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SEC Charges Mayor as a “Control Person” in City’s Fraudulent Municipal 
Offering 

On November 6, 2014, the Securities and Exchange Commission announced that fraud charges had been issued against the 
city of Allen Park, Michigan, and two former city leaders.  An SEC investigation into the city’s sale of $31 million in general 
obligation bonds, sold to support a movie studio project, found that the offering documents provided to investors contained 
false and misleading statements about the scope and viability of the proposed project and about the overall financial condition 
of Allen Park at the time the bonds were offered to investors.  

Two former Allen Park municipal officials were included in the SEC charges, including the former city mayor.  The SEC alleges 
that the ex-mayor was an “active champion” of the failed project and additionally that he was in a position to control the actions 
of the city and the city administrator.  Based on this “control” the SEC held the former mayor accountable for the violations 
committed by the city and the city administrator.   

This enforcement action marks the first instance in which the SEC has charged a municipal officer under a federal statute 
which creates liability for a “control person.”   

The SEC alleged that the former mayor participated in the drafting of inaccurate and misleading press releases, and made 
inaccurate and misleading public statements about the project during the period when the city voted to issue the bonds.  Some 
of these press releases and related documents were maintained on the city’s website during the same period.  The former 
mayor has agreed to settle the SEC’s charges and, among other conditions, will pay a $10,000 penalty.  The former city 
administrator was also charged as the official responsible for reviewing and approving the fraudulent bond offering documents.  

According to the SEC action, the city began planning a movie studio project in late 2008 with the hope of attracting needed 
economic development.  The city issued two series of bonds (in 2009 and 2010) to raise funds for the development of a $146 
million professional facility with eight sound stages.  However, the SEC alleges that by the time the first series of bonds were 
issued, the project had been downsized to the building and operation of a vocational school, and that these updated plans 
were not reflected in the offering documents or other public statements made by the city.  The SEC further alleges that the city 
used outdated budget information in the offering documents which did not reflect the city’s then-current $2 million dollar budget 
deficit.   

The SEC’s press release and the complaints against the city, the former mayor and the former city administrator can be found 
here:  

 SEC’s press release. 

 SEC’s complaint against Allen Park, Michigan. 

 SEC’s complaint against the former mayor. 

 SEC’s complaint against former city administrator. 

To avoid similar SEC charges, issuers should consider these guidelines: 

 Keep all financial disclosures timely and disclose any conditions indicating a decrease in financial stability.   

http://www.sec.gov/News/PressRelease/Detail/PressRelease/1370543373355#.VGTW4II6mVj
http://www.sec.gov/litigation/admin/2014/33-9677.pdf
http://www.sec.gov/litigation/complaints/2014/comp-pr2014-249-burtka.pdf
http://www.sec.gov/litigation/complaints/2014/comp-pr2014-249-waidelich.pdf
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 Any changes in the project or in the issuer’s financial condition must be noted for subsequent related series of bonds as 
well as in annual disclosure on EMMA.  Issuers are “speaking to the market” when posting information on EMMA and 
should be sure that they are not omitting information that would be material to investors. 

 A municipal officer who could be considered as a “control person” for the financial decisions and public statements of the 
municipal entity should carefully review and understand the bond transactions and the representations made in any 
offering document.  

 Municipal officials should be careful when making public statements relating to bond transactions or posting information 
on issuer websites that might be considered misleading or that omit important facts.  Financial information on issuer 
websites should have appropriate disclaimers. 

For More Information 

To discuss any of the topics covered in this client alert, please contact a member of our Public Finance Group or visit us online 
at chapman.com. 

This document has been prepared by Chapman and Cutler LLP attorneys for informational purposes only. It is general in nature and based on authorities that are 
subject to change. It is not intended as legal advice. Accordingly, readers should consult with, and seek the advice of, their own counsel with respect to any 
individual situation that involves the material contained in this document, the application of such material to their specific circumstances, or any questions relating 
to their own affairs that may be raised by such material. 

To the extent that any part of this summary is interpreted to provide tax advice, (i) no taxpayer may rely upon this summary for the purposes of avoiding penalties, 
(ii) this summary may be interpreted for tax purposes as being prepared in connection with the promotion of the transactions described, and (iii) taxpayers should 
consult independent tax advisors.  
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