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Setting the Context 
Introduction 

What is Municipal Fiscal Distress and Why 
Should We Be Concerned About It?  

   

• No single universally-accepted definition 

• Continuum ranges from distress to crisis to municipal 
bankruptcy (Chapter 9) 

• Federal nexus: grants to municipalities in fiscal distress  

• Important to place cases of municipal fiscal distress in 
appropriate context 
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Setting the Context: 
Potential Implications for Auditors 

For Municipalities in Fiscal Distress, 
Potential Implications for Internal Control 



GAO Report on Federal Grants to 
Municipalities in Fiscal Crisis (GAO-15-222) 

Grants to Municipalities in Fiscal Crisis 
Background and Methodology 
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Each of These Municipalities Experienced 
a Reduction in Human Capital Capacity 

Reduction of 34% 

Reduction of 44% 

Reduction of 18% 

Reduction of 24% 

Source: GAO analysis of Fiscal Year 2013 Comprehensive Annual Financial Reports for Detroit, MI; Flint, MI; and Stockton, CA and Municipal State Aid 
Applications for Fiscal Years 2010/2011 and 2014 for Camden, NJ.  

Grants to Municipalities in Fiscal Crisis 
Findings 

 



• Reductions in staff led in some cases to a grant 
management skills gap 

• Decreased financial capacity reduced municipalities’ 
ability to obtain federal grants  

• Limited organizational/information technology capacity  

• Municipalities took actions to address some of these 
challenges and improve their management of federal 
grants  
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Reduced Capacity Hindered Municipalities’ 
Ability to Manage Federal Grants  

Grants to Municipalities in Fiscal Crisis 
Findings 
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Most Grant Programs We Reviewed Assessed 
Risk to Identify and Respond to Deficiencies  

Risk Assessment, In-Depth Monitoring Actions, and Number of Monitoring Findings by Selected Federal 
Grant Programs in Detroit, Flint, Camden, and Stockton, Fiscal Years 2009-2013 

Grants to Municipalities in Fiscal Crisis 
Findings 
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Actions Taken by Federal Agencies  
and the White House 

•  Coordination of resources 
o   Justice Department’s public safety coordination for Flint and Stockton 
o   White House Tech Team for Detroit 

 
•  Flexibility with grant requirements 

o   FTA assistance with bus security system in Detroit 
o  White House initiative to allow Detroit to leverage previously- 
 allocated grant funds to address urban blight 
 

•  Technical assistance and training 
o FTA liaison and procurement training for Detroit 
o   HUD’s comprehensive needs assessment and updating of work 
 systems and policies in Flint 

Grants to Municipalities in Fiscal Crisis 
Findings 

 



Some Closing Thoughts 

• Different municipalities in fiscal distress present different 
combination of challenges 

• There are a variety of federal tools to assist distressed 
municipalities that don’t require additional appropriation of funds 

• We found that that documentation and sharing of lessons 
learned was limited  

• We recommended that OMB collect lessons and good practices 
from the administration’s efforts to assist Detroit and share 
them with other federal agencies and local governments. OMB 
neither agreed nor disagreed with our recommendation.     
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Conclusion 
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For additional information on this work:  
Peter Del Toro, Assistant Director, Strategic Issues, deltorop@gao.gov or (202) 512-8857. 
 

 
 
GAO on the Web  
Web site: http://www.gao.gov/  
 
 

Public Affairs 
Chuck Young, Managing Director, youngc1@gao.gov 
(202) 512-4800, U.S. Government Accountability Office 
441 G Street, NW, Room 7149, Washington, DC 20548 
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product may be reproduced and distributed in its entirety without further permission from GAO. However, 
because this work may contain copyrighted images or other material, permission from the copyright holder 
may be necessary if you wish to reproduce this material separately.  
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