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N/A CHURCHES IN ACTION 
September 19, 2014 
 
 
Dear City Attorney Feuer, 
 
We are writing to urge you to take swift and decisive action to recoup the tens of millions of dollars that Los Angeles taxpayers have 
been and continue to be unjustly charged by Bank of NY Mellon and the Dexia Group.  As you are aware, the City of Los Angeles is 
locked into a toxic interest rate swap agreement with the two financial institutions that has already cost us nearly $70 million dollars 
more than we would have paid for the same debt had the banks allowed us out of the deals. 
 
As outlined in the attached document, there is significant reason to believe that the complexity of the potential risks incurred by Los 
Angeles in entering into these deals was not accurately or completely explained and therefore the City has recourse to file a state-
ment of claim with the Financial Industry Regulatory Authority (FINRA) for violation of the principle of “fair dealing” outlined in 
Rule G-17 of the Municipal Securities Rulemaking Board (MSRB). 
 
During a recent Los Angeles City Council Budget and Finance committee hearing, Wallace Turbeville, a former Goldman Sachs 
municipal bonds investment banker testified that “municipalities, large and small, throughout the nation routinely enter into financial 
transactions with banks and insurance companies that are unfavorable in terms of pricing or risk, or often both. … More often than 
not, local governments do not know they are getting a bad deal.  This is not a question of their professional competence or honesty of 
municipal administrators or elected officials.  Rather, mispricing and excessive risk are far more often either intentionally hidden or 
involve such complex financial structures that no one but large sophisticated banks could comprehend them.” 
 
While we recognize that there is no guarantee that the City will prevail on its claims through the FINRA arbitration process, we be-
lieve that the size of the losses incurred to date and the amount of overpayment taxpayers stand to make going forward warrants that 
you and the City move forward aggressively just as your office has done in past actions taking on predatory and manipulative prac-
tices by Wall Street banks. 
 
We are concerned that delays in reviewing the situation and taking action will push the City past the point of no return by going past 
the time limits established under FINRA.  Given the time sensitivity, we urge you to file the administrative complaint to ensure that 
all of the City’s legal options are protected. 
 
As a leader/leaders in Los Angeles we have long supported your work in the legislature, on the council and now as City Attorney.  
Now we again look to your leadership in protecting the financial well-being of our city against the predatory practices of Wall Street. 
 
Thank you in advance for your swift and decisive action in this matter.  We look forward to standing shoulder to shoulder with you 
in this effort going forward. 
 
Sincerely, 
 
Rev. Juan Carlos Mendez 
 
CC: Mayor Eric Garcetti 
 Los Angeles City Council 
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LA, Chicago Listen Up: Clock Is
Ticking For Cities Sitting on
Costly Swaps

Comment Now

By Ellie Ismailidou

Dozens of American cities are sitting on financial time bombs that have
already cost them millions in payments to Wall Street banks. Los Angeles,
Oakland, Philadelphia and Chicago are among the municipalities racing
against the clock to unwind costly interest-rate swaps.

Once upon a time these complex pre-credit crisis financing deals were used
by municipalities to lower borrowing costs in the variable rate bond market.
They were typically designed to help borrowers hedge against rate
fluctuations because the cities agreed to make fixed-rate payments to the
banks in exchange for receiving floating rate payments primarily tied to the
London Interbank Offered Rate (LIBOR).  When the LIBOR fell
precipitously in October 2008 – along with city budgets and tax revenue –
costs soared and the pressure of the swaps closed in.

Fast-forward to today, and many of the impacted locales are still going head-
to-head with institutions they say misrepresented the risks. For most of the
cities who began suffering losses in 2008, a six-year statute of limitation for
arbitration with the Financial Industry Regulatory Authority (FINRA) is
closing in October.

Without the threat of arbitration, the only recourse would be the arduous
process of proving fraud through the court system, making renegotiation of
the swaps, totaling $300 billion nationwide, nearly  impossible.

For what it’s worth, a recent arbitration between an Alabama utility and its
swap counterparty, Birmingham-based Regions Bank, may provide an
inkling of hope. The outcome resulted in the bank having to pay back $7.4
million, the net amount of swap payments it had received.
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However, the Alabama case involved a company not a state and the disputed
amounts are dwarfed by the $65 million and $400 million at stake in Los
Angeles and Chicago, respectively. While the numbers may be different, the
arguments are the same: we didn’t know any better and these Wall Street
firms didn’t tell us.

Wall Street sign on Wall Street (Photo credit: Wikipedia)

Landing a favorable outcome without breaking the bank in legal fees will
also be no easy task. In order to win a FINRA arbitration, the complainants
need to prove that the underwriters broke the Municipal Securities
Rulemaking Board “fair dealing” rule. The standard says it is not enough to
not lie or to not intentionally deceive the municipality; but that the dealers
need to ensure that municipal borrowers actually understand the risk they
are undertaking.

So far the only city to successfully renegotiate a swap deal is Detroit. The
bankrupt Motor City managed to slash the $288 million it owed down to $85
million. Impressive as this may be, some would argue that it only happened
because the counterparties were forced by a bankruptcy judge to settle.

For their part, the Oakland and Los Angeles city councils have been debating
strategies to blacklist the counterparty banks if they don’t agree to
renegotiate the swaps. It remains to be seen whether the prospect of losing
future business will be a better motivator for Wall Street banks than the
threat of being dragged to court.

Ellie is a reporter for Debtwire Municipals following Puerto Rico,
California, and public pensions.  She can be reached at
ellie.ismailidou@debtwire.com.

http://www.businessweek.com/news/2014-08-13/l-dot-a-dot-city-council-seeks-exit-from-dexia-bny-mellon-swaps
http://www.bloomberg.com/news/2014-09-12/chicago-at-brink-of-swaps-fee-as-bond-ratings-fall-muni-credit.html
http://www.msrb.org/MSRB-For/Issuers/MSRB-Rules-that-Protect-Municipal-Entities.aspx
http://www.metrotimes.com/detroit/water-woes-and-the-swaps-swamp/Content?oid=221470
http://www.latimes.com/local/cityhall/la-me-bond-renegotiations-20140814-story.html
mailto:ellie.ismailidou@debtwire.com


10/6/2014 LA, Chicago Listen Up: Clock Is Ticking For Cities Sitting on Costly Swaps - Forbes

http://www.forbes.com/sites/mergermarket/2014/09/16/la-chicago-listen-up-clock-is-ticking-for-cities-sitting-on-costly-swaps/print/ 3/3

This article is available online at: http://onforb.es/1wAEt2G 2014 Forbes.com LLC™   All Rights Reserved

This post is brought to you by Debtwire, a Mergermarket company, the
leading provider of real-time intelligence, analysis and data on distressed
debt, leveraged finance and asset-backed markets. The team at Debtwire is
comprised of financial journalists and credit analysts with considerable
experience covering trading, law and investment banking. Our reach is
global, with separate products covering North America, Europe, CEEMEA,
Asia-Pacific, Latin America, ABS and Municipals.  For more information
regarding Debtwire visit www.debtwire.com.
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