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LEADING A GOVERNMENT 
TO SOLVENCY 

 
I. Old Fashioned, Public Spirited, Political Leadership 

A. To lead to solvency, Government leaders need to (i) understand how bad financial 
problems are, (ii) figure out how much expense cutting and revenue increase can 
reasonably be done, (iii) based on this, negotiate with major creditors intending to 
succeed, (iv) and be willing to use all of the available levers of power to cause 
implementation of the Government's restructure plan if it becomes impracticable 
to reach agreement.   

1. One definition of solvency is ability to pay bills when they come due. 

2. Solvency is really a sustainable balance between taxpayers and suppliers 
of labor and capital that permits debts to be paid when due on a sustained 
basis. 

B. A plan for solvency will inevitably have to deal with five things: 

1. deciding what services the Government can afford to provide; 

2. operating more efficiently with the Government’s existing revenue; 

3. trying to raise more revenue, including deciding whether it is wise to try to 
raise taxes any further or sell any assets; 

4. dealing with promises to suppliers of labor;  

5. dealing with promises to suppliers of capital. 

II. First, conduct in-depth studies to understand how insolvent the Government is and 
how much it can afford to pay. 

A. Analyze debt structure and cash flows, comparing revenue versus expenditures 
(including expenditures for fixed obligations) to understand the size of the 
Government’s near and long-term deficit if no changes are made (an “Insolvency 
Study” composed of two studies, a “Cash Flow Study” and a “Debt Structure 
Study”).   

1. The Debt Structure Study seeks to understand the Government's fixed 
obligations that must be paid out of cash flow. 

2. The Cash Flow Study focuses on when the Government might run out of 
cash as it pays its fixed and discretionary obligations if no changes are 
made. 

3. The projected excess of expenditures over revenue is the deficit that the 
Government must overcome to return to solvency (a "Deficit").   
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LEADING A GOVERNMENT 
TO SOLVENCY 

4. If the Cash Flow Study shows that the Government has a Deficit and will 
run out of cash in the near future unless changes are made, it shows 
insolvency. 

5. Exhibit A is a Template to help a Government start doing a Cash Flow 
Study and a Debt Structure Study. 

6. While a Government can do a Debt Structure and Cash Flow Study 
through its own financial staff and working with lawyers to understand 
fixed debt obligations, it is often helpful to hire outside financial 
restructure professionals who have done this work before.  

B. Determine how much the Government can reasonably afford to pay after it has  
reduced its expenses and increased its revenue trying to reduce its Deficit (an 
“Affordability Study”). 

1. Focus on core mission.  Ask what are the most important services the 
Government provides, what services can it afford, or not afford, to 
provide? 

2. Figure out how to become more efficient in the provision of services. 

3. Make a preliminary judgment about how the Government might raise 
more revenue. 

a. Make a judgment whether there are assets that should be sold or 
monetized. 

b. Figure out how much, if at all, taxes might be raised without this 
becoming counter-productive. 

1. Will a tax increase be counterproductive by causing people 
with money to pay taxes to move away? 

2. Will there be enough political support to raise taxes? 

4. This Affordability Study will tell you how much is reasonably available to 
pay major creditors and how much shortfall still remains to be dealt with  
(the “Reduced Deficit”).  

III. Second, negotiate with labor and capital providers to overcome the Reduced Deficit. 

A. Start with labor providers, who are generally the largest expense in a 
Government's budget, and ask them to make a significant contribution to reducing 
the Reduced Deficit. 
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LEADING A GOVERNMENT 
TO SOLVENCY 

B. Then negotiate with capital providers and ask them to make a significant 
contribution to reducing the Reduced Deficit.   

C. Reconsider in connection with these negotiations whether it is good judgment to 
sell more assets or raise more taxes to reduce the Reduced Deficit further.   

D. At an appropriate point in these negotiations, go public with information about 
how insolvent the Government is and how much it can reasonably afford to pay.   

1. Post the Debt Structure Study, Cash Flow Study and Affordability 
Study on the Government's website.   

2. Make it easy for voters and parties the Government negotiates with to 
understand the financial background and rationale for the Government’s 
restructure.  Use the Government’s website as a prospectus supporting its 
restructure.   

a. Put tremendous background detail onto this website so that no 
party that the Government ever has a dispute with about its 
restructure will have any legitimate basis to ask a court for more 
discovery than what the Government has already made available 
on its website. 

b. Refer the labor and capital representatives that the Government 
negotiates with to this website so that they will have a common 
understanding of the finances of the Government, and the 
respective sacrifices that they are being asked to make to help the 
Government resolve its financial problems. 

1. The Government should provide the information requested 
by the parties it is negotiating with, and make it public by 
posting it on its website. 

2. Actual negotiations with labor and capital entities can be 
kept confidential until a deal is reached, then the deal can 
be made public and posted on the website. 

3. However, financial information about the Government that 
provides the backdrop for its negotiations should be public 
at all times on the Government’s website. 

E. A combination of the persuasive effect of the now-public information about how 
insolvent the Government is and how much it can afford to pay may be sufficient 
to result in a deal with all major parties for a restructure of the Government's 
finances.   
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LEADING A GOVERNMENT 
TO SOLVENCY 

F. If there are essential parties who refuse to reach a reasonable agreement on a deal 
(“Holdouts”), then: 

1. Draft a restructure plan (a "Plan") that proposes to pay all the 
Government can reasonably afford to pay, that is feasible and will pay 
more than they could obtain by exercising their legal remedies.  

2. Use all the power available to the Government and its leaders to 
implement that plan.   

IV. Formulating a fair, non-discriminatory restructure Plan based on all the 
Government can reasonably afford to pay. 

A. Of course, the proposed Plan should honor any deals the Government has already 
struck.   

B. This Plan should treat labor contracts fairly, proposing to reject them only if there 
is a good reason; for example, they are unsustainable, off market or otherwise 
inappropriate. 

C. Assess retirement claims realistically and fairly. 

1. Understand the details of retirement claims, who owes what to whom, 
based on what? 

2. Treat these claims fairly, preserving as much as possible what has been 
earned by people with little opportunity to recoup late in life. 

3. Come up with a retirement plan that can be funded sustainably in the 
context of other obligations the Government must pay. 

D. Analyze capital provider claims to determine who is really secured and the extent 
of their security.  Are they fully secured by the value of their collateral? 

E. Propose to pay secured claims the value of their collateral over time. 

F. Propose to pay to unsecured claims, including labor, retirement and capital 
creditors, all that the Government can reasonably afford to pay as determined by 
the Affordability Study.  

V. Use all available political, economic and legal power to cause implementation of this 
Plan.  

A. Publish the Plan and the economic basis for it on the Government’s website and in 
the media. 

B. Continue to negotiate with Holdouts. 
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LEADING A GOVERNMENT 
TO SOLVENCY 

C. Bring as much political and economic pressure on Holdouts as possible.  

D. Use the media to argue how fair and reasonable the Plan is.  

E. Be persistent and persuasive.  

VI. What do you do when certain important creditors continue to hold out, refusing to 
accept a reasonable deal? 

A. This requires you to deal explicitly with what has been implicit in negotiations, 
the possibility of forcing the Plan through in a chapter 9 case, or some other 
similar kind of trial. This possibility will have already provided substantial power 
during prior negotiations. Now you will have to decide whether to actually use 
this power.  

B. Deciding whether to actually pursue a chapter 9 case, or similar kind of trial, will 
require difficult judgment of many factors. It is inappropriate to try to list and 
weigh them all here.  Two are worth mentioning, however. 

1. Do you really believe that your Plan is fair and equitable and that you 
would be acting in good faith to force it in Holdouts in a court 
proceeding?  Do you really believe that your plan is based on reasonable 
austerity and taxation and that it is not reasonable to pay more?   

2. It is not true that the bond community will never lend your Government 
any money again. Detroit sold new bonds as it exited chapter 9 to 
consummate its reorganization plan.  The bond community will, among 
other things, look at your Government's financial condition post- 
reorganization, but there is empirical evidence that it will not refuse to 
lend your Government more money just because you went through a 
chapter 9 case. 

C. It is important to describe what kind of chapter 9 case, or similar trial, should be 
contemplated--a fast case in which you file a fair and equitable Plan and 
disclosure statement on day 1, and try to confirm that Plan in 3 to 6 months.   

D. If a Government follows the above-described approach to developing and 
negotiating a Plan for the Government's restructure, it will have already 
developed most of the evidence needed to confirm such a Plan promptly.   

1. A short term cash flow study showing how insolvent the Government will 
be without the proposed Plan to show the need for the Plan; 

2. Evidence that the Government has become efficiently focused on its 
appropriate mission; 
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LEADING A GOVERNMENT 
TO SOLVENCY 

3. Evidence that the Government has cut as many expenditures as it can 
reasonably cut; and 

4. Evidence that the Government has made reasonable use of its taxing 
power. 

5. Evidence that the Government has made reasonable decisions about 
whether to sell assets.  

6. A long term cash flow study showing how feasible it is to perform the 
reorganization Plan; and  

7. Evidence that the Plan pays as much residual cash flow to unsecured 
creditors as the Government can reasonably afford to pay.   

8. An alternatives study to show how little creditors would receive if they 
pursued their remedies; 

9. Evidence that the Government has made a good faith effort to reach 
agreement on the Plan with the parties over whose objection it seeks to 
confirm Plan during the chapter 9 case, or that further negotiation is 
impracticable. 

E. Prior to filing a chapter 9 case or similar proceeding, incorporate all of this 
evidence into a Plan of debt adjustment and supporting Disclosure Statement, and 
file them on the first day of the case. 

F. Then try to confirm this Plan in 3 to 6 months.   

1. Ask that approval of the Disclosure Statement and proof of the 
Government’s qualifications to be a chapter 9 debtor be tried at the same 
time on day 45 of the case. 

2. Ask that the Plan confirmation hearing be on day 75. 

3. This would allow 15 days to have a confirmation trial and still finish in 90 
days.   

4. Even if the court wants to take a little longer to allow objecting creditors 
time for discovery in addition to the extensive disclosures already made on 
the Government’s website, a Government’s Plan should be able to be 
confirmed by day 180, if it can be shown to be fair.    

G. If your government is not authorized to take such a Plan and Disclosure 
Statement to a Chapter 9 court for adjudication about whether it is fair and 
equitable, improvise a way to have such a trial. 
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LEADING A GOVERNMENT 
TO SOLVENCY 

1. Equity receiverships were used for years by federal courts to restructure 
the debt of railroads for which there was no applicable bankruptcy statute.  
Such receiverships could be used to restructure the debt of governments 
that are not authorized to file a Chapter 9 case, including States, territories 
and foreign sovereigns. 

2. Governments can agree with their major creditors to arbitrate what is all a 
government can reasonably afford to pay, especially when this is a way to 
make progress beyond a payment moratorium. 

VII. How to lead to solvency? Lead through reasonable austerity and use of taxation; 
prepare a fair and equitable Plan based on all you can reasonably afford to pay; 
make a deal with as many creditors as possible to accept this Plan; if necessary, 
force this Plan on holdouts through a court proceeding that takes three to six 
months.   

 
Dated:  November 10, 2015 
 
Zack Clement 
3753 Drummond Street 
Houston, Texas   77025 
zack.clement@icloud.com 
832-274-7629 
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EXHIBIT A 

TEMPLATE FOR STUDIES OF CASH FLOWS AND DEBT STRUCTURE  
 

This template is designed to help a Government’s financial and legal  officers understand 
debt structure, cash flows and collateral values to develop a plan to reorganize the  Government’s  
finances to achieve solvency and long-range sustainability.1 

A. Cash Flow Studies Assuming No Changes to Expenditures and Revenues.  

1.  Short Term (by month for next 6 months) 

2.  Intermediate term (by month for the next year) 

3.  Long Term (by year for the next 3 to 10 years) 

4.  Assuming no further borrowing, is there an “unable to pay debts as they 
come due” insolvency in the short, intermediate or long term? 

B. Capital Structure/Classification of Claims 

1.  Secured Claims: 

a.  Bond Lender 1 

(i) Amount of Claim 
(ii) Nature of collateral  
(iii) What grants the lien?   
(iv) How is it perfected? 

(v)  Estimate of collateral value 
(vi) Estimate of unsecured deficiency claim. 

b.  Bond Lender 2 

(i) Amount of claim. 

                                                
1 A Government’s financial and legal employees who have not done restructure work before can do this analysis and  
fill out this Template.  It helps, however, to have access to a financial and legal advisor with experience in 
government restructure, either by hiring such a person, or by working with an outside professional firm that employs 
such people.   
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(ii) Nature of collateral  

(iii) What grants the lien?   
(iv) How is it perfected? 
(v)  Estimate of collateral value 
(vi) Estimate of unsecured deficiency claim. 

2.  Unsecured Claims: 

a.  General Unsecured Claims 

(i) Unsecured lender/bondholder claims 
(ii) Unsecured deficiency claims of secured creditors (the 

amount of their claim in excess of the value of their 
collateral) 

b.  Labor wage claims 

(i) Periodic payments 
(ii) Unsecured damage claim if contract is rejected 

c.  Labor medical claims 

(i) Periodic payments 
(ii) Unsecured damage claim if contract is rejected 

d.  Labor retirement claims 

(i) Periodic payments to pension fund 
(ii) Unsecured damage claim if contract is rejected 

e.  Leases 

(i) Periodic payments 
(ii) Unsecured damage claim if contract is rejected 

f.  Intellectual property licenses 

(i) Periodic payments 
(ii) Unsecured damage claim if contract is rejected 

g.  General contract claims 
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(i) Periodic payments 

(ii) Unsecured damage claim if contract is rejected 

h.  Trade vendor claims 

i .  Other general unsecured claims 

j.  Contingent and unliquidated unsecured claims 

(i) Pending lawsuits 
(ii) Other? 

k.  Subordinated unsecured claims 

l .  Any other unsecured claims 

3.  Total Debt $ _______ 

C. Assets Available to Satisfy Claims and Facilitate Restructure 

1.  Assets already subject to lien: 

a.  Tax revenues 

b.  Receivables 

c.  Inventory 

d.  Real Estate 

e.  Equipment 

f.  Intellectual property 

g.  Causes of action 

h.  Other 

2.  Assets not already subject to lien: 

a.  Tax revenues 

b.  Receivables 

c.  Inventory 

d.  Real Estate  
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e.  Equipment 

f.  Intellectual property 

g.  Causes of action 

h.  Other 

D. Basic Things That Can be Done to Reorganize a Government’s Finances 

1.  Determine the Government’s appropriate mission and eliminate services 
and functions that are not appropriate in the circumstances. 

2.  Eliminate money losing functions and operations. 

3.  Operate more efficiently to stop losing money. 

4.  Borrow money (perpetuates the problem) 

a.  to pay down old debt or  

b.  for operating capital. 

5.  Sell assets to raise money (can only be done a limited number of times) 

a.  to pay down old debt or  

b.  for operating capital. 

6.  Raise taxes. 

7.  Stretch out secured debt to pay it over a longer period of time. 

8.  Reject labor-related contracts 

9.  Stretch out or reduce unsecured debt, including undersecured bond debt. 

10.  Armed with an overview of the Government’s debt structure, cash flows 
and asset values and the results of preliminary negotiations, develop a Plan 
of Debt Adjustment that proposes to do some or all of these things to bring 
the Government to solvency.  Continue negotiations to reach agreement on 
such a Plan and consider whether to confirm that Plan in a chapter 9 case. 

E. Implementing a Plan for Debt Restructure 

  The best way for a Government to implement for debt restructure is: 
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1. to do first the things that are within its sole control (such as operational 
improvements and reductions in spending);  

2. then to seek agreements on the Plan from as many other parties as 
possible; and 

3. then to use all powers available to cause implementation of the Plan. 


