GM FILES FOR BANKRUPTCY

It finally happens. What does it mean?

June 1, 2009 was a sad day for General Motors: the venerable automaker, now financially
vulnerable, filed for Chapter 11 bankruptcy (and was kicked out of the Dow Jones Industrial
Average).}?

This shocked no one, and the stock market didn’t suffer. The Dow gained more than 2% on June
1, pushing past the 8,700 mark.> But GM’s bankruptcy will have a huge impact on lives and
communities in Southeast Michigan and across the nation.

What’s the goal here? The goal is for GM to
arrange financing so that it can leave Chapter 11 as
a viable, albeit leaner, company. GM s still in
business, although it is closing or idling two
(eventually, perhaps four) assembly plants, three
stamping plants, five power-train manufacturing
plants, and three service and parts warehouses. It is
also aiming to cut 21,000 of 54,000 factory
positions held by members of the United Auto

— sl \Workers." It plans to reduce its dealerships by 1,100
or more Wlthln the next 18 months4 It is projected that Oakland County, MI alone will lose
6,600 jobs.>

The government-supervised reorganization will leave a new GM with new owners, at least for
the time being: under the plan, the U.S. government will hold 60% of GM, the UAW 17.5%, the
Canadian government 12% and GM bondholders 10%.! If GM can’t viably reorganize, a Chapter
7 bankruptcy (liquidation) would be the next option — but GM is likely “too big to fail” in the
eyes of the Obama administration.”

What about employees and their pensions? The most depressing aspect of the bankruptcy is
the many non-union GM employees who now have no job security. Pay cuts, job cuts, office
closings — GM can request permission to do any of this from the presiding bankruptcy judge.
(Whether it would make such a request is anyone’s guess.) While GM is supposed to honor new
contracts forged with the UAW, it also legally has the option to ask a bankruptcy judge if it can
void them and renegotiate terms with the union.”

As for pensions and healthcare benefits, the White House said May 31, 2009 that pensions and
health care benefits of GM workers would simply transfer to the new GM. While GM could
legally request the bankruptcy judge to reduce or terminate pensions and health benefits for non-
union workers, no one is saying it will. Terminating pensions would require a trial, and even if
the judge ruled in GM’s favor, pension plan participants would still get about one-third of their
benefits via arrangement with the Pension Benefit Guaranty Corporation. If GM’s non-union
retirees were to lose healthcare benefits, they would be covered by Medicare.*



Could the GM bankruptcy be as quick as Chrysler’s? So everyone hopes. It appears Chrysler
might be out of bankruptcy this summer, if Fiat purchases the bulk of its assets as planned. Of
course, Chrysler has a buyer. GM is trying to restructure without a buyer — and with a lot of help
from Washington and Ottawa. The U.S. government has loaned GM $19.4 billion and could
commit up to $30 billion more. The Canadian federal government and the Ontario provincial
government are collectively directing $9.5 billion to GM.*

What might the new GM look like? As widely discussed, GM will likely restructure itself
around its strongest assets and liquidate or sell the rest. Pontiac is out of the picture, and Saturn
may be out of the picture also if GM

can’t get a buyer. Saab has a for-sale tag
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These are the views of Peter Montoya Inc., not Tarpley & Underwood Financial Advisors, LLC, and should not be
construed as investment advice. Tarpley & Underwood Financial Advisors, LLC does not provide tax or legal
advice. All information is believed to be from reliable sources; however, we make no representation as to its
completeness or accuracy. The publisher is not engaged in rendering legal, accounting or other professional
services. If other expert assistance is needed, the reader is advised to engage the services of a competent
professional. Please consult your Financial Advisor for further information.
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