


Flint Water Settlement Bonds

Introduction
Seven years after the Flint water crisis, the state of Michigan recently announced plans
to payout $600 million to the residents of Flint to settle lawsuits filed against the State.
Yet before the bond goes to market, there are a number of unresolved challenges from
the handling of the crisis and the structure of the pending  settlement that deserve
deeper examination. This brief addresses those issues utilizing a fiscal justice analysis,
which is an intersectional approach to understanding fiscal health and racial justice
outcomes.

Key Takeaways:
● Beginning in 2014, the City of Flint, Michigan, experienced one of the worst

public health crises in modern U.S. history.
● The Michigan Strategic Fund (MSF), which will issue the debt, approved the

issuance of up to $700 million of private activity bonds (PABs) on April 27, 2021.
● Activest has identified key fiscal justice concerns in the financing of the

settlement, questions of fairness in the original KWA bond offering, and an
ethically dubious standard of victim verification. 

● From a fiscal justice investing perspective, there are clear ESG and impact risks
associated with purchasing Flint water settlement bonds.

● We provide two complementary strategies to bolster the fiscal justice of holding
the Flint Water Settlement Bonds: Intermediate-term Impact Hedge and
Bondholder Engagement.

The Flint Settlement
Beginning in 2014, the City of Flint, Michigan, experienced one of the worst public
health crises in modern U.S. history. High levels of lead from aging pipes and fixtures
contaminated city drinking water after switching sources from the Detroit River to the
Flint River. Despite numerous complaints from residents, state and local environmental
officials failed to apply appropriate corrosion inhibitors to the water, without which the
water supply became poisonous. The CDC reported that 99,00 residents – including
6,000 to 12,000 children – were exposed to elevated lead levels between April 2014
and October 2015. Additionally, an outbreak of Legionnaires Disease infected ninety
people and resulted in at least twelve fatalities.

Ultimately, the federal government declared a state of emergency. Former Governor
Rick Snyder and eight other officials were indicted for willful neglect of office and other
felonies. In addition to the public health toll, a 2016 study found that Flint residents had
been paying the highest rates among the nation’s 500 largest community water
systems, or $864 per capita annually for water service. This amounted to roughly 7
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https://www.cdc.gov/nceh/lead/programs/flint-registry.htm
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percent of household income for a community where 40 percent of residents live in
poverty.

Seven years after the start of the crisis, a $641 million settlement with Flint residents
was proposed and approved. Legal documents filed in U.S. District Court detail the
main entities responsible for the payouts which include the State of Michigan, the City
of Flint, McLaren Regional Medical Center, and Rowe Professional Service. Careful
scrutiny of these details raises fiscal justice concerns about the financing of the
settlement.

State-Financed Settlement Bonds
The Michigan Strategic Fund (MSF), which will issue the debt, approved the issuance
of up to $700 million of private activity bonds (PABs) on April 27, 2021. A memo
distributed to the MSF board details the team and possible structure but includes no
timing details. Citigroup Global Markets Inc. and Siebert Williams Shank & Co. LLC are
slated as co-managers on the settlement deal.

Proceeds
Proceeds will finance the $641 million Master Settlement Agreement (MSA) with Flint
residents—most of them children—who suffered fallout from drinking lead-poisoned
water. The settlement provides the opportunity for monetary awards for every
minor child exposed; every adult exposed with a resulting injury; every residential
property owner, renter, or person responsible for paying Flint water bills; and certain
business owners impacted during the relevant time period.

Proceeds from the PABs financing will be loaned to a special purpose settlement fund
and then sent to the newly created Flint Water Advocacy Fund, which will transfer the
money to the settlement administrator. The City of Flint has agreed to contribute $20
million through its insurer, and McLaren Regional Medical Center and Rowe
Professional Services Co. will contribute $20 million and $1.25 million respectively.

Timeline
The bonds need to be issued within 180 days of the January 21, 2021 preliminary
approval, according to the court-approved settlement agreement. The bonds will be
sold in one or more series, and the MSF can privately place another series with a
qualified investor, according to the board information.

Ratings and Repayment
The deal, which will be rated by at least two ratings agencies, will be structured as
32-year fixed-rate debt with level debt payments. The state’s portion will total roughly
$35 million a year and will be subject to annual appropriation through 2051, according
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to Senate Bills 1251 and 1252, which authorized the borrowing. The bonds do not carry
the State’s full faith and credit but are instead an obligation of the MSF.

Given Michigan’s outstanding general obligation credit ratings of Aa1 from Moody’s
and AA from S&P, and the fact that payment of debt will be secured by an annual
appropriation of the state budget, we would expect the settlement bonds to carry a low
“AA” rating.  According to Moody’s Investors Service, the ten-year cumulative default
rate for a low “AA” rated bond is 0.02%.  The risk to an investor of purchasing Flint
water settlement bonds is not about credit risk or potential default.

Fiscal Justice Considerations
Activest has identified key fiscal justice concerns in the financing of the settlement,
questions of fairness in the original KWA bond offering, and an ethically dubious
standard of victim verification. These issues, if left unresolved, are cause for concern
for Flint residents, the City of Flint, Michigan taxpayers, and potential settlement
bondholders. Below is a detailed fiscal justice analysis of each relevant issue.

Spillover from existing KWA Bonds 
As outlined in our previous research, the Karegnondi Water Authority (KWA), which
services Flint’s surrounding counties, proposed a pipeline to bring water to the region
from Lake Huron. The project, which would not have been fiscally feasible without a
significant investment from Flint, was pursued even though Flint had already reached
its debt limit. It has been reported that KWA leadership coordinated with elected
officials to waive Flint’s debt ceiling, allowing Flint to participate in the deal through a
mechanism that circumvented a public vote.

Although the project was slated to benefit Flint least out of all municipalities in the
region, the City of Flint signed on to finance 34 percent of the KWA bond offering for
$85 million. For its “innovative” structure that diverted state aid and county revenue to
back the bond, while forgoing a Michigan Finance Authority guarantee, the original
Karegnondi deal was awarded an “upper-medium” rating of A2 by Moody’s and named
The Bond Buyer’s Midwest “Deal of the Year.” 1

Following the Flint water crisis, the Great Lakes Water Authority (GLWA) purchased
Flint’s stake in KWA and as part of the deal, the City signed a 30-year contract to
continue buying its water from GLWA. As a result, the social and fiscal spillover of this
project persist despite its deleterious impact on the residents of Flint.

1 For a summary of the original KWA Offering, see here.
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https://www.forbes.com/sites/morgansimon/2018/09/27/muni-bonds-are-more-exciting-than-you-thought-an-activist-investors-approach/?sh=5977fc8dcb3e
https://www.metrotimes.com/detroit/a-deep-dive-into-the-source-of-flints-water-crisis/Content?oid=3399011
https://emma.msrb.org/ES1127518-ES882232-ES1283502.pdf


Flint Water Settlement Bonds

In Search of Responsible Settlement Finance
Each year, cities and counties spend and allocate an estimated $7.1 billion fighting and
settling lawsuits involving gross mismanagement, alleged police misconduct, injuries
on public property, and a range of other legal challenges. In large settlements that
incorporate bond finance, like the Flint settlement, there are no clear protocols for
responsible settlement finance. When the need for a settlement bond arises -- which is
an increasing occurrence -- equitable standards should be in place to ensure that:

1. The largest possible portion of proceeds go to benefit victims, and
2. The system failures that allowed for or precipitated the victimization of residents

are remedied.

Whether it is Michigan State University’s payments to victims of Larry Nassar or the
Chicago Police Department’s payout to victims of police misconduct, a clear and
concrete set of guidelines is necessary to determine, in partnership with the impacted
community, what constitutes a fair and just restitution financing. We offer the following
assessment of the Flint Settlement Bond as a tangible example to consider alongside
some guiding principles:

● The spirit of restitution is lost when significant profit and fees can be earned off
of restitution due to the affected families and children. Costs of legal,
underwriting, and marketing must be covered, but excess profit earned from
transaction fees would be most aligned with the spirit of the settlement if
allocated to the Flint Water Advocacy Fund.

● For settlements to change government behavior and prevent future incidents,
the financing of settlements must strike a balance between the fiscal pressure of
spiking near-term expenses and the fiscal relief of stretching settlement
expenses over the long term. By issuing a 30-year bond to finance the vast
majority of the settlement, this issuance spreads the pricing of the
mismanagement in Flint over future administrations at a potential cost of $400
million in interest expense. Unfortunately, the necessary safeguards have not
been implemented to prevent similar executive overreach in the future;  further,
the issuance leaves little fiscal incentive for government decision-makers to
ensure that similar lapses in management never happen again.

● Resident restitution as a result of government mismanagement is generally an
all-hands endeavor with all municipal entities pitching in even token amounts.
However, in the case of Flint, the State’s decision to install an emergency
manager in 2011 was the initial step toward the eventual water crisis. State
preemption is an increasingly-utilized political maneuver that often creates
outsized consequences at the local level. In this vein, the City of Flint, which is
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https://www.mlive.com/news/flint/2021/03/attorneys-fees-would-eat-up-202m-of-flint-water-crisis-settlement-fund.html
https://www.detroitnews.com/story/news/michigan/flint-water-crisis/2021/04/28/house-budget-leader-pay-flint-settlement-now-not-over-30-years/4869567001/
https://www.detroitnews.com/story/news/michigan/flint-water-crisis/2021/04/28/house-budget-leader-pay-flint-settlement-now-not-over-30-years/4869567001/
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contributing $20 million towards the settlement fund, has been put in the
unenviable position to be both victim and payer. As a preempted municipality,
the City of Flint should not be required to bear the fiscal burden of payments or
higher insurance premiums for the crisis that was thrust upon it.

● The individuals most impacted, with support from civic and local public health
leaders, should control and manage the distribution of settlement funds as well
as how spending occurs, including the formula of who is eligible for an award.
Current settlement eligibility standards, such as bone scanning to verify lead
concentration, were never intended to be used on humans and may pose further
health risks to already impacted Flint residents. This is unacceptable.

Investment Considerations
Fortunately, we have confidence that the majority of bond proceeds will ultimately go
to residents that are seeking economic restitution from the harm negligently inflicted
upon them. We view that as a distinct positive. However, residents lost their lives, and
tens of thousands of children and families will be forced to navigate lifelong
implications of cognitive delays, along with behavioral and physical health issues from
lead poisoning. In this vein, a $641 million judgment providing approximately $12,000
per resident is a start, but it falls short of a fiscally-just investment. Below we provide
two complementary strategies to bolster the fiscal justice of holding the Flint Water
Settlement Bonds: Intermediate-term Impact Hedge and Bondholder Engagement.

Intermediate-to-long Impact Hedge
A significant portion of any spillover to come from underinvestment in Flint’s economic
and social recovery, will undoubtedly fall on Hurley Medical Center, Flint’s BBB-/Stable
rated safety net hospital. With $70 million in bonds outstanding and LTM
Debt-to-EBITDA of 1.81x, purchasing Hurley’s recently issued Building Authority
Revenue Series 2020 alongside the Flint Water Settlement Bonds as a quality approach
to boost current returns (4-5 percent coupon), grab a little yield and obtain an impact
hedge against poor health outcomes in and around Flint over the intermediate-to-long
term (2029-41).

Bondholder Engagement
As the U.S. Treasury announced $94 million in American Rescue Plan funds for Flint
and that market waits in anticipation of the pricing of this $641 million settlement,
impact-oriented bondholders must ask:

What does fiscal justice look like from the perspective of a Flint resident?
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https://www.freep.com/story/news/local/michigan/flint-water-crisis/2021/04/28/flint-bone-scanner-radiation/4852861001/
https://www.freep.com/story/news/local/michigan/flint-water-crisis/2021/04/28/flint-bone-scanner-radiation/4852861001/
https://www.detroitnews.com/story/news/local/michigan/2021/03/31/over-45000-sign-up-flint-water-deal-but-final-tally-not-ready/7058616002/
https://www.detroitnews.com/story/news/local/michigan/2021/03/31/over-45000-sign-up-flint-water-deal-but-final-tally-not-ready/7058616002/
https://nbc25news.com/news/local/us-treasury-to-allocate-city-of-flint-947m-from-the-american-recovery-plan


Flint Water Settlement Bonds

As a bondholder with a vested interest in the long-term fiscal outcomes of Flint,
consider advocating in support of the following commitments and restorative
investments that would build the economic and social outcomes of Flint’s residents
and businesses over the long-term. Such investments are good for residents, good for
its bondholders, and good for the City of Flint.

For Flint residents impacted by lead-poisoned water, we recommend advocating for
the following:

Health
● Free universal healthcare to address any and all of the aforementioned physical

and behavioral health issues

Water Quality and Affordability
● Consistent, rigorous testing testing and monitoring of water quality and lead

levels of a randomized sampling of households (regardless of lead line
replacement) to restore community confidence in the City’s water

● A moratorium on any water bill increases for ten years. All water infrastructure
improvements within the City of Flint will be directly and fully paid by the State
of Michigan.

Education
● Free and universal accredited early childhood education with a specific focus on

culturally relevant curriculum
● Free and universal accredited childcare and after-school care provided until

5:30pm every weeknight
● Free academic support and tutoring for all Flint children (PreK to12)
● Full scholarships for all Flint children who graduate from high school and attend

two- or four-year colleges and/or career technical education anywhere in the
nation

Quality Jobs
● Direct and intentional efforts by the State of Michigan and the federal

government to invest in Flint’s economic development
● Requiring that for businesses with ten or more employees to qualify for financial

incentives, no less than 30 percent of employment is made up of local Flint
residents who will be paid $15/hour or a livable wage, whichever is higher

For the official website of the settlement, see here.
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https://flintsettlementfacts.org/

