' ' t l t  i r r  the l l rst  s ix monlhs ol '2008 rvi th over $2i

r t r i l l i o r r  in  taxcs  due . t l  t ' csc  p roper - t i cs  F 'a r l l  c : ; t i r t ra tes  nd ic ;a te  tha t  a t  leas t  two- th i rds . l ' tax  o r

|nortgap.e| forcclosed propert IcS,tund,u.ont ei tusing tret l lendous probIcrns fbr Dctroi t  CrI l  ITl i l | l }

l cve ls .

A tbrecl , :sed propert) ' -  that stal 's on the Inat 'kel  lbr an ( :xtcnded period of t ime can bet:ol t re an

adrn in is t ra t i ve  a l ld  eco l lOnr ic  d ra in  o ' ]  u  
- t " ; :  

a  s lud ' '  bv  rhc  l lomeowrrersh ip  Pres 'e rva t tc t t

Foundar ion  lbund tha t  a  c i t l , ' can  to r .  o iou , . i : t , -ooo per  hc t t re  in  los t  p ropeny taxes '  L rnpard

u t i l i t , v l r i I l s . p r o p e f i ) , u p k e e p . . S € \ v a g e . u , ' c , ' . n i n ' . I t a l . l : : c . l . 1 i g h | o r e c l o s u r e r a t e S a l s t ) c a t t S l : S
d is inve i rmenr  by  nearby  res idents '  rVh ich  cont r ibu les  ro  ne ighborho ' rd  dec l ine '  a f fec ts

s u r r o u n < l i n g p r o p e r l ) v a l u e s . a n d l e a d s t o p o p u l a r i o n l o s : a n d i n c r e a s e d c r i m e .

I

I

I

I

Cit; '  o1'  l )etroi t  NSP rev 0l  i  09
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