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1 

Creditor Ambac Assurance Corporation (“Ambac”) hereby objects to the 

Disclosure Statement with Respect to the Plan for the Adjustment of Debts of the City of San 

Bernardino, California [Dkt. No. 1504] (the “Disclosure Statement”).1  In support of this 

Objection, Ambac respectfully states as follows: 

INTRODUCTION 

1. Nearly three years after commencing this chapter 9 case, the City finally filed a 

proposed plan for the adjustment of its debts (the “Plan”).  The long-awaited Plan is a hodge-

podge of unimpaired classes and settlements in various stages – some finalized, some announced 

but not yet documented, and some that are hinted at but appear to be more aspirational than real 

at this point.  But perhaps the most remarkable feature of the Plan is the proposed draconian 

impairment of both Class 13 POB Claims and Class 14 General Unsecured Claims, on which the 

City has unilaterally decided to pay distributions that “equal approximately 1%.”  Disclosure 

Statement at 3.   

2. The severity of the discount that the City seeks to impose on these creditors 

clearly warrants explanation, yet nowhere does the Disclosure Statement even attempt to 

articulate how or why the City formulated the oppressive treatment it proposes for these classes.  

Based on this glaring omission alone, the Disclosure Statement should not be approved. 

3. In short, the City must be held to its twin burdens of both disclosure and proof 

that its Plan endeavors to pay creditors as much as the City can reasonably afford, not as little as 

the City thinks it can get away with.  With the current Plan, the City cannot meet either of those 

burdens.  To the contrary, the City can and should do better for its creditors – and indeed must do 

so if its Plan is to be confirmed.   

4. The City’s failure to explain the paltry recovery it proposes for its unsecured 

creditors flies directly in the face of the requirement that the Plan must “afford all creditors the 

potential for the greatest economic return from the debtor’s assets.”  In re Barnwell Cnty. Hosp., 

471 B.R. 849, 869 (Bankr. D. S.C. 2012) (interpreting the best interests of creditors test 

                                           
1  Any capitalized term used but not defined herein shall have the meaning ascribed to it in the Disclosure Statement 
or Plan, as applicable. 
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2 

contained in Bankruptcy Code section 943(b)(7)).  This requirement has also been described as a 

“floor requiring a reasonable effort at payment of creditors by the municipal debtor.”  In re 

Mount Carbon Metro. Dist., 242 B.R. 18, 34 (Bankr. D. Colo. 1999).2  

5. The City cannot possibly satisfy this requirement by simply dropping a 1% 

recovery on the table, without any explanation whatsoever of how that number was arrived at or 

any discussion of why the City believes that it cannot do better for its creditors.  As discussed in 

detail below, the City has completely overlooked (or chosen to ignore) several sources of 

potential value that the City could access to enhance creditor recoveries.  Those sources include 

the following: 

 

Category Description 

Capital Investments 
The City has not provided reliable sources for its proposed $185 
million capital investment in buildings, streets, fleet and information 
technology.  For example, the Recovery Plan accompanying the 
Disclosure Statement indicates that the City’s estimate of the street 
conditions is dated 2008, while in 2014 the City reported to the State 
that its streets were in a good condition and comparable to 
neighboring communities.3   
 

Asset Sales 
The City has failed to analyze and include in the Plan sales of assets, 
including assets that will soon be transferred to the City from the 
Successor Agency to the Community Redevelopment Agency of the 
City of San Bernardino (the “Successor Agency”) (such as the 
baseball stadium, golf course, parking garage and lots, and many 
more). 
 

Fire Services 
The City has not explained components of its original estimated 
savings related to contracting Fire Services.  In addition, the City’s 
proposed outsourcing of such services to San Bernardino County (the 
“County”), through annexation into its fire district, is expected to 
generate millions of dollars in additional annual savings according to 
the City’s own statements.  Yet the City has failed to include these 
additional savings in its forecast. 
 

                                           
2 See also 6 Collier on Bankruptcy ¶ 943.03[7][a] (16th Ed. 2014). (“A plan that makes little or no effort to repay 
creditors over a reasonable period of time may not be in the best interests of creditors.”)   
3 See California Local Streets & Roads Needs Assessment 2014 Update, Prepared by Nichols Consulting Engineers 
(“SRA”), available at http://www.savecaliforniastreets.org/wp-content/uploads/2014/10/2014-Statewide-Report-
FINAL-10-28-14.pdf, excerpts of which are attached hereto as Exhibit A.   
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Reserve Target 
The City’s 15% General Fund reserve target, which could amount to 
as much as $32 million in certain years over the 19-year forecast 
period, is not backed by an analysis of its liquidity needs. 
 

Tax Revenues 
Other than continuation of Measure Z in 2021, the City proposes no 
new tax revenues, including many measures that had been advocated 
as part of its pendency plan and listed in the Recovery Plan.  The City 
has cited potential annual revenues of at least $14 million as a result 
of such tax increases,4 but proposes no plans to seek any of these new 
taxes.5  
 

Non-General Fund 
Sources 

The City fails to demonstrate that it has analyzed other non-General 
Fund sources, including over $22.0 million in cash on hand as of July 
1, 2015, that potentially could help defray the impact of the proposed 
capital spending on the General Fund. 
 

Outsourcing 
The City fails to adequately explain its efforts to outsource services.  
The City has discussed only a handful of such services, including fire, 
fleet, waste management (with street sweeping and right of way 
cleanup seemingly included as components) and soccer complex 
maintenance.   
 

Concessions from 
Service Providers 

The City has failed to demonstrate that it has attempted to seek 
concessions from providers of various professional and other (such as 
landscaping) services to the City.  As an example, a 15% overall price 
reduction in such services could lead to savings of as much as $26 
million over the 19-year forecast period.  
 

 

6. Exploration of these potential sources of value is absolutely critical to this Court’s 

consideration of both the adequacy of the Disclosure Statement and ultimately confirmation of 

the Plan.  It is equally important that creditors be provided this information in order to make 

informed decisions to accept or reject the current Plan – because the existence of potentially 

enhanced recoveries if one or more of these sources is tapped speaks directly to whether the 

City’s current Plan really is the best alternative for creditors.  The City should not be permitted to 

                                           
4 See Proposed Recovery Plan in Support of the Plan of Adjustment for Submittal to Bankruptcy Court (“Recovery 
Plan”) at 10, a copy of which is attached as Exhibit B [ECF No. 1504-1] to the Disclosure Statement. 
5 For comparison, Stockton – another California city that recently emerged from bankruptcy – was able to obtain 
voter approval for a 0.75% sales tax increase (generating at least $28 million annually) “to continue to provide 
services to its residents and to fund its obligations to its employees and creditors.”  See In re City of Stockton, 
California, Case No. 12-32118 (Bankr. E.D. Cal.), Modified Disclosure Statement [ECF No. 1215] at 19 and 68, 
excerpts of which are attached hereto as Exhibit B. 
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simply sweep these sources of value under the rug, especially not when unsecured creditors are 

only being offered one penny on the dollar.   

7.   The Court and the City’s creditors are entitled to know what alternatives the City 

has explored, what studies and analyses the City has undertaken, and what assumptions and 

estimates the City has made (and based on what facts or evidence) that have caused the City to 

propose the treatment of claims set forth in the Plan.  The Disclosure Statement (together with 

the Recovery Plan) lacks this necessary information and detail and therefore should not be 

approved.   

8. It should be noted that the City’s failure to provide meaningful information 

regarding its efforts (or lack thereof) to generate meaningful recoveries for its creditors is not 

limited to the submission of a clearly deficient Disclosure Statement.  As the Court is aware, 

Ambac has requested discovery from the City, both informally and formally, that is targeted at 

obtaining exactly the same type of information that is lacking in the Disclosure Statement.  

Specifically, immediately following the filing of the Disclosure Statement, Ambac requested 

from the City the underlying source documents and information that might help provide 

additional detail missing from the Disclosure Statement and the Plan.  After two weeks passed 

and the City provided Ambac with only a single document, Ambac prepared a detailed list of 

specific document requests.  On June 22, 2015, Ambac sent a letter to the City’s counsel 

previewing the formal document requests it would promptly be sending.  In response, the City’s 

counsel requested that the parties proceed on an informal basis, and committed to producing the 

requested documents in a timely manner.  

9. However, by the July 29, 2015 status conference, the City had responded to only a 

small fraction of the requests, producing only 25 documents, many of which were stale, 

incomplete, or otherwise of limited value.  Upon hearing Ambac’s concerns at the status 

conference, the Court encouraged the parties to engage in formal discovery.   Four business days 

later, Ambac and EEPK served Requests for Production (“RFPs”), which were virtually identical 

to the detailed list of informal requests sent to the City six weeks earlier, with the exception of 

three additional, specific requests.  
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10. The City’s responses to the RFPs were due on September 3, 2015, but the City 

has not yet provided formal written responses.  Despite (i) Ambac’s stated intent to serve formal 

discovery on the City; (ii) a signed proof of delivery and declaration from Ambac’s process 

server swearing under oath that he served the RFPs on the City’s counsel; and (iii) a building 

security log showing the process server was granted access to the floor of the City’s counsel, the 

City disputes that it was ever served on August 4th.  The City has unilaterally set a September 

29th deadline for it to provide written responses to the Document Requests, leading to even 

further delay in getting Ambac the requisite information to evaluate the Plan. 

11. Although the City and Ambac have met on several occasions over the past three 

months, the City has provided Ambac with very little additional substantive information, and 

Ambac continues to be left with many more questions than answers.    Even where the City 

promised essential information, it has failed to deliver.  In the end, it has become abundantly 

clear that the City is incapable of addressing some of Ambac’s (and presumably other creditors’) 

most fundamental inquiries about the Plan because the City simply has not performed the 

requisite analysis one would expect when proposing a chapter 9 plan in good faith. 6   

OBJECTION 

A. The City’s Disclosure Statement Fails to Provide Creditors With Adequate 
Information to Evaluate the Plan and Other Alternatives that The City Has 
Overlooked or Chosen to Ignore. 

12. Section 1125 of the Bankruptcy Code requires a plan proponent to provide 

holders of impaired claims and interests with “adequate information” regarding that plan.  

Section 1125(a) of the Bankruptcy Code states, in relevant part, that “adequate information” 

means: 
 

information of a kind, and in sufficient detail, as far as is reasonably practicable in 
light of the nature and history of the debtor and the condition of the debtor’s 
books and records, . . . that would enable . . . a hypothetical investor [typical of 
the holders of claims or interests in the case] of the relevant class to make an 
informed judgment about the plan . . . . 

                                           
6 On the evening before Ambac’s deadline for filing this Objection, the City provided to Ambac and EEPK 
additional documents that may be relevant to this Objection, but require further review.  The information contained 
in these documents is not within the Disclosure Statement or available to creditors generally.   
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11 U.S.C. § 1125(a)(1).  Thus, a disclosure statement must provide enough information to 

creditors so that they can make an informed judgment when voting on a plan.  See In re Cal. Fid. 

Inc., 198 B.R. 567, 571 (B.A.P. 9th Cir. 1996) (“The purpose of a disclosure statement is to give 

all creditors a source of information which allows them to make an informed choice regarding 

the approval or rejection of a plan.”). 

13. The “adequate information” determination is made “on a case by case basis” in 

light of the facts and circumstances of each case.  See In re Brotby, 303 B.R. 177, 193 (B.A.P. 

9th Cir. 2003) (quoting In re Tex. Extrusion Corp., 844 F.2d 1142, 1157 (5th Cir. 1988)).  Courts 

have routinely found that a disclosure statement must provide certain core disclosures as basic 

components of adequate information.  These disclosures include:  (a) the assumptions related to 

a debtor’s projected performance as a reorganized enterprise, see In re Scioto Valley Mortg. 

Co., 88 B.R. 168, 171 (Bankr. S.D. Ohio 1988) (disclosure statement should include “[a]ny 

financial information . . . that would be relevant to creditors’ determinations of whether to accept 

or reject a plan”); (b) a valuation analysis and related assumptions justifying proposed creditor 

recoveries, see In re Source Enters., Inc., No. 06-11707, 2007 WL 7144778, at *3 (Bankr. 

S.D.N.Y. July 31, 2007) (“A creditor is entitled, prior to voting on a plan, to information about a 

debtor’s financial status.”); Scioto, 88 B.R. at 170 (stating that a disclosure statement should 

include “[a] complete description of the available assets and their value” and “[t]he accounting 

and valuation methods used to produce the financial information in the disclosure statement”); 

and (c) the material terms of key documents, support agreements, financing contingencies, or 

other material considerations relevant to a creditor’s ability to assess a plan on an informed 

basis, see id. at 171 (stating that a disclosure statement should include “[i]nformation relevant to 

the risks being taken by the creditors and interest holders”). 

14. In this process, the plan proponent has an affirmative obligation to provide 

adequate information in all instances.  A plan proponent cannot rely on a creditor’s ability to 

conduct discovery as the basis to satisfy its obligations for disclosure: 
 

The availability of discovery to objectors does not mean that the plan proponent 
can pass off the burden of disclosing adequate information.  Inquiry notice is 
antithetical to reorganization procedure.  It is inappropriate to require that others 
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7 

presume that they are being misled, disregard a disclosure statement and, in the 
case of a debtor’s plan, disregard the schedules and statement of financial affairs 
executed under penalty of perjury.  The purpose of the disclosure process is to 
obviate, not necessitate, independent investigation before agreeing to a 
reorganization. 

In re Michelson, 141 B.R. 715, 719 (Bankr. E.D. Cal. 1992) (citations omitted).  To this end, the 

debtor carries the burden of production and persuasion under section 1125(a).  See In re Alaska 

Fur Gallery, No. 09-00196, 2011 WL 4904425, at *2 (Bankr. D. Alaska Apr. 29, 2011).   

15. The City has not carried its burden here.  Before creditors are asked to vote on the 

Plan—particularly creditors that would receive virtually no distribution under the Plan, such as 

the POB Claims Holders—the City must explain whether and how it has adequately explored all 

alternatives to generate revenue, access funding and minimize costs.  Only then will creditors be 

able to gain any understanding of the City’s ability to pay its existing debts (whether today or 

over some period of time) to enable them to make informed decisions regarding the Plan. 

16. The Disclosure Statement, however, falls well short of providing the requisite 

information about the City’s efforts (or lack thereof) to generate recoveries for creditors.  As 

discussed further herein, in many instances, it is unclear what (if any) analysis the City has 

performed to support the various assumptions, estimates and projections in the Disclosure 

Statement, the Plan, and the underlying Recovery Plan.  Similarly, the City has not explained 

whether it has considered funding sources beyond the General Fund that might allow for 

enhanced recoveries for creditors.  Given the critical role this information will play in a 

creditor’s decision to accept or reject the Plan, the Disclosure Statement should not be approved 

until the City has adequately addressed these issues. 

B. The City Has Not Provided Any Meaningful Justification for Its Proposal to 
Expend $185 Million in Capital Investments From General Fund Dollars, 
Some of Which Could Be Used to Enhance POB Claim Recoveries. 

17. The City of San Bernardino Long-Range Financial Plan provided by the City as 

Exhibit C [ECF No. 1504-5] to the Disclosure Statement (“Forecast Model”) contemplates that 

the City will spend approximately $185 million in “Capital Investments” over a 19-year period 

(at an average annual rate of roughly $9.7 million).  The Forecast Model indicates that the largest 
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categories within the contemplated “Capital Investments” are “Public Right of Way” ($55 

million) and “Building and Fixtures” ($59 million).  

18. The City has not provided any meaningful information to support these figures in 

the Disclosure Statement or any of its other related documents.  Furthermore, there appear to be 

significant and unexplained discrepancies between the Capital Investments amounts set forth in 

the Recovery Plan and the capital improvements figures set forth in the Forecast Model.7  And, 

as explained further below, it does not appear the City has fully explored all potential cost saving 

measures and other funding sources with respect to the Capital Investments. 

19. Ambac does not dispute that the City needs to provide for reasonable capital 

expenditures as part of its financial needs forecasting.  The City should be required, however, to 

substantiate the amount of projected funding needs with both specificity and supporting 

information.  Without knowing whether the City’s proposed capital expenditures are reasonable 

or necessary, there can be no way for the Court or the City’s creditors to determine whether some 

portion of that funding could instead be made available for creditor recoveries under the Plan.  

Given the magnitude of the proposed $185 million in Capital Investments over the next 19 years, 

even a modest reduction could free up enough funding to materially enhance the proposed 1% 

recovery on the POB Claims.  And in fact, based upon some fairly straightforward analysis, it 

appears that the City may well have an opportunity to reduce the level of Capital Investments to 

do precisely that. 

20. Public Right of Way:  Although not clear from the Disclosure Statement or the 

Recovery Plan, this category presumably relates to the City’s proposed expenditures for streets 

and roads.  The City has provided confusing and insufficiently detailed information to support 

the Recovery Plan’s contemplated $55 million in expenditures on its streets and roads.  The City 

discussed in the Recovery Plan that the City’s street repair needs are based on a 2008 

                                           
7  For example, the Recovery Plan references $180 million for streets based on a 2008 pavement management study,  
Recovery Plan at 31-32, whereas the Forecast Model contains $55.1 million for “Public Right of Way.”  The 
Recovery Plan references “seismic retrofit of City Hall and Parking Structure at $25 million,” Recovery Plan at 33, 
and “$12 to $15 million” based on a 2007 engineering study, id. at 31, whereas the Forecast Model reflects $41.4 
million.  The Recovery Plan references costs for City Yard Facilities at $1,961,000, Fire Stations at $3,785,400 and 
Libraries at $1,670,000, for a combined total of $7.4 million.   Id. at 32-33.  By comparison, the Forecast Model 
includes $6.7 million for “Fire Stations, Yard, and Library”. 
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assessment, which at that time estimated the cost as $88 million.  Recovery Plan at 31–32.  The 

City further estimated that due to deferred maintenance, the cost has increased to $150 million in 

2008 dollars, and to $180 million in 2015 dollars.  No backup was provided for the deferred 

maintenance that added over $60 million to costs in 2008 dollars.  Further, no information was 

provided on how the City has made a decision to include $55 million – and not $88 million, $150 

million or $180 million – in its Forecast Model.   

21. The City’s claim that its streets are in a state of disrepair needing significant 

investment seems to conflict with at least one other source of data.  A recent report sponsored by 

several California government agencies  and associations, including the League of California 

Cities, and prepared by Nichols Consulting Engineers, an independent engineering firm, 

indicates that the City’s streets and roads may not be in as dire a condition as the Recovery 

Plan’s projected expenditures would suggest.  See California Local Streets & Roads Needs 

Assessment 2014 Update, Prepared by Nichols Consulting Engineers (“SRA”), available at 

http://www.savecaliforniastreets.org/wp-content/uploads/2014/10/2014-Statewide-Report-

FINAL-10-28-14.pdf, excerpts of which are attached hereto as Exhibit A.  The SRA is a publicly 

available report that provides street and road condition data for all California cities and counties 

and is measured by a Pavement Condition Index (“PCI”) of 0 to 100 grouped in the following 

categories: 

1. Good: PCI of 71-100; 

2. At Lower Risk: PCI of 61-70; 

3. At Higher Risk: PCI of 50-60; and 

4. Poor: PCI of -49. 

The SRA states that the State of California’s overall PCI is 66, and the average PCI for 

California cities is 67.4. SRA at 14.  The SRA further states that San Bernardino County’s 

weighted average PCI is 71, id. at 16, and that the City’s PCI falls within the “Lower Risk” 

category - i.e., a PCI of 61-70, id. at Appendix C. 

22. The SRA also notes that sustainable road and street pavement practices, such as 

reclaimed asphalt pavement, full in-depth reclamation and pavement preservation, can help 
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reduce the cost of repair and re-pavement.  Id. at 20.  The City has not provided any information 

to suggest that it has considered or adopted any such practices that would help reduce 

maintenance and repair costs—despite the fact that taking such steps could mitigate the 

purported need for the City’s projected expenditures. 

23. Furthermore, the SRA indicates that cities and counties generally use a wide 

variety of sources to pay for road and street repairs and maintenance, including many local 

sources (water, wastewater and other enterprise funds; sales tax measures; development impact 

fees; and many more). Id. at 28-29.  In addition, the SRA indicates that, while the lack of funding 

to address local street and road conditions is a statewide challenge, id. at 35, most funding needs 

(approximately 54%) will be covered by State sources and an additional 13% by federal sources, 

leaving local sources to pay for only a third of the overall need, id. at 30.   

24. The Disclosure Statement also does not indicate whether the City considered the 

formation of a Business Improvement District (“BID”), whereby local business owners, through 

additional taxation, could help offset a portion of the contemplated street repairs (as well as other 

city projects and services).  A BID could potentially generate significant revenue for the City’s 

current services benefitting business owners, such as public safety and street improvements, and 

does not require voter approval.   

25. Yet, neither the Disclosure Statement nor the Recovery Plan explain whether the 

City can or intends to use various funding sources available to pay for streets and road 

improvements, such as enterprise funds, Federal or State sources, development impact fees or 

BIDs, much less how those sources could help mitigate the purported $55 million in 

expenditures that would otherwise deplete the General Fund.   

26. Buildings and Fixtures:  The City’s Forecast Model contemplates $59 million in 

expenditures on its buildings and fixtures, but the City has provided no information for the Court 

or creditors to ascertain whether this figure is reasonable and necessary or whether there are 

other potential cost-savings measures that the City could utilize.   

27. Indeed, the Disclosure Statement and Recovery Plan provide little to no detail on 

these purported capital needs at all.  Among the relevant considerations and inquiries are: (i) 
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what are the current conditions of the various buildings and fixtures? (ii) do all of the 

contemplated repairs and improvements need to be implemented over the 19-year period outlined 

in the Recovery Plan?  (iii) how does the current condition of the buildings and fixtures compare 

to buildings and fixtures in other similarly situated municipalities? (iv) what cost-savings 

mechanisms or alternatives has the City considered that might reduce the capital expenditures? 

and (v) what other alternatives, such as leasing other properties instead of retrofitting or repairing 

existing properties, has the City considered to reduce costs?   

28. In addition, as with the streets, the City has not provided any analyses of other 

funding sources that could be used to pay for the purported funding needs in this category.  

Without this information, the City’s creditors cannot determine whether the proposed capital 

expenditures in this particular category are reasonable or if there are potential savings that could 

be used to improve the Plan’s proposed treatment of creditors. 

29. Finally, the City has failed to provide any indication, let alone analysis, regarding 

how it intends to prioritize its contemplated capital investments.  In the Disclosure Statement and 

the Recovery Plan, the City does not evaluate which investments need to be made now and 

which could be deferred.   

C. The City Has Chosen to Ignore the Potential Sale or Monetization of Its 
Various Capital Assets as a Possible Source of Additional Creditor 
Distributions. 

30. The Disclosure Statement states that the City lacked “sufficient time to analyze 

whether any City owned nonessential real property could be sold to raise one-time revenues, let 

alone complete the process of liquidating such assets.”  Disclosure Statement at 25. Yet the 

City’s Fiscal Year 2012 financial audit shows that the City had nearly $395 million in capital 

assets net of debt in 2012. See City’s Comprehensive Annual Financial Report for Year Ended 

June 30, 2012, at 97, available at https://www.ci.san-

bernardino.ca.us/civicax/filebank/blobdload.aspx?BlobID=17256, excerpts of which are attached 

hereto as Exhibit C.  The City also stated in the Disclosure Statement that “[i]t is possible that 
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the City will have additional surplus land for sale purposes.” Disclosure Statement at 47.  No 

further details or analyses have been provided. 

31. Furthermore, 22 properties will soon be transferred to the City from the Successor 

Agency as part of the statewide redevelopment wind down process.  These properties include the 

police headquarters, administrative complex including the City Hall and adjacent parking garage, 

baseball stadium, golf course, performing and fine arts theaters, and parking lots, among others. 

See Draft 2015 Long Range Property Management Plan dated August 2015, available at 

https://www.ci.san-bernardino.ca.us/civicax/filebank/blobdload.aspx?BlobID=19182, excerpts of 

which are attached hereto as Exhibit D.  The City did not disclose how these properties will 

either benefit or cost the City after the transfer, and whether any analyses have been performed 

comparing retention of these properties to sale, lease or redevelopment.  Furthermore, neither the 

Disclosure Statement nor the Recovery Plan provides any meaningful explanation regarding the 

City’s ability to monetize these assets or whether the properties are or could become revenue-

generating sources.  

32. For example, could the City privatize some of these properties or outsource their 

operations?  If so, how much additional cash or revenues would that generate for the City, and 

how might those funds be used to enhance creditor recoveries?  Do these properties already 

generate revenue, is such revenue based on agreements that are at market prices, and does the 

City have the ability to boost that income stream?   

33. Similarly, with respect to properties that are earmarked for sale or future 

development, the City has not indicated that it has any plans to market these properties to ensure 

that they are sold at an optimal price and in the shortest time possible, thereby generating 

additional revenues that could help increase creditor recoveries.   

34. Even more troubling, the City’s Forecast Model appears to completely ignore 

these current or potential future revenue sources, including how the potential revenues (even if 

they may not be realized until sometime in the future) might be used to enhance creditor 

recoveries.  For example, the Disclosure Statement indicates that the sale of the redevelopment 

properties could generate nearly $3.9 million in net revenue for the City over a projected 10-year 
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period.  See Disclosure Statement at 45 and 47.  This potential revenue, however, is not included 

in the City’s Forecast Model and the City has provided no indication of how this potential 

revenue would be used (and certainly has not indicated that it would be earmarked for creditors). 

35. The City also has failed to show that it has analyzed the benefits of leasing versus 

owning these properties.  For example, the City’s Forecast Model reflects $41.4 million for 

seismic retrofit of its City Hall building.  The City has not evaluated what kind of savings would 

result from selling the current building and instead leasing space for City Hall that would not 

require a $41 million investment.   

D. The City Has Not Explained Components of Its Original Estimated Savings 
Related to Contracting Fire Services, and Has Not Accounted for Anticipated 
Additional Savings that Would Be Recognized from: (i) Outsourcing of Fire 
Services through Annexation to San Bernardino County Fire District, and 
(ii) the City’s Recent Settlement with the Police Union 

36. It is not clear how the City has arrived at the $7 million in savings originally 

estimated in the Disclosure Statement from contracting out Fire and Emergency Medical 

Services,8 other than the Recovery Plan referencing the City of Santa Ana’s prior experience as a 

basis.  See Disclosure Statement at 58; Recovery Plan at 9-10 and 54-57.9  The City’s original 

projections cited above also seem to significantly underestimate the potential savings that would 

be generated by outsourcing fire services to the County through annexation to the County Fire 

District.  For example, the City has indicated at public meetings that such annexation would 

result in annual savings of $12 million. See City of San Bernardino City Council Agenda Packet 

dated 8-24-15 at 12, available at 

http://sanbernardinocityca.iqm2.com/Citizens/FileOpen.aspx?Type=1&ID=1574&Inline=True, 

excerpts of which are attached hereto as Exhibit E.  It is not clear how this new $12 million 

estimate relates to the original $7 million estimate. For example: 

 If the City annexes into the County Fire District, it could also annex into the parcel tax 
district and generate approximately $7 million annually in additional revenue.  See id. at 

                                           
8 The City’s Forecast Model contains $8.9 million in savings in the first full year of implementation (FY 2016-17), 
increasing to $13.4 million in the last year of the forecast. 
9  The Recovery Plan provides inconsistent amounts concerning the projected savings the City may achieve from 
outsourcing fire services.  See Recovery Plan at 9, 55, and 76.  
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8.10  The City could then use these additional tax revenues to replace some portion of the 
General Fund dollars that the Recovery Plan otherwise allocates to Fire services.  It is not 
clear how much, if any, of this additional revenue is in the original $7 million or the new 
$12 million estimates. 

 Similarly, the City has not explained whether its original $7 million or new $12 million 
estimates include savings relating to the maintenance and replacement of its fire property, 
including fleet and other fire-related equipment.  The outsourcing of fire services through 
annexation would transfer ownership of fire buildings, other property and equipment, 
including fleet, to the County and help defray, if not eliminate completely, the City’s 
related future expenditures.  (The City’s fire fleet expenditures are projected by the City 
in its Forecast Model at approximately $16 million in total.)     

 In addition, by contracting with the County for fire services, the City likely will be able to 
reduce its future CalPERS costs.  The City’s independent consultant Citygate, who 
evaluated Fire outsourcing proposals, cited $2.7 million in annual pension savings.  See 
id. at 62.  It is not clear, though, if these savings are already in the $7 million original or 
the $12 million revised estimates.  

 Similarly, the Citygate analysis cited above states that dispatch services would be 
transferred to the County Fire District in the case of annexation.  The City did not 
disclose how much this could save, and whether these savings are included in the earlier 
or current Fire outsourcing estimates. 

37. With respect to the Police Union, it appears that the City’s Recovery Plan or the 

underlying financial model on which it is premised do not fully account for the additional 

savings anticipated from the City’s recent settlement with the Union.  Indeed, the City’s 

Recovery Plan was prepared in advance of the settlement. 

38. In summary, the Disclosure Statement lacks critical information related to the 

original and new Fire outsourcing estimates, does not account for the additional savings from 

such outsourcing through annexation to the County Fire District, does not include additional 

savings resulting from the recent Police Union settlement, and does not explain why these new 

savings cannot be dedicated to creditors’ recoveries. 

                                           
10 The $7 million figure shown in the agenda packet is based on a $139 per parcel tax on the City’s 56,000 parcels.  
Although negotiations between the City and County are ongoing, the City confirmed in the 9-3-15 meeting with 
Ambac that effective July 1, 2015, the parcel tax amount is $143, which would result in $8 million annual revenue. 
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E. The City Has Not Provided Adequate Support for Maintaining a 15% 
General Fund Reserve, Especially When a Modest Reduction Could 
Materially Enhance Creditor Recoveries. 

39. The Recovery Plan indicates that the City intends to maintain a 15% reserve in its 

General Fund over the course of the 19-year period, which could amount to as much as $32 

million in certain years. Disclosure Statement at 67; Recovery Plan at 5, 64 and 74.  The 

Disclosure Statement and the Recovery Plan, however, offer virtually no financial analysis to 

support the amount of such proposed reserve. 

40. Rather, it appears the City has not prepared any cash flow forecast to determine 

the City’s projected working capital or emergency needs.  Instead, the City seems to have relied 

solely on recommendations and a questionnaire from the Government Finance Officers 

Association (“GFOA”), instead of analyzing its own specific cash requirements over the 19-year 

period of the Plan.  GFOA recommends a reserve level equal to two months (i.e. 16.7%) of 

annual expenditures.  It also states, however, that “the adequacy of unrestricted fund balance in 

the general fund should be assessed based upon a government’s own special circumstances.” See 

“Determining the Appropriate Level of Unrestricted Fund Balance in the General Fund” by 

GFOA dated October 2009, available at 

http://www.gfoa.org/sites/default/files/BUDGET_DETERMINING_THE_APPROPRIATE_LE

VEL%20OF_UNRESTRICTED.pdf, a copy of which is attached hereto as Exhibit F. 

41. Furthermore, it is not clear that the City considered recommendations from 

sources other than GFOA, including but not limited to bond ratings agencies.  GFOA itself 

points out: “Credit rating agencies monitor levels of fund balance and unrestricted fund balance 

in a government’s general fund to evaluate a government’s continued creditworthiness.” Id.  For 

example, in assessing a government agency’s “budgetary flexibility” (which “measures the 

degree to which the government can look to additional financial flexibility in times of stress”), 

the Standard & Poor’s (“S&P”) rating agency considers budgetary flexibility “adequate” with a 

fund balance of 4-8%. “Strong” budget flexibility requires a fund balance of 8-15%. See “U.S. 

Local Governments General Obligation Ratings: Methodology And Assumptions” by Standard 

& Poor’s dated September 12, 2013, at 21-22, available at 
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http://www.standardandpoors.com/spf/upload/Events_US/US_PF_logo102014.pdf, a copy of 

which is attached hereto as Exhibit G. 

42. Were the City able to reduce its reserve levels to, for example, 8%, i.e., 

warranting a budget flexibility score in between “adequate” and “strong” from S&P, it could free 

up potentially $17 million of General Fund money over the 19-year recovery period that could be 

dedicated to other expenditures and/or improve creditor recoveries under the Plan.  Further 

savings would be possible if an appropriate financial analysis determines that the reserve target 

should be even lower.   

43. Furthermore, to the extent the City were to prepare any such analysis, the City has 

not explained why the proposed 15% reserve cannot be revisited and readjusted more frequently, 

as opposed to pre-determining and fixing the amount for the 19-year recovery period.  The City, 

for example, could determine the appropriate reserve levels annually based on cash flow needs 

during the year, and project these amounts over a shorter period of say, three to five years.  And, 

if the City can sustain lower reserve levels in the future (because the City’s working capital and 

emergency expenditure needs in a particular future period may decrease), it suggests that General 

Fund dollars otherwise previously allocated to the reserves could be freed up to fund future 

distributions to the POB Claims Holders. 

44. Accordingly, given the magnitude of the proposed reserves, it is imperative that 

the City conduct, and present its creditors with, a financial analysis regarding the proposed 

targeted reserves.  

F. The City Has Failed to Adequately Explore New or Increased Tax Revenues. 

45. The City’s Recovery Plan does not include any potential new or increased tax 

revenues to help supplement the General Fund and pay for the City’s contemplated expenditures 

over the 19-year forecast period.  Rather, the Disclosure Statement simply states that “California 

law restricts the City’s ability to generate new revenues through taxes absent voter approval 

which, in this post-recession period, may be difficult to achieve.”  Disclosure Statement at 16.  

The City only proposed to renew the existing 0.25% Measure Z sales tax in FY 2021-22, which 

would maintain the City’s sales tax rate of 8.25%.  Id. at 58; Recovery Plan at 9, 10, and 76.  
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46. Although new tax revenues require voter approval, other financially troubled 

cities, such as Stockton, have been able to get new sales taxes approved.  Stockton, for example, 

was able to achieve a 0.75% increase in its sales tax in November 2013 (proposed as part of that 

city’s bankruptcy plan), from 8.25% to 9.00%.  According to the City of Stockton’s Disclosure 

Statement, this sales tax rate increase will generate at least $28 million annually “to continue to 

provide services to its residents and to fund its obligations to its employees and creditors.”  See 

Exhibit B at 19 and 68   (emphasis supplied). 

47. Even if the City were only able to obtain approval of a 0.25% sales tax increase 

(one third of what was approved in Stockton), it could result in over $150 million of additional 

revenue over a 17-year period beginning in FY 2017-18, allowing the City nearly two years to 

obtain voter approval.  See Recovery Plan at 68.  The City cites a number of potential tax 

increases in its Recovery Plan, with potential additional annual revenue of $22-28 million. Id. at 

10.  And yet except for the Measure Z renewal in 2021-22, the City fails to explain why these 

potentially significant additional revenues are not even considered.  The City further failed to 

discuss what efforts it intends to take to  inform and educate its residents about the potential 

benefits of such tax measures, including stressing to residents the need for additional funding to 

help offset expenditures and minimize the City’s risk of sustained financial ruin.  Thus, the City 

has made no meaningful effort to gain voter approval and, once again, the City appears to have 

left potentially significant value on the table, all to the detriment of its creditors. 

G. The City Has Not Explained Why Cash on Hand in Funds Outside of the 
General Fund Could Not be Used to Satisfy the Proposed Capital 
Investments, Thereby Liberating General Fund Dollars to Increase Creditor 
Distributions.  

48. Neither the Disclosure Statement nor the Recovery Plan adequately explain why 

the General Fund is or should be the sole funding source for its proposed capital investments.  

The City has not demonstrated whether funds outside of the General Fund could be made 

available to provide a supplemental source of capital funding.   
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49. In particular, the City’s budget for the 2015-2016 fiscal year demonstrates that as 

of July 1, 2015, there was more than $22 million in the following eleven funds, which could 

potentially help to pay for the contemplated capital investments: 

126- Gas Tax: $2,367,041  

264- Regional Circulation System: $6,906,273  

263- Local Regional Circulation: $704,537  

128- Traffic Safety: $915,372  

119- Community Development Block Grant: $6,758,990  

137- Fire Station Community Facilities District: $633,482  

243- Park Construction: $124,097  

268- Assembly Bill 1600 Park Land: $1,106,473  

269- Quimby Act Park Land: $334,369  

679- Information Technology: $ 1,116,557  

108- Asset Forfeiture (For Police Vehicles): $1,211,422  

See City of San Bernardino City Council Meeting Agenda dated 6-22-2015 at 9-12, available at 

http://sanbernardinocityca.iqm2.com/Citizens/FileOpen.aspx?Type=1&ID=1513&Inline=True, 

excerpts of which are attached hereto as Exhibit H.   

50. Furthermore, all of the above funds, based on the City’s FY 2016 budget 

document, generate ongoing annual revenue for the City.  For FY 2016 alone, over $18.6 million 

in revenue is projected to come from these sources, together with the local Measure I 

transportation / streets fund.  Id. at 34-45. 

51. While the City’s various special and non-general funds have been established for 

specific activities or programs administered by the City, it does not appear that the City has 

undertaken any analysis to determine whether these funds could be used to defray some of the 

costs associated with the contemplated Capital Improvements.  For example, the State Gas Tax, 

local Measure I and Regional Circulation funds could pay for street improvements.11  The federal 
                                           
11 Over $18 million has already been allocated from Measure I to the City’s transportation projects for fiscal years 
2014-15 through 2018-19, including multiple street pavement rehabilitation projects.  See 2014-2019 CIP Agency 
Submittals at 19-21, available at http://www.sanbag.ca.gov/funding/pdfs/2014-2019CIPAgencySubmittals.pdf, 
excerpts of which are attached hereto as Exhibit I.  Yet the City has failed to consider whether or how this funding 
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Community Development Block Grant fund could help fund both streets and building 

rehabilitation.  

52. Furthermore, assuming these special or non-general funds are available to fund 

the Capital Improvements, the City has not explained whether it has considered the relative 

priority of the contemplated Capital Improvements versus the particular activities or programs to 

which these funds relate.  It may be the case that allocating the special funds towards some of the 

Capital Improvements is a better use of those funds, and could free up General Fund dollars for 

use towards creditor recoveries under the Plan.  Neither the Disclosure Statement nor the 

Recovery Plan, however, provides any such analysis or indication of whether the City has even 

considered re-allocation of funds. 

H. The City Fails to Adequately Explain Why Efforts to Outsource Services 
Would Not Yield Savings That Could Be Used to Increase Creditor 
Distributions. 

53. In its Disclosure Statement, the City lists a number of services that could be 

outsourced, including “fire/emergency medical, fleet maintenance, solid waste collection, street 

sweeping, right of way cleanup, engineering, inspections, information technology, graffiti 

abatement, traffic signal maintenance, street maintenance, custodial maintenance, code 

enforcement and more.”  Disclosure Statement at 58.  However, the City’s Recovery Plan, 

Forecast Model and Disclosure Statement do not provide sufficient details on the City’s 

outsourcing plans, including what savings are anticipated as a result, the specific timing and 

implementation plan for each service considered for outsourcing, and why the City has elected to 

pursue outsourcing for some but presumably not all of the services it cites as potential 

candidates.   

 The City’s Recovery Plan elaborates on some of the outsourcing opportunities, 
mentioned in the Disclosure Statement, including contracting of fire, fleet, waste 
management (with street sweeping and right of way cleanup seemingly included 
as components) and soccer complex maintenance.  Recovery Plan at 54-57.   

 Financial savings related to contracting out waste management, graffiti abatement 
and custodial maintenance, along with business license administration, seem to be 
included in the City’s forecast.  See Recovery Plan at 9 and 55.  However, 

                                                                                                                                        
source – or any other available sources – could potentially lower the proposed General Fund investment in streets. 
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implementation plans are not discussed with the exception of waste management, 
as noted above.  

 For traffic signal maintenance and street maintenance, the City notes in the 
Recovery Plan that savings would accrue to non-General funds, without any 
discussion of how such savings could help pay for other needs of the City 
discussed in the Disclosure Statement, such as street repairs.  Id. at 55.  Again, no 
implementation plans are discussed.  

 Lastly, the City is silent regarding plans to contract out engineering, inspections, 
information technology, and code enforcement. 

I. The City Has Not Bargained for Concessions with Service Providers That 
Could Yield Material Cost Savings. 

54. The City’s Forecast Model at Category 22 contains $6.9-11.7 million annually 

and more than $172 million over 19 years in professional and contractual services spending  

(including “professional/contractual services”, “litigation - outside attorneys”, “other 

professional services”, “landscape contracts” and “facilities services” and excluding “Litigation-

Consulting – Bankruptcy”).  The City does not discuss in its Disclosure Statement or Recovery 

Plan any intention to review, audit, or reduce spending on contract services.  If the City were to 

seek, as an example, a 15% reduction in its spending on professional and contractual services, 

the annual savings would be $1.0-1.7 million, for a 19-year total of nearly $26 million. 

J. The City Has Not Explained the Need to Continue with its PARS Plans. 

55. The City is currently funding – and proposes to continue funding – an enhanced 

retirement benefit for 23 Police Safety retirees, through the PARS Plan. This benefit supplements 

the CalPERS retirement plan benefits available to the City’s retirees.12 See Disclosure Statement 

at 42-44; Recovery Plan at 72.  The City has allocated $245,155 annually, or $4.7 million over 

19 years, to fully fund the PARS Plan. Recovery Plan at 72.  The City has provided no 

reasonable rationale to continue supporting enhanced retirement benefits for this select number 

of retirees given the City’s financial condition.  

                                           
12 The Disclosure Statement states: “The combined supplement of the PARS Enhancement Plan allowed the PARS 
Participants to receive a 3% benefit upon retiring at age 50, which is otherwise available under CalPERS only for 
participants of CalPERS who retire at age 55. Thus, the PARS Enhancement Plan permit the PARS Participants to 
retire 5 years early, but still receive the benefits they would otherwise maintain upon retirement at age 55 under 
CalPERs.”  Disclosure Statement at 43 
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1 RESERVATION OF RIGHTS 

2 56. There are various other provisions of the Disclosure Statement and/or the 

3 Recovery Plan that lack requisite detail or analysis to support the City's conclusions and 

4 proposals. Although those deficiencies may not be addressed herein, Ambac reserves the right to 

5 raise these issues at a later date in connection with any further proceedings relating to the 

6 Disclosure Statement. In addition, Ambac reserves all rights with respect to the Disclosure 

7 Statement and the Plan and all related materials and exhibits generally, and to supplement the 

8 objections raised herein (or to raise additional objections) with respect to all matters related to 

9 the Plan and the Disclosure Statement. 

10 CONCLUSION 

11 WHEREFORE, for the reasons set forth herein, Ambac respectfully requests that the 

12 Court: (a) deny the approval of the Disclosure Statement, and (b) grant such other and further 

13 relief as is just and proper. 

14 

15 Dated: September 17, 2015 
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The average pavement 
condition index for streets and 
roads statewide is 66. This rating 
is considered to be in the “at 

risk” category. 

However, there is no expectation that the cost of road construction during the worst recession since the 

Great Depression will stay at  this  level  for  the next 10 years. Rather, most agencies have  the opinion 

that this is a temporary situation.  Given the volatility of crude petroleum prices in recent years, it was 

decided that the 2008 unit costs for overlays and reconstruction would be used in this analysis.  

Finally,  it  should  be  noted  that  only  asphalt  concrete  roads  were  considered  in  this  analysis.    The 

percentage of Portland  cement  concrete pavements was  so  small  (less  than 0.5 percent of  the  total 

network), that it was deemed not significant for this study.  

2.1.4 Escalation Factors 

As with  the  previous  studies,  no  escalation  factors were  used  in  this  analysis.    All  numbers  are  in 

constant 2014 dollars, and  this  is consistent with  the SHOPP as well as many Regional Transportation 

Plans (RTPs).  

 

2.2 Average Network Condition 

Based on the results of the surveys, the current (as of April 2014) pavement condition statewide is 66, a 

drop of approximately two points from 2008, when it was estimated to be 68.  There is less than a half 

point drop  from 2012, but due  to rounding, remains at 66. The average  for Cities  is 67.4 and  that  for 

Counties is 62.   

Table 2.3  includes  the  current pavement  condition  index 

(PCI)  for each  county  (includes  cities within  the County).  

Again,  this  is  based  on  a  scale  of  0  (failed)  to  100 

(excellent).    This  is weighted by  the pavement area,  i.e., 

longer  roads  have more  weight  than  short  roads  when 

calculating the average PCI.  

Again,  it  should  be  emphasized  that  the  PCI  reported  above  is  only  the weighted  average  for  each 

county and  includes  the cities within  the county.   This means  that Amador County and  the cities may 

well have pavement sections that have a PCI of 100, although the average is 33. 

The  average  PCI  trend  since  2008  is  slightly  downward,  although  some  counties  do  show  small 

improvements.  This could be attributed to the better data collection (the quality of the pavement data 

collected in 2014 is significantly better than in 2008), better use of pavement preservation treatments, 

or the availability of additional funds such as local sales taxes or bonds.  

In addition, Table 2.4 indicates that major streets or roads continue to be in better condition than local 

roads.  In fact, rural local roads have a significantly lower PCI of 57 than urban locals (PCI = 66).  
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Table 2.3 Summary of PCI Data by County (including Cities) for 2008‐2014 

County              
(Cities Included) 

Center 
Line 
Miles 

Lane 
Miles 

Area (sq. yd.) 
   Average Weighted PCI* 

2008  2010  2012  2014 

Alameda County  3,538  7,999  82,401,946  66  67  68  66 

Alpine County  135  270  1,900,800  40  45  45  44 

Amador County  478  958  6,485,201  31  34  33  33 

Butte County  1,800  3,676  26,771,323  70  67  65  66 

Calaveras County  717  1,333  8,937,332  55  53  51  51 

Colusa County  987  1,524  12,503,304  61  60  60  62 

Contra Costa 
County  3,376  7,048  63,500,917  72  70  71  68 

Del Norte County  324  644  5,334,695  70  68  64  63 

El Dorado County  1,253  2,508  21,671,673  62  58  63  63 

Fresno County  6,196  12,680  106,057,018  74  70  69  69 

Glenn County  910  1,822  13,917,626  68  68  68  68 

Humboldt County  1,471  2,933  24,234,864  61  56  64  64 

Imperial County  3,000  6,087  45,427,410  74  72  57  57 

Inyo County  1,135  1,803  13,700,999  75  57  60  62 

Kern County  5,026  11,648  103,132,477  66  63  64  64 

Kings County  1,328  2,796  20,026,009  63  62  62  62 

Lake County  753  1,494  9,997,345  33  31  40  40 

Lassen County  431  879  6,282,324  55  69  66  66 

Los Angeles County  21,330  57,630  459,830,656  68  67  66  66 

Madera County  1,822  3,680  23,490,290  48  48  47  47 

Marin County  1,021  2,055  17,166,574  61  61  61  63 

Mariposa County  1,122  561  3,949,440  53  44  44  53 

Mendocino County  1,124  2,256  16,004,034  51  49  37  35 

Merced County  2,330  4,954  37,182,870  57  58  58  58 

Modoc County  1,491  2,983  17,545,534  42  40  56  46 

Mono County  727  1,453  10,071,369  71  68  66  67 

Monterey County  1,779  3,726  33,599,361  63  45  50  50 

Napa County  726  1,508  12,896,309  53  60  59  59 

Nevada County  802  1,617  10,370,868  72  71  72  71 

Orange County  6,601  16,808  150,276,239  78  76  77  77 

Placer County  1,986  4,194  34,182,680  79  77  71  69 

Plumas County  704  1,409  11,409,902  71  66  66  64 

* PCI is weighted by area.  
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County                 
(Cities Included) 

Center 
Line 
Miles 

Lane 
Miles 

Area (sq. yd.) 
Average Weighted PCI* 

2008  2010  2012  2014 

Riverside County  7,561  16,835  149,403,177  71  72  70  70 

Sacramento County  5,053  11,285  95,918,441  68  66  64  62 

San Benito County  452  916  5,951,814  68  66  66  48 

San Bernardino 
County  9,107  22,249  181,002,241  72  70  70  71 

San Diego County  7,814  18,596  170,696,012  74  69  67  66 

San Francisco County  989  2,135  17,758,676  62  63  65  66 

San Joaquin County  3,288  6,807  60,571,515  70  70  67  73 

San Luis Obispo Co.  1,966  4,079  32,385,537  64  64  63  64 

San Mateo County  1,865  3,904  33,272,016  69  70  71  70 

Santa Barbara County  1,587  3,376  30,610,681  72  70  67  66 

Santa Clara County  4,173  9,431  92,436,719  70  69  73  68 

Santa Cruz County  874  1,790  14,190,207  52  48  48  57 

Shasta County  1,687  3,479  26,243,076  64  67  57  60 

Sierra County**  398  799  3,669,765  73  71  71  45 

Siskiyou County  1,519  3,050  20,519,624  57  57  57  57 

Solano County  1,700  3,582  27,706,938  66  66  67  65 

Sonoma County  2,371  4,923  39,557,359  53  50  50  52 

Stanislaus County  2,916  6,032  53,459,748  60  51  52  55 

Sutter County  982  2,011  15,199,498  73  56  56  65 

Tehama County  1,197  2,401  15,834,143  69  65  65  62 

Trinity County  693  1,114  11,757,354  52  50  50  60 

Tulare County  3,937  8,132  60,195,390  66  68  68  68 

Tuolumne County  553  1,116  8,200,702  62  62  62  47 

Ventura County  2,513  5,530  50,382,156  64  66  69  70 

Yolo County  1,328  2,458  21,290,870  69  67  63  60 

Yuba County  724  1,504  12,862,583  74  56  56  60 

TOTALS  143,671  320,466 2,661,335,629  68  66  66  66 

* PCI is weighted by area.  

** Sierra County's PCI in 2008, 2010 and 2012 were not accurately reported.  
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From this table, we can see that the statewide weighted average PCI for all local streets and roads is 66.  

Orange County maintains its position with the best pavements, at an average PCI of 77. Unfortunately, 

Amador County remains the lowest ranked county, with an average PCI of 33. Appendix C includes maps 

of each county that illustrates the PCI for each city and county.   

Table 2.4 Average 2014 PCI by Type of Road 

Type 
Average 2014 PCI 

Major  Local 

Urban Streets  68  66 

Rural Roads  67  57 

 

As was discussed  in the 2010 study, an average pavement condition of 66  is not especially good news.  

While it seems just a few points shy of the “good/excellent” category, it has significant implications for 

the  future.   Figure 2.5  illustrates  the  rapid pavement deterioration at  this point  in  the pavement  life 

cycle;  if  repairs  are  delayed  by  just  a  few  years,  the  costs  of  the  proper  treatment may  increase 

significantly,  as  much  as  ten  times.    The  financial  advantages  of  maintaining  pavements  in  good 

condition are many, including saving the taxpayers’ dollars with less disruption to the traveling public, as 

well as environmental benefits.  

 

Figure 2.5 Generalized Pavement Life Cycle Curve 

Many factors contribute to this rapid deterioration in pavement condition and they include: 

 More traffic and heavier vehicles; 

 More transit and more frequent bus trips, including heavier buses; 

 Heavier and more garbage collection trucks (recycling and green waste trucks are new  weekly 

additions to the traditional single garbage truck); 
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Only 56% of 
California’s local 

streets and roads are 
in good condition. 

 More street sweeping for National Pollutant Discharge Elimination System (NPDES) 

requirements; and 

 More freight and delivery trucks when the economy is thriving. 

Therefore, a PCI of 66 should be viewed with caution – it indicates that our local streets and roads are, 

as  it were, poised on  the edge of  a  cliff.    Figure 2.6  is  an example of  a  local  street with  an  average 

condition of 66.  

 

Figure 2.6 Example of Local Street with PCI = 66 

Figure 2.7 shows the distribution of pavement conditions by county 

for both 2008 and 2014. As can be seen, a majority of the counties in 

the state have pavement conditions  that are either “At Risk”  (blue) 

or  in  “Poor”  (red)  condition.    There  has  been  an  increase  in  the 

“blue”  and  “red”  counties  from  2008.   Of  the  58  counties,  54  are 

either “At Risk” or in “Poor” condition.   

Finally, despite their color, none of the four “green” counties have a PCI greater than 77;  in fact, aside 

from  Orange  County,  the  other  three  (San  Joaquin,  San  Bernardino  and  Nevada  are  at  73  or  71), 

indicating that they will turn “blue” in a few years unless there are significant improvements in funding.  
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Some sustainable pavement 
strategies may have cost 

savings up to 35%. 

 

Figure 2.7 Average PCI by County for 2008 and 2014 

2.3 Sustainable Pavement Practices 

Sustainability is a growing factor to be considered for many local agencies, particularly if it saves costs. 

Cities and counties were asked  for  information on any  sustainable pavement practices employed and 

the estimated cost savings, if any. The types of sustainable practices that were mentioned included: 

 Reclaimed asphalt pavement (RAP) 

 Cold‐in‐place recycling (CIR) 

 Full depth reclamation (FDR) 

 Pavement preservation strategies 

 Warm mix asphalt (WMA) 

 Rubberized hot mix asphalt (RHMA) 

 Porous/pervious pavements 
 

The  responses were  very  encouraging;  over  300  agencies  responded with  some  information  on  the 

types  of  sustainable  practices.    Table  2.5  summarizes  these  responses;  significantly more  agencies 

reported  using  some  form  of  recycling  compared  to  2012.  In  some  cases,  the  number  of  agencies 

increased by more than 50 percent.  
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Every lane‐mile that is 
recycled in‐place is 
the equivalent of 

removing 11 cars off 
the road. 

Table 2.5 Summary of Responses on Sustainable Pavement Strategies 

Sustainable Pavement  
Strategies 

No. of Agencies  Average % 
Savings 

Average 
% 

Additional 
costs 

No. of 
Responses  Savings Add'l Costs 

Reclaimed AC Pavement (RAP)  129  46  7  11%  ‐ 

Cold in place recycling (CIR)  69  30  7  30%  ‐ 

Full depth reclamation (FDR)  102  22  10  32%  ‐ 

Pavement Preservation  223  52  28  35%  ‐ 

Warm mix asphalt (WMA)  63  7  8  ‐  ‐ 

Rubberized HMA (RHMA)  187  15  67  ‐  12% 

Porous/Pervious pavements  27  2  6  ‐  ‐ 

 

CIR, FDR and pavement preservation  strategies were  reported  to have  the highest  cost  savings when 

compared  with  conventional  treatments,  in  the  order  of  30  percent,  32  percent  and  35  percent, 

respectively. These were similar to the savings reported in 2012.  

Other  sustainable  treatments  incurred  additional  costs,  particularly  rubber  hot mix  asphalt  (RHMA), 

which had 12 percent higher costs (although this  is  lower than the 18 percent reported  in 2012).   The 

responses  for  warm  mix  asphalt  and  porous/pervious  pavements  were  insufficient  to  draw  any 

conclusions.  

The most common reasons cited for using sustainable practices were: 

 Cost savings or cost effective; 

 Environmental  benefits  e.g.  greenhouse  gas  reduction, 

reduces  energy  consumption,  uses  less  natural  resources, 

reduces  landfills,  reuses  existing  pavement  materials, 

recycles tires etc. (Note that every lane‐mile that is recycled 

in‐place is equivalent to removing approximately 11 cars off 

the road); 

 Extends pavement life, and 

 Positive community benefits e.g., quieter pavements. 

The most common reasons cited for not using sustainable practices were: 

 Additional costs (mostly related to RHMA) or higher up‐front costs; 

 Not enough technical information available – design, specifications etc.; 

 Lack of experienced contractors to bid on projects; 

 Not all streets are good candidates for these treatments e.g. limited right of way; 

 More inspections required from agency staff; and 

 Uncertainty over pavement performance. 
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The  fact  that almost 60 percent of  the  cities and  counties  in California  reported using  some  form of 

sustainable  pavement  practices was  very  encouraging,  particularly when  one  considers  the  potential 

cost savings involved.  This is clearly evidence of local agencies using newer technologies to “stretch the 

dollar”. The overwhelming majority (93%) of the agencies also  indicated that they will continue to use 

some form of sustainable strategy in the future.  

2.4 Complete Streets 

A complete  streets policy ensures  that  transportation planners and engineers consistently design and 

operate  the entire  roadway with all users  in mind  ‐  including bicyclists, public  transportation vehicles 

and riders, and pedestrians of all ages and abilities.   For purposes of this study, the focus  is on bicycle 

and  pedestrian  facilities.    Figure  2.8  is  an  example  of  a  street  that  considers  alternative modes  of 

transportation i.e. pedestrians, bicyclists, buses and drivers, as well as curb ramps that are in compliance 

with the American Disabilities Act (ADA).  

 

Figure 2.8 Elements of a Complete Street 

There were 391  responses  in 2014, significantly more  than  in 2012. Of  these, 155  indicated  that  they 

had a complete streets policy, which is a tripling of the number from 2012! An additional 189 indicated 

they had none, and 47 indicated they did not know.  Of the 189 who did not have a policy, 117 indicated 

that  they had elements of a complete street policy  in place. The  following elements were  included  in 

their policies (in order of respondents, with highest first): 

 Pedestrian facilities 

 Bicycle facilities 

 Curb ramps 

 Signs 

 Traffic calming 
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4. Funding Analyses 

4.1 Pavement Revenue Sources 

The online survey asked agencies to provide both their revenue sources and pavement expenditures for 

FY  2012‐13,  FY  2013‐14,  as well  as  estimating  an  annual  average  for  future  years.    A  total  of  276 

agencies  responded  with  financial  data  this  year;  this  is  an  improvement  over  the  238  responses 

received in 2012.    

As before, cities and counties  identified a myriad of sources of funds for their pavement expenditures, 

broadly categorized  into  federal, state, or  local.   For  local  funds alone, more than a hundred different 

sources were identified.  They included the following examples (this is by no means an exhaustive list): 

Federal Funding Sources 

 Community Development Block Grants (CDBG) 

 Congestion Mitigation & Air Quality Improvement (CMAQ) 

 Secure Rural Schools and Community Self‐Determination Act 

 Surface Transportation Program (STP) 

 Highway Safety Improvement Program (HSIP) 

 HSIP High Risk Rural Roads Set‐Aside (HR3) 

 Safe Routes to School (SRTS) 

 Transportation Alternatives Program (TAP) 

 Others such as emergency relief 

State Funding Sources 

 Gas taxes (Highway User Tax Account or HUTA) 

 Bicycle Transportation Account (BTA) 

 Proposition 1B: Local Streets and Roads Program 

 State Transportation Improvement Program (STIP) 

 AB 2766 (vehicle surcharge) 

 Safe Routes to School (SR2S) 

 AB 1546 Vehicle License Fees (VLF) 

 CalRecycle grants 

 Prop 1B: State Local Partnership Program (SLPP) 

 State Water Resource Control Board 

 Transportation Development Act (TDA)  

 Traffic Safety Fund 

 Transportation Uniform Mitigation Fee (TUMF) 

    Figure 4.1 Gas Prices in California 
(October 2012) 
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Local Funding Sources 

 Development impact fees 

 General funds 

 Local sales taxes 

 Various assessment districts – lighting, 

maintenance, flood control, special 

assessments, community facility 

districts 

 Traffic impact fees 

 Traffic safety/circulation fees 

 Utilities  e.g., stormwater, water,  

wastewater enterprise funds 

 Transportation mitigation fees 

 Parking and various permit fees 

 Flood Control Districts 

 Enterprise Funds (solid waste and 

water) 

 Investment earnings 

 Parcel/property taxes 

 Indian reservation roads 

 Indian gaming funds 

 Vehicle registration fees 

 Vehicle code fines 

 Underground impact fees 

 Solid waste funds 

 Transient Occupancy Taxes (TOT) 

 Capital Improvement Program (CIP) 

Reserves/Capital Funds 

 

The  funding data was  first  reviewed  to  ensure  that  the description matched  the  funding  source  (i.e. 

federal,  state  or  local).   In  cases  where  the  source  did  not match  the  description,  the  source  was 

modified appropriately.  Funds were also further categorized as gas tax, sales tax, general fund or other, 

based on the description.   Funds and expenditures were then summed by agency and year.  Agencies 

that  reported  funding or expenditures  for  some years but not others were  further  reviewed, and  the 

data for reported years was used to estimate the data for unreported years.   

Funds and expenditures for each agency were then divided by the number of  lane‐miles of roadway  in 

that  agency.   The  funding  and  expenditures  data  per  lane‐mile  results  were  then  reviewed  for 

outliers.  With the outliers removed, funding and expenditure data per lane mile were then averaged for 

urban counties, rural counties, urban cities and rural cities.  These averages were used to determine the 

estimated total funds and expenditures for all cities and counties. Then the total expenditures and funds 

for these categories were then summed to determine the statewide total values. 

Table  4.1  and  Figure  4.2  summarize  the  total  pavement  funding 

available as well as the percentage of funding sources from the different 

categories  for  FY  2008/09  to  FY  2013/14  and  the  estimated  funds 

available for future years. Note that there is a small increase in funding 

reported in 2012/13 and 2013/14 compared to the previous years. One 

reason  is the annual revenue neutrality adjustment on a portion of the 

state gas tax as a source of revenue, as well as the bond measures that 

have  essentially  “front‐loaded”  the  funding  pavement  expenditures.  However,  future  funding  is 

projected to drop slightly overall.  

Cities and counties 
receive more than 
50% of their funding 

from the State.  
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Table 4.1 Funding Sources for Pavements 

   2008/09  2009/10 2010/11 2011/12 2012/13 2013/14  Future 

Pavement 
Funding ($M) 

$1,453   $1,571   $1,557   $1,530   $1,691   $1,836   $1,657  

Federal  10%  23%  18%  16%  10%  11%  13% 

State  62%  49%  53%  53%  52%  50%  54% 

Local  28%  27%  29%  30%  38%  38%  34% 

 

 

Figure 4.2 Percent of Pavement Funding By Source 

In  terms of  the breakdown by  revenue  sources,  there  is  little change  from  the 2012  study. Note  that 

federal funding was a significant component  in 2009/10 and 2010/11, reflecting the  influx of American 

Recovery and Reinvestment Act  (ARRA)  funding which occurred during  the  recession. Since  then,  the 

percentage of federal funds has fluctuated between 10 to 13 percent. This is an important item to note 

since it indicates that cities and counties, in general, do not rely heavily on federal funds. Rather, state 

and  local  funds  typically make  up  almost  90  percent  of  pavement  funding, with  state  funds  as  the 

predominant source at more than 50 percent. 

The Highway User  Tax  Account  (HUTA), more  commonly 

known  as  the  state  gas  tax,  is  by  far  the  single  largest 

funding source for cities and counties.  Table 4.2 shows an 

increasing  dependence  on  a  revenue  source  that  is 

projected  to decline.   Part of  this  is because of declining 

gas  consumption  due  to  more  gas‐efficient  and  electric 

The gas tax is the single 
largest funding source for 

cities and counties, yet this is 
projected to decline 

statewide and nationally.   
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vehicles,  and  partly  this  is  due  to  the  additional  responsibilities  for  most  cities  and  counties  e.g. 

compliance with  the American Disabilities Act  (ADA)  in  the  form of  curb  ramps  and  sidewalk, which 

reduces  the  amount  of  funding  available  for  pavements.  Table  4.2  indicates  that  gas  tax  funds  are 

projected to be around $1 billion a year. 

Table 4.2 Gas Tax Trends for Pavements 

  2008/09  2009/10  2010/11  2011/12  2012/13  2013/14  Future 

Total Gas Tax ($M)   $ 1,115    $ 911    $ 861    $ 907    $ 1,096    $1,137    $ 1,055 

% of State funding  66%  69%  75%  78%  93%  91%  92% 

% of total funding  41%  34%  40%  41%  48%  46%  50% 

Traditionally,  cities  and  some  counties  have  been  able  to  rely  on  the  General  Fund  for  pavement 

funding.   However,  as  Table  4.3  illustrates,  the  number  of  agencies who  receive General  Funds  has 

markedly declined since 2008, and they are projected to decrease in the future.   

Table 4.3 General Funds for Pavement Funding 

   2008/09  2009/10  2010/11  2011/12  2012/13  2013/14  Future 

Total General Fund ($M)  $201  $120  $175  $168  $166  $232  $180 

# of agencies  132  62  77  72  88  94  82 

% of local funding  27%  16%  28%  25%  19%  24%  25% 

% of total funding  7%  4%  8%  8%  7%  9%  8% 

Of final interest is the trend in local sales tax measures that have passed.  Table 4.4 shows an increasing 

reliance on the revenues from this source.  Although it was only 10 percent of total pavement revenues 

in 2008/09, this has steadily increased and is expected to reach 19 percent in FY 2014‐15.  

Table 4.4 Local Sales Tax Trends 

  2008/09  2009/10  2010/11  2011/12  2012/13  2013/14  Future 

Total Sales Tax ($M)  $285  $258  $256  $279  $374  $455  $409 

% of local funding  38%  35%  41%  42%  43%  48%  57% 

% of total funding  10%  10%  12%  13%  17%  18%  19% 

 

4.2 Pavement Expenditures 

The survey also asked for a breakdown of pavement expenditures in four categories: 

 Preventive maintenance, such as slurry seals; 

 Rehabilitation and reconstruction, such as overlays; 

 Other pavement related activities such as curbs and gutters; and 

 Operations and maintenance. 
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Table  4.5  shows  the  breakdown  in  extrapolated  pavement  expenditures  for  cities,  counties  and 

cities/counties combined.  There was a drop in expenditures reported in 2010/2011, perhaps reflecting 

the recession. However, since 2012/13, expenditures have gradually increased, although they have not 

reached 2008 levels.  

Table 4.5 Breakdown of Pavement Expenditures ($M) 

   2008/09  2009/10  2010/11  2011/12  2012/13  2013/14  Future 

Preventive Maintenance  $394  $375  $273  $ 273  $ 333  $ 367  $ 372 

Rehabilitation & 
Reconstruction  $1,224  $ 1,400  $817  $ 794  $ 1,132  $ 1,208  $ 1,023 

Other  $200  $ 172  $84  $ 82  $ 104  $ 109  $ 113 

Operation & 
Maintenance  $573  $ 543  $383  $ 381  $ 578  $ 615  $ 636 

Totals  $ 2,391  $2,489  $1,557  $ 1,530  $ 2,147  $ 2,298  $2,144 

 

Figure 4.3 illustrates the trends for all pavement expenditures graphically. Encouragingly, approximately 

17 percent of future pavement expenditures are for preventive maintenance, which indicates that many 

agencies  are  cognizant  of  the  need  to  preserve  pavements.  One  category,  “operations  and 

maintenance”  are  expenditures  that  are  related  to  the  pavements,  such  as  filling  potholes,  sealing 

cracks,  street  sweeping,  etc.  This  category  has  grown  significantly  since  2008  and  is  expected  to 

continue  to  grow  due  to  regulatory  requirements  such  as  street  sweeping  to  comply  with  NPDES 

requirements, compliance with new traffic sign retroreflectivity standards and upgrading curb ramps in 

compliance with the American Disabilities Act (ADA).  

 

Figure 4.3 Trends in Pavement Expenditures (2008‐2014) 
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Cities and counties are 
estimated to spend $1.657 

billion annually on 
pavements.  This is only 

0.88% of the total invested in 
the pavement network. 

Finally, projected pavement expenditures  for  the next  ten years are shown  in Table 4.6. As expected, 

counties  indicate  lower projected expenditures  than  cities, and  similarly,  rural agencies project  lower 

expenditures when compared to urban agencies.  

Table 4.6 Projected Pavement Expenditures Per Lane‐Mile 

  

Pavement Expenditures 
($/lane‐mile) 

   Rural  Urban 

County  $2,751  $4,901 

City  $6,282  $7,420 

 

The resulting total pavement expenditures for all 540 cities 

and  counties  were  therefore  estimated  to  be  $1.657 

billion annually.   To put  this  funding  level  in perspective, 

$1.657  billion/year  is  only  0.88  percent  of  the  total 

investment in the pavement network, the value of which is 

estimated at $188 billion.  

 

 

4.3 Essential Components’ Revenue Sources 

Similarly to the analysis in Section 4.1, the revenue sources for essential components are shown in Table 

4.7.  Again, federal funds make a small contribution to the cities and counties, in the order of 11 to 13 

percent.    However,  unlike  pavements,  local  sources  now  account  for  60  percent  or more  of  total 

funding, with  state  sources accounting  for only 30 percent. This  indicates  that  there  is no one  single 

funding source like the gas tax. 

Table 4.7 Funding Sources for Essential Components ($M) 

Funding type  2010/11  2011/12  2012/13  2013/14  Future 

Funding Available ($M)  $885  $903  $1,204  $1,332  $987 

Federal  16%  16%  12%  13%  11% 

State  31%  31%  28%  23%  31% 

Local  53%  53%  60%  65%  58% 

 

Since local revenues form the majority of the funding, Table 4.8 explores the four main funding sources: 

general  funds,  development  impact  fees,  local  sales  taxes  and  other.  The  last  category  includes 
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stormwater, sanitary and NPDES  related sources. Future  funding projections  indicate a decrease  from 

existing levels is expected, down to 2011/12 levels.   

Table 4.8 Local Revenue Sources for Essential Components ($M) 

Funding type  2010/11  2011/12  2012/13  2013/14  Future 

Local Sales Tax   $ 112    $ 114    $ 129    $ 148    $ 121  

General Fund   $ 104    $ 124    $ 83    $ 93    $  71  

Development Impact Fees   $ 34    $ 37    $ 24    $ 32    $ 35  

Other   $ 249    $ 255    $ 460    $ 556    $ 329  

 Totals    $ 498    $ 530    $ 696    $  830    $  556  

 

4.4 Essential Components’ Expenditures 

Table  4.9  details  the  expenditures  by  category.    Storm  drains  and  traffic  signals  continue  to  be  the 

largest components.  As was noted in the previous tables, this is projected to decline in future years to 

approximately $1 billion a year.  

Table 4.9 Breakdown of Expenditures for Essential Components 

Essential Components 
Annual Expenditures ($M)  % of 

total 2010/11  2011/12  2012/13  2013/14  Future 

Storm Drains  $224  $243  $241  $341  $332  33% 

Curb and Gutter  $44  $47  $69  $68  $59  6% 

Sidewalk (public)  $118  $117  $117  $153  $101  10% 

Other Pedestrian 
Facilities  $12  $13  $13  $18  $9  1% 

Class 1 Bicycle Path  $14  $25  $22  $19  $17  2% 

Other Bicycle Facilities  $16  $13  $27  $14  $16  2% 

Curb Ramps  $51  $51  $59  $61  $36  4% 

Traffic Signals  $232  $240  $215  $215  $181  18% 

Street Lights  $104  $108  $106  $98  $85  8% 

Sound/Retaining Walls  $9  $8  $9  $17  $8  1% 

Traffic Signs  $54  $54  $72  $63  $62  6% 

Other  $62  $82  $112  $117  $103  10% 

Totals  $940  $1,001  $1,062  $1,184  $1,008  100% 

 

On average, anticipated expenditures  for essential components over  the next  ten years are  shown  in 

Table 4.10. As before, rural counties and cities are expected to have lower expenditures than their urban 

equivalents.  
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Cities and counties are 
estimated to spend over $1 
billion annually on essential 

components. 

Table 4.10 Breakdown of Expenditures for Essential Components 

  

Expenditures on Essential 
Components ($/lane‐mile) 

   Rural  Urban 

County  $981  $3,525 

City  $2,834  $4,044 

 

The resulting total expenditures for all 540 cities and 

counties were estimated to be over $1 billion annually. 

 

4.5 Funding Shortfalls 

One of the primary objectives of this study was to determine  if a funding shortfall existed for the next 

ten years, and if so, what that shortfall was.  Chapters 2 and 3 described the analysis to determine the 

funding needs for both the pavement and essential components, respectively.  The preceding sections of 

this chapter analyzed the revenues and expenditures as well.  

Table 4.11 summarizes the results of all the preceding analyses and determines the funding shortfall to 

be $77 billion for pavements and essential components.   This does not  include any expenditures from 

the  additional  regulatory  requirements  (e.g.  NPDES,  ADA  and  sign  retroreflectivity),  which  was 

estimated to have a shortfall of $3.4 billion (see Table 2.6). However, those numbers were not included 

in Table 4.11 since only one third of the agencies had data, and most indicated that they were “informed 

estimates” or “guesses” at best.  

Table 4.11 Summary of 10 Year Needs & Shortfall (2014 $ Billion) 

   Needs ($B)  Funding 
($B) 

2014 
Shortfall Transportation Asset  2008  2010  2012  2014 

Pavement   $ 67.6   $ 70.5   $ 72.4    $ 72.7    $ 16.6    $ (56.1) 

Essential Components   $ 32.1   $ 29.0   $ 30.5    $ 31.0    $ 10.1    $ (20.9) 

Totals   $ 99.7   $ 99.5   $ 102.9   $ 103.7   $ 26.7    $  (77.0) 

 

In  the  2012  study,  the  funding  shortfall  identified was  $80.9 

billion, so this is a decrease of $3.9 billion, or approximately 4.8 

percent. 

The shortfall for local 
streets and roads is 

estimated at $77 billion! 
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APPENDIX C 
 
Pavement Condition* & Needs by County 
*Pavement condition data for the MTC region provided by MTC in April 2014.
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Table C.1 Pavement Needs by County* (2014 $) 

County (Cities included) Center Line 
Miles Lane Miles Area (sq. yd.) 2014 PCI 10 Year Needs 

(2014 $M) 

Alameda County 3,538.15 7,999.12 82,401,946 66 $2,305 
Alpine County 135.00 270.00 1,900,800 44 $48 
Amador County 477.96 958.12 6,485,201 33 $383 
Butte County 1,800.07 3,675.85 26,771,323 66 $658 
Calaveras County 716.98 1,332.66 8,937,332 51 $374 
Colusa County 986.70 1,523.51 12,503,304 62 $317 
Contra Costa County 3,376.49 7,047.81 63,500,917 68 $1,577 
Del Norte County 323.88 643.80 5,334,695 63 $129 
El Dorado County 1,252.70 2,508.40 21,671,673 63 $635 
Fresno County 6,195.51 12,679.92 106,057,018 69 $2,572 
Glenn County 910.42 1,821.73 13,917,626 68 $354 
Humboldt County 1,470.96 2,933.21 24,234,864 64 $683 
Imperial County 2,999.96 6,086.66 45,427,410 57 $1,236 
Inyo County 1,134.80 1,802.50 13,700,999 62 $308 
Kern County 5,026.42 11,648.11 103,132,477 64 $2,927 
Kings County 1,328.00 2,795.72 20,026,009 62 $598 
Lake County 752.70 1,494.45 9,997,345 40 $436 
Lassen County 431.41 878.80 6,282,324 66 $186 
Los Angeles County 21,329.61 57,629.56 459,830,656 66 $12,971 
Madera County 1,822.44 3,680.41 23,490,290 47 $1,019 
Marin County 1,021.14 2,055.14 17,166,574 63 $488 
Mariposa County 1,122.00 561.00 3,949,440 44 $150 
Mendocino County 1,124.43 2,255.81 16,004,034 35 $625 
Merced County 2,330.00 4,954.00 37,182,870 58 $1,224 
Modoc County 1,491.48 2,982.97 17,545,534 46 $566 
Mono County 727.38 1,453.39 10,071,369 67 $147 
Monterey County 1,779.28 3,725.79 33,599,361 50 $1,389 
Napa County 725.80 1,507.56 12,896,309 59 $429 
Nevada County 802.04 1,616.70 10,370,868 71 $234 
Orange County 6,600.63 16,808.28 150,276,239 77 $2,725 
Placer County 1,986.35 4,194.49 34,182,680 69 $799 
Plumas County 703.90 1,408.60 11,409,902 64 $225 
Riverside County 7,560.55 16,834.63 149,403,177 70 $3,551 
Sacramento County 5,053.22 11,284.73 95,918,441 62 $2,939 
San Benito County 452.32 916.23 5,951,814 48 $261 
San Bernardino County 9,106.58 22,249.14 181,002,241 71 $ 4,103 
San Diego County 7,813.98 18,596.42 170,696,012 66 $5,016 
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County (Cities included) Center Line 
Miles Lane Miles Area (sq. yd.) 2014 PCI 10 Year Needs 

(2014 $M) 

San Francisco County 989.00 2,135.00 17,758,676 66 $473 
San Joaquin County 3,287.78 6,806.76 60,571,515 73 $1,245 
San Luis Obispo County 1,965.93 4,078.93 32,385,537 64 $887 
San Mateo County 1,864.70 3,904.15 33,272,016 70 $769 
Santa Barbara County 1,587.32 3,375.52 30,610,681 66 $852 
Santa Clara County 4,172.80 9,431.15 92,436,719 68 $2,314 
Santa Cruz County 873.65 1,790.15 14,190,207 57 $480 
Shasta County 1,686.97 3,479.08 26,243,076 60 $799 
Sierra County 398.20 798.65 3,669,765 45 $116 
Siskiyou County 1,519.15 3,049.62 20,519,624 57 $604 
Solano County 1,699.55 3,582.19 27,706,938 65 $744 
Sonoma County 2,371.17 4,922.58 39,557,359 52 $1,540 
Stanislaus County 2,916.30 6,031.63 53,459,748 55 $2,044 
Sutter County 981.51 2,010.93 15,199,498 65 $385 
Tehama County 1,197.49 2,400.88 15,834,143 62 $437 
Trinity County 692.97 1,113.86 11,757,354 60 $352 
Tulare County 3,937.17 8,132.39 60,195,390 68 $1,482 
Tuolumne County 552.70 1,115.65 8,200,702 47 $369 
Ventura County 2,512.86 5,530.08 50,382,156 70 $1,211 
Yolo County 1,328.40 2,457.72 21,290,870 60 $655 
Yuba County 724.40 1,504.26 12,862,583 60 $404 

California 143,671 320,466 2,661,335,629 66 $72,746 
* Includes Cities within County 
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significant ongoing obligations in the form of pensions, health care, compensation, and other

benefits for its current and former employees.

A large part of the City’s current economic difficulties are the result of imprudent fiscal

decisions and poor accounting practices during better economic times. When the City was flush

with cash, it made financial decisions and commitments based on the assumption that its

economic growth would continue indefinitely. These commitments included unsustainable labor

costs, retiree health benefits, and public debt. Past inadequate accounting practices also obscured

the severity of the City’s impending financial difficulties and in some cases resulted in additional

unrecognized liabilities to the City’s General Fund. As a result, when the Great Recession hit, the

City found its financial obligations quickly outpacing its revenues. Compounding these economic

challenges, the City—like all California cities—is limited by law in its ability to generate new

revenues. Under California law, the City was unable to increase tax revenues without voter

approval. As described herein, on November 5, 2013, Stockton voters passed Measure A, a 3/4

cent sales tax measure that the City placed on the ballot to generate necessary revenues that will

enable it to both continue to provide services to its residents and to fund its obligations to its

employees and creditors.

C. The City’s Pension Obligations.

As noted elsewhere herein, the City has negotiated compensation reductions and staff

reductions that in turn have reduced the City’s obligations to fund contributions to the pension

plans of the City’s employees (although overall compensation costs and pension obligations will

once again rise with the hiring of additional police officers contemplated by the Marshall Plan).

Even assuming it were legally possible for the City to further reduce its pension obligations by

unilaterally trimming its funding of employee pensions through CalPERS (while somehow

providing City employees the level of pension benefits specified in its various labor agreements),

the City does not believe underfunding of its CalPERS pension obligations would be in the best

interests of either the City or its employees.

The City’s employee and retiree pensions are managed through the California Public

Employees’ Retirement System (“CalPERS”). The City’s General Fund CalPERS obligation for

Case 12-32118    Filed 11/21/13    Doc 1215Case 6:12-bk-28006-MJ    Doc 1662-2    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit B    Page 3 of 4



1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

- 68 -
MODIFIED DISCLOSURE STATEMENT FOR FIRST
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D. Impact of Measure A upon Future City Finances and Ability of City to
Confirm the Plan.

The City believes that Measure A, which Stockton voters passed on November 5, 2013,

will produce approximately $28 million per year in new revenue from a 3/4 of one percent

increase in sales taxes (from 8.25% to 9%), and that such revenue is critical to the viability of the

Plan. The Plan Financial Projections, attached hereto as Exhibit B, assume the approval of

Measure A. Also on November 5, 2013, Stockton voters passed an advisory measure

(Measure B) that advises the City Council to use approximately 65% of the revenue generated by

Measure A over time to enhance depleted police services under the Marshall Plan and the

remainder to fund the City’s ongoing expenses, including the cost of implementing the Plan.

V. SUMMARY OF THE PLAN OF ADJUSTMENT

The discussion of the Plan set forth below is qualified in its entirety by reference to the

more detailed provisions set forth in the Plan and its exhibits, the terms of which are controlling.

Holders of claims and other interested parties are urged to read the Plan and its exhibits, filed

concurrently herewith, in their entirety so that they may make an informed judgment regarding

the Plan.

The Plan involves claims of approximately $299,505,000 of publicly held securities,

certain of which evidence and represent undivided fractional interests in General Fund leases of

many of the City’s capital assets. Some of these assets are important or even essential to

municipal operations. The Plan also addresses and resolves the City’s obligations to current and

former employees and various other claims. While the Plan permits the City to continue to

maintain minimally acceptable levels of vital municipal services for its residents and businesses,

and while it devotes substantial resources to the repayment of the City’s creditors, it nevertheless

further defers infrastructure maintenance as well as the optimal staffing of City service units such

as police and fire.

The Plan significantly impairs the interests of former employees and retirees with respect

to health benefits. Outside of the Plan, retirement benefits for current and future employees

already have been impacted by negotiated changes in the City’s labor agreements. Retiree health
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CITY OF SAN BERNARDINO 
 
Notes to Basic Financial Statements 
Year Ended June 30, 2012 
 

-97- 

15. Net Assets 
 
The government-wide statement of net assets reports net assets as follows: 
 

Governmental Business-type
Activities Activities Total

Invested in capital assets, net of related debt:
Total capital assets, net 425,324,211$   255,203,431$   680,527,642$   
Cash and investments, restricted for
  debt service -                    3,602,182         3,602,182         
Note proceeds held by state -                    10,000,000       10,000,000       
Less related debt:

Capital leases payable (2,584,734)        (10,280,057)      (12,864,791)      
Notes payable (5,748,785)        (31,547,225)      (37,296,010)      
Lease revenue bonds (9,810,000)        -                    (9,810,000)        
California Infrastructure Bank (8,005,034)        -                    (8,005,034)        
Certificates of participation (4,520,000)        (14,707,332)      (19,227,332)      
Bonds payable -                    (15,000)             (15,000)             

Total invested in capital assets, net of
  related debt 394,655,658     212,255,999     606,911,657     

Restricted for:
Public safety 1,552,213         -                    1,552,213         
Streets and capital projects 24,246,718       -                    24,246,718       
Culture and recreation 2,357,706         -                    2,357,706         
Community development 76,110,877       -                    76,110,877       
Economic development 7,472,526         -                    7,472,526         
Community service 813,439            -                    813,439            
Debt service 80,692              -                    80,692              
Capital related fees -                    7,389,246         7,389,246         

Total restricted net assets 112,634,171     7,389,246         120,023,417     

Unrestricted net assets (126,831,648)    40,727,533       (86,104,115)      

Total net assets 380,458,181$  260,372,778$  640,830,959$   
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III. Property to be Transferred for Government Use

Property to be Transferred for Governmental Use 2

Site
No.

Site Reference (x1) Address APN
Site Size

(ac)
Zoning 3 Permissible

Use
Estimated

Current Value

1.
City Police

Headquarters (2)
710 N. “D” Street
767 N. “E” Street

0140-281-52
0140-281-54

4.55
CG-1
CR-2

Government $1.00

2.
City Administration

Campus (8)

201 N. “E” Street
301 N. “E” Street
300 N. “D” Street

0134-251-57
0134-251-58
0134-251-59
0134-251-60
0134-251-62
0134-311-40
0134-311-50
0134-321-24

8.85 CR-2 Government $1.00

3.

1350 S. “E” Street
Local Agency
Administration

Building (2)

1350 S. “E” Street 0141-252-04
0141-252-06

3.08 CG-1 Government $1.00

4.
Shandin Hills Public

Golf Course (3)
3380 Little Mtn. Drive

0148-011-30
0148-021-59
0148-022-06

112.18 PCR Government $1.00

5.
California Theatre of

the Performing Arts (2)
562 W. 4th Street

0134-131-10
0134-131-30

0.50 CR-2 Government $1.00

6.
Sturges Center for the

Fine Arts (1)
780 N. “E” Street 0140-273-21 0.70 PF Government $1.00

7.
Portion of Seccombe

Lake Park (1)
567 N. Sierra Wy 0135-061-19 0.96 PP Government $1.00

8.
Baseball Stadium Park

(1)
280 S. “E” Street 0136-111-23 27.20 CCS-1 Government $1.00

9.
California National
Guard Armory (1)

266 E. 3rd Street 0135-191-13 2.36 CG-1 Government $1.00

10.
Unoccupied U.S. Army

Reserve Property (1)
296 E. 3rd Street 0135-191-14 2.57 CG-1 Government $1.00

11.
Street Right-of-Way #1

(1)
N. Stoddard Avenue 0134-141-36 0.001 CR-2 Government $1.00

12.
Street Right-of-Way #2

(1)
Athol Street & “D”

Street
0136-122-69 0.001 CR-2 Government $1.00

13.
Street Right-of-Way #3

(1)
E. 9th Street 0278-063-21 0.19 RM Government $1.00

14.
Foothill Drive Water

Well-Site Property (2)
Foothill Drive

0155-381-11
0155-381-45

8.14 RL Government $1.00

15.
N. “D” Street Parking

Lot (3)

480 N. “D” Street
478 N. “D” Street

N. “D” Street

0134-141-28
0134-141-29
0134-141-34

1.19 CR-2 Government $1.00

16.
San Bernardino County

Law Library Parking
Lot (1)

402 N. “D” Street 0134-151-31 0.54 CR-2 Government $1.00

17.
N. “F” Street Parking

Lot (2)
450 N. “F” Street 0134-101-09

0134-101-10
0.62 CR-2 Government $1.00

18.
W. 5th Street Parking

Lot (1)
512 W. 5th Street 0134-062-12 1.01 CR-2 Government $1.00

19.
W. Church Street
Parking Lot (4)

W. Church Street

0134-071-19
0134-071-24
0134-071-26
0134-071-58

0.60 CR-2 Government $1.00

20.
N. Mt. Vernon / W. 5th

Street Public Access /
Parking Lot (1)

N. Mt. Vernon / W. 5th

Street
0138-122-33 1.81

SP-PP
CG-3

Government $1.00
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Agency of the City of San Bernardino
Long-Range Property Management Plan
August 2015

22
III. Property to be Transferred for Government Use

Property to be Transferred for Governmental Use 2

Site
No.

Site Reference (x1) Address APN
Site Size

(ac)
Zoning 3 Permissible

Use
Estimated

Current Value

21.
SANBAG Transit

Center (3)
170 S. “E” Street
174 S. “E” Street

0136-111-14
0136-111-15
0136-111-24

4.54 CCS-1 Government $1.00

22.
2003-HUB

Development Parking
Lot (1)

S. Tippecanoe Avenue 0281-401-13 0.11 CR-3 Government $1.00

1 (x) The number in parenthesis reflects the number of parcels that constitute the Site.
2 See Exhibit “F” for Assessor Parcel Maps for Governmental Use properties
3 See Exhibit “I” for zoning/land use information
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CITY OF SAN BERNARDINO 
AGENDA  

FOR THE  

JOINT ADJOURNED REGULAR MEETING OF THE MAYOR AND COMMON COUNCIL 
 OF THE CITY OF SAN BERNARDINO, MAYOR AND COMMON COUNCIL OF THE CITY 

OF SAN BERNARDINO ACTING AS THE SUCCESSOR AGENCY TO THE 

REDEVELOPMENT AGENCY, MAYOR AND COMMON COUNCIL OF THE CITY OF SAN 

BERNARDINO ACTING AS THE SUCCESSOR HOUSING AGENCY TO THE 

REDEVELOPMENT AGENCY, AND MAYOR AND COMMON COUNCIL OF THE CITY OF 

SAN BERNARDINO ACTING AS THE HOUSING AUTHORITY 

MONDAY, AUGUST 24, 2015 
4:30 PM – OPEN SESSION 

 

COUNCIL CHAMBER  •  300 NORTH "D" STREET  •  SAN BERNARDINO, CA  92418  •  WWW.SBCITY.ORG 
 

Virginia Marquez R. Carey Davis James L. Mulvihill 

COUNCIL MEMBER, WARD 1 MAYOR COUNCIL MEMBER, WARD 7  

Benito Barrios 

 

Allen J. Parker 

COUNCIL MEMBER, WARD 2 CITY MANAGER 

John Valdivia Gary D. Saenz 

COUNCIL MEMBER, WARD 3 CITY ATTORNEY 

Fred Shorett Georgeann “Gigi” Hanna 

COUNCIL MEMBER, WARD 4 CITY CLERK 

Henry Nickel David Kennedy 

COUNCIL MEMBER, WARD 5 CITY TREASURER 

Rikke Johnson  

COUNCIL MEMBER, WARD 6  
 

 
Welcome to a meeting of the Mayor and City Council of the City of San Bernardino. 
o Anyone who wishes to speak during public comment or on a particular item will be required to fill out a 

speaker slip.  Speaker slips should be turned in to the City Clerk. 
o Public comments for agenda items that are not public hearings will be limited to three minutes. 
o Public comments for items that are not on the agenda will be limited to three minutes. 
o There is a 12-minute-per-person time limit for all comments. 
o All who wish to speak, including Council members and staff, need to be recognized by the Mayor or 

Mayor Pro Tempore before speaking. 
o Please contact the City Clerk’s Office (384-5002) two working days prior to the meeting for any 

requests for reasonable accommodation to include interpreters. 
o All documents for public review are on file with the City Clerk’s Office or may be accessed online by 

going to http://www.sbcity.org. 
o Please turn off or mute your cell phone while the meeting is in session. 
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Page 4 

 

Choices, Analysis and Recommended Option 

 

Copies of the proposals received along with supplementary information developed during the 

review process are available on the City web site at www.SBCity.org/bankruptcy.   

 

County Fire initially offered 3 options that all involved operating ten stations and incorporation of a 

County station on the City’s western boundary (Station 75 - Muscoy) into City responses. The 

annual cost estimates ranged from $27.2 million to $23.5 million. The County proposal is all-

inclusive in that it provides for all dispatch, via the Joint Power Authority (JPA) ConFire, as well as 

equipment maintenance, facility maintenance and administration. These numbers do not include 

station or equipment replacement costs or City legacy costs associated with transitioning 

employees. These cost factors are in the fiscal analysis completed by Urban Futures and are 

covered in the Fiscal Evaluation section of this memo.  

 

Importantly, the County proposal anticipates that the City will annex into the Fire Protection District. 

Annexation means the City would transition almost all responsibility for management of services 

and for long-term costs for capital and equipment. It also allows the City to submit an annexation 

proposal, which would enable generation of some parcel tax revenues if approved via the 

annexation process. As the generation of new revenues is an important component of the 

Recovery Plan, this is an important benefit to the City and by extension to residents and property 

owners who will see the funding used for other critical City needs.  The parcel tax, which could be 

part of the annexation process, is relatively minimal on a per parcel basis, $139 per year or $11.53 

per month, but collectively, would generate approximately $7 million per year. The Board of 

Supervisors would have responsibility for levying this parcel tax on an annual basis after 

annexation. 

 

Centerra offered service proposals, which ranged from $26.6 million per year to $20.3 million per 

year. These options ranged from 11 stations to as few as 8. Centerra’s approach assumed a 72-

hour schedule, or a 2 shift approach. While the potential cost savings are significant, there are also 

concerns with the fact that Centerra has no experience serving large municipalities in California 

and about mutual aid response from neighbors. 

 

The City Fire department did not provide a proposal per-se but provided a letter outlining how they 

could close station 223 and restructure certain battalion chief assignments, which would reduce 

the base budget by $2 million, to approximately $30.3 million. The Department also cited certain 

revenues, which might not be a net benefit to the City under the County or Centerra approach. 

 

In an effort to get a clear evaluation of these proposals, the City again hired Citygate Associates, a 

firm specializing in fire service consulting, to evaluate the City’s options. As Council will recall, the 

City had Citygate evaluate fire services for potential service reductions; and the firm presented a 

comprehensive report in June 2014 that provided recommendations on how to optimize fire service 

given the financial constraints facing the City.   
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Page 5 

Citygate evaluated each proposer relative to three given scenarios based on Citygate’s initial 

report to the City in 2014 on how to best reconfigure fire services. The Citygate report is attached 

to this cover memo. 

 

Citygate concludes that the overall best option is to annex into the County Fire Protection District 

and to select an option which would result in 41 firefighters on duty at all times and with 14 units 

available operating from 11 stations. The annual cost is estimated at $26.7 million. (It should be 

noted that there are also two other service delivery options included at a somewhat lower annual 

cost included in the County proposal.) This package of service is superior to what the City could 

provide on an independent basis. The economies of scale along with the parcel tax provision will 

allow the City to save property tax dollars for other important service priorities, such as catching up 

on the severely deteriorated condition of City infrastructure. 

 

The Centerra proposal was not recommended by Citygate because, while it is somewhat less 

costly than the County approach or an independent City approach, there are significant 

uncertainties associated with continuance of mutual aid and the potential for State legislation and 

other challenges which would negatively impact or prohibit contracting with a private service 

provider for fire safety services. According to Citygate, annexing to the County system is a much 

more assured choice to better, sustainable, cost efficient fire service delivery. While Centerra 

appears to have the technical qualifications to provide fire and EMS services on a large scale, it 

has only done so in a more institutional/Federal reservation-type setting. They have no large City 

experience in California.  

 

The County option referenced in the Citygate analysis is better than the City fire options from a 

cost and service standpoint, which includes 38 firefighters on duty working from 10 stations. 

Citygate also notes that the City budget figures do not adequately cover current and future 

apparatus, equipment and facility replacement, or dispatch upgrades. It should also be noted that 

elimination of almost all responsibility for fire service delivery would lead to reduced costs for the 

City in human resource administration and legal expenses.  

 

Given the fiscal realities in San Bernardino and with fire service delivery generally, City 

management believes that annexing to the County Fire Protection District is the best option for the 

City and that it is consistent with our Recovery Plan. The parcel tax, achievable via annexation, is 

also essential to recovery and exiting bankruptcy. The fact is that San Bernardino has struggled to 

operate and to manage its operations efficiently for decades. Annexing to the Fire Protection 

District will allow the City to focus primarily on police and other service needs. 

Annexation Process 

 

Implementation of the County annexation process is a complex procedure, but it is a path which is 

well trod in San Bernardino County as there have been numerous annexations to the County Fire 

District in recent years. One important issue for the City is that annexation usually is effective at 

the beginning of a fiscal year. To hit the target of July 1, 2016, the process needs to get started in 

early September, 2015. 
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Page 6 

It may also be beneficial for the City to enter into an interim contract for services with the County 

Fire District until the annexation becomes effective. We believe contract terms could allow for such 

a transfer at the beginning of calendar year 2016. This would relieve uncertainty for residents and 

for employees.  

 

Annexation will result in the substantial assumption of responsibility for fire and emergency medical 

service delivery by the County Fire District. The first step is the development of a base level of 

service and associated cost estimates. This process was initiated with the request for proposals 

and the County response. This issue is actually resolved by the San Bernardino LAFCO which has 

responsibility for insuring an equitable governmental reorganization pursuant to State law. Working 

under the auspices of LAFCO, the annexation partners agree on the level of service and the 

associated costs. When agreement is reached, a LAFCO/State law process is followed to transfer 

a portion of City property tax to the County Fire District.  

 

When complete, the City will have very limited further obligation with regard to fire and emergency 

medical services within the City. The County Fire District will have responsibility for all operating 

costs, capital and equipment, to be paid from a portion of existing City property tax revenues. This 

means the City will have almost no obligation for fire stations, fire equipment or the associated 

costs of maintaining a fire department such as liability insurance, workers compensation (except 

legacy costs), pension costs (except legacy costs), legal costs or corporate support functions 

necessary to support fire such as labor relations, negotiations, human resources, payroll, finance, 

facilities maintenance, equipment maintenance or many other costs involved in operating the 

department.    

 

The process is initiated by a resolution adopted by both the City and the County Fire Protection 

District in support of an application to LAFCO. The application itself is prepared according to 

instructions and requirements promulgated by LAFCO. A suitable resolution is attached for action 

by the Council, along with the draft application.  

Fiscal Evaluation 

 

The Citygate report includes an evaluation of costs, and as noted, concluded that the County 

option is the best option from a value and service perspective. However, the annexation process 

requires a more detailed 5-year fiscal forecast. Urban Futures has worked with Management 

Partners to complete this analysis as well as a companion analysis of projected City fire costs. This 

evaluation was accomplished using the basic parameters and assumptions in the City’s fiscal plan 

included with the Recovery Plan.  

 

In introducing this analysis, it is important to note that City Fire is not currently funding actual costs 

which are necessary for long term sustainability. These costs range from equipment replacement 

to station replacement, maintenance and overhead. The County proposal included these factors as 

a glance at the fiscal analysis section in the annexation application attachment will show. 
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The chart below provides a high level summary of the Urban Futures fiscal projections, which is a 

realistic comparison of the two County options and the option of maintaining an independent, 

sustainable City fire department. 

 

 

  

Option City Fire vs. County Fire District Proposals  

  2016/17 2017/18 2018/19 2019/20 2020/21 

County Fire Proposal - 
Option 1  

         
27,791,245  

         
28,245,010  

         
28,707,693  

         
29,179,473  

         
29,660,529  

County Fire Proposal - 
Option 2  

         
31,628,050  

         
32,157,576  

         
32,697,526  

         
33,248,108  

         
33,809,533  

City Fire Department  
         
36,346,655  

         
37,114,381  

         
37,983,115  

         
39,946,953  

         
39,734,005  

Cost Difference to Option 1 
           
8,555,410  

           
8,869,371  

           
9,275,422  

         
10,767,480  

         
10,073,476  

Cost Difference to Option 2 
           
4,718,605  

           
4,956,805  

           
5,285,589  

           
6,698,845  

           
5,924,472  

 

To provide a sense of historical trends, the graph shown below also includes actual costs for the 

City independent fire department going back to 2012. While the City has reduced City fire costs 

during the bankruptcy, some of these reductions, such as eliminating funding for equipment 

replacement, are not sustainable. 
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In terms of direct service costs, which are mainly for personnel, direct operating services and 

supplies, the degree to which County economies of scale exist is pronounced.  These costs for the 

City total $28.8 million but only $23.1 million for the County under option 2, which represents a 

higher service level than the City. Overall costs are $36.3 million for the City and $32.2 for the 

County. Again the County proposal includes costs, which the City has not been funding; and the 

fiscal analysis corrects for this.  

 

When revenues through the parcel tax are considered, the County proposal is even more 

beneficial. The financial analysis states that under County option 2, the preferred higher service 

option, total general fund costs would be $17.8 million, while the City requires approximately $30 

million in general fund support. This is primarily because of the parcel tax revenue possible under 

the County service option. Thus, the fiscal analysis estimates that the County proposal will require 

approximately 59% of City property tax revenues, while the option of maintaining an independent 

fire department will require all of this revenue and more from other sources (108%).  Overall, the 

County proposal allows the City to spend approximately $12 million less annually in general fund 

revenue to support fire service delivery.  

 

The Chart below shows projected general fund impact under the County annexation option when 

fully implemented and a City fire department operating at a sustainable level through fiscal year 

2020-21. 

 

 

 
 

This savings can be applied to other City needs. 

Impact on Employees 

 

An important consideration of annexation to the County Fire Protection District is the impact to 

existing City employees. The City request for proposals indicated that the City was interested in 
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Provider 

Net Cost 

Firefighters On 
Duty 

Details 

Table I-Basic Cost Choices 

Option A 

Current Service 
Level 

County Fire 

$27,623,255 

38 

Option A 

Current Service 
Level 

Centerra 

$26, 120,972 

38 

Option C 

County Fire 
Alternative Service 

Level 

County Fire 

$26,707,731 

4 1 

City FY 2015-16 
Cost 

Current Service 
Level 

City 

$28,619,411 

38 

See notes below The costs above reflect c0st minus revenues 

County Fire - Option A: The proposed cost is $996, 156 less than City's cost for the current level 
of service. Additionally, the County Fire proposal properly funds facility and apparatus 
replacement, adequately funds other capital expenses, converts dispatch over to County Fire and 
transfers future pension and health costs to County Fire. Includes shared response use of County 
Fire Station 75. Actuarial estimates also reflect contracting with County Fire will save the City 
an additional $2, 700, 000 per year in pension costs. 

Centerra - Option A: The first-year cost is $2,498,439 less than the City's cost and $1,502,283 
less than County Fire Option A cost. While Centerra costs decline in the third year, Centerra 
cannot ensure during the ten-year contract that the City will receive mutual aid. The cost retains 
the present dispatch, requires the City to fund any apparatus replacement and major 
rehabilitation as well as the replacement of fire stations, provides fewer employee positions than 
the City now budgets, and requires impact bargaining at conversion with no assurance that State 
legislation will continue to allow Charter Cities to contract for private fire services. At the 
conclusion of the contract, the City may need to pick up future pension and health costs if a 
contract is not renewed with Centerra. 

County Fire - Option C: While the cost is $586, 759 higher than Centerra 's first-year cost and 
$1,851,498 higher than the Centerra third-year cost, the County Fire proposal not only provides 
three more firefighters on duty each day, and one additional fire apparatus, but also offers the 
City all of the benefits described under County Fire Option A. Centerra continues to have the 
shortcomings described in the Centerra Option A alternative. The County Fire proposal includes 
shared response use of County Fire Station 7 5. 

City - Current: The City cost, while adjusting for City-received Fire Department revenue, is still 
higher than that of the County Fire proposal A, largely because the City FY 2015-16 budget does 
not adequately cover an estimated $1, 3 00, 000 annual apparatus, equipment, and facility 
rehabilitation and replacement which has been added to the City costs in this report. The City 
proposal also continues dispatch under the present City system, continues exposure to long-term 
pension, health, and workers' compensation costs and has fewer fire personnel and apparatus on 
duty each day. 

. ...... 
• • Section 1-Executive Summary page 4 • • 

-------------------------------------- 9f1<l111~~
1

\"ir.m u~ 
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EXHIBIT F 
 

EXCERPTS FROM “DETERMINING THE APPROPRIATE LEVEL OF 
UNRESTRICTED FUND BALANCE IN THE GENERAL FUND” BY GFOA DATED 

OCTOBER 2009 

Case 6:12-bk-28006-MJ    Doc 1662-6    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit F    Page 1 of 4



 

GFOA Best Practice 

Case 6:12-bk-28006-MJ    Doc 1662-6    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit F    Page 2 of 4



  

 

 

 

 

 

Case 6:12-bk-28006-MJ    Doc 1662-6    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit F    Page 3 of 4



  

 

 

 

 

 

 

 

 

Case 6:12-bk-28006-MJ    Doc 1662-6    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit F    Page 4 of 4



 

AMBAC ASSURANCE CORPORATION’S OBJECTION TO DISCLOSURE STATEMENT 
WITH RESPECT TO THE PLAN FOR THE ADJUSTMENT OF DEBTS OF THE CITY OF 

SAN BERNARDINO, CALIFORNIA 
 

EXHIBIT G 
 

EXCERPTS FROM “U.S. LOCAL GOVERNMENTS GENERAL OBLIGATION 
RATINGS: METHODOLOGY AND ASSUMPTIONS” BY STANDARD & POOR’S 

DATED SEPTEMBER 12, 2013 

Case 6:12-bk-28006-MJ    Doc 1662-7    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit G    Page 1 of 38



STANDARD & PO OR'S 
RATINGS SERVICES 
McGRAW HILL FINANCIAL 

RatingsDirect" 

Criteria I Governments I U.S. Public Finance: 

U.S. Local Governments General 
Obligation Ratings: Methodology And 
Assumptions 
Primary Credit Analysts: 
Jeffrey J Previdi, New York ( 1) 212-438-1796; jeff.previdi@standardandpoors.com 
Christopher M Krahe, Chicago (1) 312-233-7063; christopher.krahe@standardandpoors.com 
Lisa R Schmeer, Charlottesville (1) 434-220-0892; lisa.schroeer@standardandpoors.com 
Horacio G Aldrete-Sanchez, Dallas (1) 214-871-1426; horacio.aldrete@standardandpoors.com 
Karl Jacob, Boston (1) 617-530-8134; karl.jacob@standardandpoors.com 
Matthew T Reining, San Francisco (1) 415-371-5044; matthew.reining@standardandpoors.com 
Jane H Ridley, Chicago ( 1) 312-233-7012; jane.ridley@standardandpoors.com 

Criteria Officer, U.S. Public Finance: 
Cathy L Daicoff, New York (1) 212-438-6766; cathy.daicoff@standardandpoors.com 

Chief Credit Officer - Americas : 
Lucy A Collett, New York ( 1) 212-438-6627; lucy.collett@standardandpoors.com 

Table Of Contents 

I. SCOPE OF THE CRITERIA 

II. SUMMARY OF CRITERIA UPDATE 

III. SUMMARY OF CHANGES FROM THE REQUEST FOR COMMENT 

IV. IMPACT ON OUTSTANDING RATINGS 

V EFFECTIVE DATE AND TRANSITION 

VI. METHODOLOGY 

A. Local Government Rating Calibrations 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 12, 2013 1 

1353994 I 300881696 

Case 6:12-bk-28006-MJ    Doc 1662-7    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit G    Page 2 of 38



Table Of Contents (cont.) 

B. Framework For Determining A U.S. Local Government Rating 

C. The Institutional Framework Score 

D. Economic Score 

E. Management Score 

F Budgetary Flexibility Score 

G. Budgetary Performance Score 

H. Liquidity Score 

I. Debt And Contingent Liabilities Score 

VII . APPENDIX I: Selected Historical Statistics 

VIII. APPENDIX II: Relationship To The State Rating 

IX. APPENDIX III: Changes Since The Request For Comment 

X. GLOSSARY 

XI. RELATED CRITERIA AND RESEARCH 

Related Criteria 

Related Research 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 12, 2013 2 

13 53994 J 300881696 

Case 6:12-bk-28006-MJ    Doc 1662-7    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit G    Page 3 of 38



Criteria I Governments I U.S. Public Finance: 

U.S. Local Governments General Obligation 
Ratings: Methodology And Assumptions 
(Editor's Note: We originally published this criteria article on September 12, 2013. We're republishing this article following our 

periodic review completed on August 14, 2014. On Nov. 21, 2013, we replaced the link in paragraph 13 to ''Methodology And 

Assumptions: Request For Comment: Ratings Above The Sovereign--Corporate And Government Ratings" with a link to the new 

criteria published on Nov. 19, 2013, after the review process. The new criteria article is titled, ''Ratings Above The 

Sovereign--Corporate And Government Ratings: Methodology And Assumptions.") 

Standard & Poor's Ratings Services is updating its methodology and assumptions for assigning issuer credit ratings 

(ICRs) and issue credit ratings based on general obligation (GO) pledges of local governments in the United States. 

This update follows our request for comment (RFC), "Request For Comment: U.S. Local Governments: Methodology 

And Assumptions," published on March 6, 20 12. This update provides additional transparency and comparability to 

help market participants better understand our approach to assigning local government ratings, to enhance the 

forward-looking nature of these ratings, and to enable better comparisons between U.S. local government ratings, local 

government ratings in other countries, and all other ratings. The "Principles of Credit Ratings", published on Feb. 16, 

2011, form the basis of this criteria. 

2 For the ratings in scope, this criteria supersede the following articles: 

• GO Debt, Oct. 12, 2006 
• Key General Obligation Ratio Credit Ranges -Analysis Vs. Reality, April 2, 2008 
• Does Bigger Always Mean Better? Sizing Up The Impact Of Size On Municipal Ratings, April 22, 2008 
• Location, Location, Location: What Does It Mean For My Community's Rating? April 22, 2008 

3 All capitalized terms are defined in the glossary, section X, paragraphs 90-97. 

I. SCOPE OF THE CRITERIA 

4 The criteria apply to all U.S. local government issuer credit ratings and issue ratings on GO bonds issued by municipal 

governments that are not special purpose districts. Examples of local government entities in the scope include cities, 

counties, towns, villages, townships, and boroughs, called municipalities in the criteria. Examples of special purpose 

districts excluded from the scope include school districts, library districts, park districts, and forest preserve districts, 

among others. The criteria also do not apply to U.S. states or territories but do apply to the District of Columbia. 

II. SUMMARY OF CRITERIA UPDATE 

5 The criteria use the same major elements as our criteria for rating local and regional governments outside the U.S. (see 

"Methodology For Rating International Local And Regional Governments", published Sept. 20, 2010). Specifically, the 

criteria assign ratings based on the assessment and scoring of seven key factors : 
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Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

• Institutional framework; 
• Economy; 

• Management; 
• Budgetary flexibility; 
• Budgetary performance; 

• Liquidity; and 
• Debt ani:I contingent liabilities. 

Although the criteria assess the same factors, the measures used to assess these factors are detailed in a manner 

consistent with the characteristics and reporting conventions of U.S. public finance obligors. 

6. The initial indicative rating results from a weighted average of the factors detailed above. The economy score receives 

a 30% weight, and the management score receives 20%. The financial-related scores, liquidity, budgetary performance 

and budget flexibility, each account for 10% of the total score. The institutional framework score also receives a 10% 

weight, as does the debt and contingent liabilities score. Certain score levels result in ratings different from those 

suggested by the weighted average. Chart 1 outlines a summary of the analytical framework for assigning a local 

government's GO rating. 
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Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

Chart 1 

Analytical Framework For Local GO Ratings 

Financial Measures Debt& 
Institutional 

Economy Management Contingent 
Framework Budgetary Budgetary 

10% 
30% 20% Liquidity 

Performance Flexibility Liabilities 
10% 

10% 10% 10% 

i i i l i l l 
Indicative Rating 

Positive Overriding Factors 

High income levels (one- or two-notch 
adjustment) 

Sustained high fund balances 
(one-notch adjustment) 

-..... 
... -

, ... 
~ 

... -
.... 

... 

... 

... 
~ 
~ 

... 
, ' 

Negative Overriding Factors 

Low market value per capita (one-notch 
adjustment) 

Low nominal fund balance (one-notch 
adjustment) 

Weak liquidity (caps rating at 'BBB+' or 
'BB+') 

Weak management (caps rating at 
'A' or 'BBB-') 

Lack of willingness to pay obligations 
(caps rating at 'BBB-' for leases and 'B' 
for debt) 

Large or chronic negative fund balances 
(caps rating at 'A+', 'A-', or 'BBB') 

Budgetary flexibility score of '5' (caps 
rating at 'A+') 

Structural imbalance (caps rating at 
'BBB+') 

Potential one-notch adjustment (but not higher than cap) 

©Standard & Poor's 2013. 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 

Final Rating 

SEPTEMBER 12, 2013 5 

1353994 I 300881696 

Case 6:12-bk-28006-MJ    Doc 1662-7    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit G    Page 6 of 38



Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

III. SUMMARY OF CHANGES FROM THE REQUEST FOR COMMENT 

See Appendix III in Section IX. 

IV. IMPACT ON OUTSTANDING RATINGS 

7 Standard & Po or's maintains issuer credit ratings or ratings on GO debt (or debt equivalent to or based on the GO 

rating) for more than 4,000 governments included in the scope of the criteria. Assuming that governments maintain 

their current credit characteristics, testing suggests that about 60% of the ratings would remain unchanged under the 

criteria while about 30% of the ratings would increase and about 10% would decrease, generally by one notch. 

V. EFFECTIVE DATE AND TRANSITION 

8 The criteria described in this article are effective immediately and apply to all new and outstanding ratings within 

scope. We intend to complete our review of issuers affected within the next 12 months. 

VI. METHODOLOGY 

A. Local Government Rating Calibrations 

1. Local Governments Globally 

9 Local governments exist to provide services to the population. Services may be mandated by a higher-level 

government, but often the levels and choice of services to be provided are at the local government's discretion. 

Governments may rely on locally levied and collected taxes or user charges, or on taxes, grants, or aid distributed from 

higher levels of government to fund services. Local governments often have little direct control over funds distributed 

from higher levels of government, and higher-level governments may place restrictions on local taxing levels--if local 

taxes may be levied at all. 

10 A local government's ability and willingness to make fiscal adjustments and its legal and political relationships with 

higher levels of government can be more important to its ability to meet debt service than its economic trends or 

financial position. An overall economic decline can threaten the ongoing paying ability of a company more directly 

than a government because the company may find it difficult to raise prices or reduce costs due to demand elasticity. 

Although unpopular, governments with sufficient autonomy may raise taxes or cut services without seeing mass 

outmigration from the jurisdiction relative to the demand volume reduction faced by a company. For governments 

without such autonomy, relationships with higher-level governments are key for restoring balance. 

11 Variables such as economic conditions, debt levels, and financial performance can suggest when difficult decisions to 

restore fiscal balance might become necessary, but do little to suggest whether prudent decisions will be made. 

Different government responses can therefore produce different default outcomes for periods with the same level of 
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Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

stress. Accordingly, predictions of precise default amounts and probabilities become more suspect. This complicates 

the calibration of criteria to economically-based stress scenarios but does not prohibit it. The long-term and repeating 

trend of higher local-government defaults following periods of significant economic stress is well-established and dates 

back to ancient Greece. 

2. The Specific Case Of U.S. Local Governments 
12. From a global perspective, U.S. local governments have a fairly high degree of autonomy. Virtually all U.S. local 

governments levy some sort of tax and levy various other fines, fees, and charges. U.S. census data show that 

own-source revenues account for 63% oflocal general government revenues. However, this total includes school 

districts which typically receive a large amount of state funding. For municipalities and counties specifically, data for 

credits rated by Standard & Poor's suggest this percentage is 79%. Direct funding from the federal government 

represents only about 4% of total local government revenues, much of which represents funds designated for capital 

spending. 

13. Due to the federalist structure of the U.S. government, individual states, rather than the U.S. government, make most 

of the laws regarding what taxes local governments may raise, how much debt they can issue, and other matters of 

local government finance. A local government rating is not automatically constrained by the U.S. sovereign rating or 

its respective state rating. The economic and fiscal relationships, dependencies, and/ or interdependencies between 

levels of governments will determine the credit linkages along with our framework to rate entities above a sovereign 

rating (see "Ratings Above The Sovereign--Corporate And Government Ratings: Methodology And Assumptions" 

published Nov. 19, 2013). 

14. Although states do have significant power over their local governments, their use of this power pales in comparison to 

the use of such powers by sovereign or regional governments in other countries. Although states have at times 

tinkered with the mix oflocal government revenues and imposed various limits or regulations around the use of debt 

and taxes, the basic tenets of U.S. local government finance have remained largely in place since colonial times. 

Neither American independence, the American civil war, nor severe economic downturns, such as those witnessed in 

the late 1830s, late 1870s, and early 1930s, have changed the basic premise of local governments relying largely on 

own-source revenues to fund different service levels of their own choosing. Some studies suggest to us that this 

self-reliance drives the low debt levels and fiscal stability observed in U.S. local governments and similar jurisdictions 

(see Jonathan Rodden in Related Research). 

15. Property taxes remain a cornerstone of U.S. local government finance and often provide stability to finances. This 

stability results from laws in many states that delink tax base growth from overall market volatility. In addition, the lag 

between market cycles and their effect on revenues allows public officials to adjust rates to offset market effects. The 

recent downturn illustrates this. Property tax revenues actually grew in 2009, while income tax revenues declined 17% 

and sales taxes declined 7.5%. Owing to the aforementioned lag, analysis done by the Pew Charitable Trusts using U.S. 

Census data shows that property tax revenue did decline in 2010, but only by 1.05%. Although conditions vary, data 

from local governments rated by Standard & Poor's show n.o decline in property tax revenues for the average 

government in fiscal 2010. For more information, see Lutz, Molloy, and Shan in Related Research. 
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Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

3. The Strength Of The General Obligation Pledge And State Level Incentives For Debt Payment 
16. A general obligation pledge usually obligates a local government to use all legally available funds to pay debt service 

and--if such current funds are not sufficient--to take actions necessary to increase those funds. This includes an 

obligation to levy additional property taxes specifically for debt service, although state tax caps may limit this pledge. 

A limited tax pledge may affect the rating (see "Standard & Poor's Refines Its Limited-Tax GO Debt Criteria", 

published Jan. 10, 2002). 

1 7. In addition, some states have laws that empower state governments to take over local governments when their 

financial position deteriorates significantly or to direct state-appropriated monies for debt repayment. Even temporary 

relief from debt payments may elude local governments if GO debt enjoys the additional benefits of dedicated taxes or 

other "special revenues". About one-half of states' statutes either fail to provide specific authorization for municipalities 

to file for bankruptcy, as currently required for a bankruptcy filing under the U.S. Bankruptcy Code, or prohibit such a 

filing. Of the remaining 28 whose statutes authorize bankruptcy, 15 states only authorize municipal bankruptcy subject 

to approval or other conditions, and many states have used this approval power to intervene before a bankruptcy can 

occur. 

18. While the nature of the GO pledge may best explain the miniscule net losses experienced on municipal debt during the 

Great Depression (net losses amounted to 0.4% of debt outstanding), in our view the limitations associated with 

Chapter 9 bankruptcy, and states' use of their additional oversight powers also contribute to the sector's extraordinarily 

low default rate by reducing political risk. Faced with the potential for longer-term costs of reduced market access and 

reputational damage for state and local officials, nonpayment of debt, in our view, makes little sense for most 

governments experiencing fiscal stress. 

4. U.S. Local Government Payment Performance 
19. Some proponents of current local government stability criticize references to local government defaults in periods such 

as the Great Depression or earlier. They cite changes such as lower government debt levels, improved revenue 

diversification, stronger state oversight, and fundamental changes to the economic and banking sectors as reasons why 

such previous default performance is less relevant. While the criteria recognize and incorporate many of these 

changes, such statements, in our view, overlook important reasons to consider past payment performance. First, given 

the experience of the recent recession and current economic challenges, the idea that the municipal performance seen 

only since World War II will continue regardless of future conditions is itself suspect. Rather than blind speculation, 

past performance provides observable data with which to compare and contrast different scenarios. Second, the period 

since World War II generally does not provide sufficient stressful periods with which to calibrate general obligation 

criteria (see "Understanding Standard & Pear's Rating Definitions", published June 3, 2009). Although the recent 

recession may demonstrate that municipal credits in general are investment grade, it provides little insight as to 

whether the current criteria appropriately differentiate 'A', 'AA', and 'AAA' credits as suggested by the article above. 

That evaluation requires more stressful periods. 

20. Several studies provide what we consider to be good summaries of past municipal credit performance. The work most 

often quoted is George Hempel's "The Postwar Quality of State and Local Debt", published by the National Bureau of 

Economic Research (NBER) in 1971. The criteria also take Hempel's 1964 University of Michigan dissertation, "The 

Postwar Quality of Municipal Bonds", on which the NBER publication is based as a resource because it provides a bit 
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Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

more detail. A major source for Hempel's work that focuses specifically on local government debt is Albert M. 

Hillhouse's "Municipal Bonds: A Century of Experience". Both works provide summaries and discussion, but do not 

present the underlying data. Hillhouse's "Defaulted Municipal Bonds (1830-1930)", lists every recorded default over the 

100-year period referenced. When considering relationships between state and local governments, William A. Scott's 

"Repudiation of State Indebtedness" provides details on the actions of states under stress. 

21. Hillhouse and Hempel come to similar conclusions on municipal defaults. On the one hand, local government defaults 

occur across all types of governments (see Appendix I in Section VII), in both good and bad economic times. On the 

other hand, the number of local government defaults becomes worrisome only during very stressful periods, and even 

then a majority of governments continue to pay their debts (see chart 2 and Appendix I). Both agree that the ultimate 

repayment record for local governments when they default is very strong. 

Chart 2 

Government Defaults As A Percentage Of Total 
Governmental Units By Type Of Government* 

• lnoorpcrst : :l mun1::;ps!> 
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* See table 16 
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22 The criteria consider the overall strong payment performance even after adjusting for differences in economic stress. 

The criteria are calibrated to provide rating results consistent with the extraordinarily historically low levels oflocal 

government defaults. 
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Criteria I Governments I U.S. Public Finance: U.S. L ocal Governments General Obligation Ratings: Methodology 
And Assumptions 

23 We do not expect a change in the historically extraordinarily low default rates in this sector. When there is a rapid 

deterioration, we do expect to continue to see multiple-notch downgrades. Please see "The Time Dimension Of 

Standard & Poor's Credit Ratings", published Sept. 22, 2010, for a description of potential ratings migration. 

B. Framework For Determining A U.S. Local Government Rating 

24. The criteria assess seven factors : 

• Institutional framework (see paragraphs 36-40); 
• Economy (see paragraphs 41-47); 
• Management (see paragraphs 48-58); 
• Budgetary flexibility (see paragraphs 59-64); 

• Budgetary performance (see paragraphs 65-68); 
• Liquidity (see paragraphs 69-77); and 
• Debt and contingent liabilities (see paragraphs 78-84). 

Scores for each factor range from '1' (the strongest) to '5' (the weakest). The economy score receives a 30% weight and 

management receives 20%. These scores receive the highest weight because of management's ability to tap the local 

economic base for additional revenues if it chooses to do so in a timely manner. The financial scores combined receive 

30%, with liquidity, budgetary performance, and budgetary flexibility each accounting for one third of the 30%. The 

institutional framework score and debt and contingent liabilities score each receive 10% (see chart 1). Table 1 shows 

the indicative rating outcomes that result from the weighted average of these scores. Absent the overriding factors 

detailed in table 2, the final rating assigned to the GO issue.or the ICR will be within one notch of the indicative rating 

shown in table 1, with one-notch differentials determined based on trends and comparisons with similarly rated peers. 

When the overriding factors detailed in table 2 notch the rating (rather than cap the rating), the one-notch differentials 

of the prior sentence can still be applied. Importantly, certain data are adjusted to facilitate comparability and 

consistency. Please refer to paragraphs 94 to 10 2 for a list of defined terms and related adjustments. In addition, please 

refer to the article, "S&P U.S. Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency," 

published Sept. 12, 2013, for a more extensive summary of data adjustments. 

Table 1 

Indicative Rating Outcomes Resulting From The Weighted Average Of Seven Factors 

Factor Score Weighted Average Indicative Rating 

1.00 - 1.64 AAA 

1.65 - 1.94 AA+ 

1.95 - 2.34 AA 

2.35 - 2.84 AA-

2.85 - 3.24 A+ 

3.25 - 3.64 A 

3.65 - 3.94 A-

3.95 - 4.24 BBB+ 

4.25 - 4.54 BBB 

4.55 - 4.74 BBB-
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Table 1 

Indicative Rating Outcomes Resulting From The Weighted Average Of Seven Factors (cont.) 

4.75 - 4.94 BB 

4.95 - 5.0 B 

The indicative rating results from the weighted average outcomes as shown above. The final rating may differ from the indicative rating above by 
one notch based on trends and comparisons with peers in that range. The final rating may also differ from the indicative rating due to the 
presence of overriding factors described in paragraphs 25-35. For ratings below 'B-' please see "Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 
'CC' Ratings" published Oct. 1, 2012, and "Standard & Poor's Ratings Definitions", published June 17, 2013. 

Overriding Factors 

25 The criteria employ a series of overriding factors that can result in the final rating assigned to the local government 

being different from the indicative rating outcome suggested by table 1. Table 2 summarizes these factors. Certain 

conditions result in the final rating moving a specified number of notches above or below the indicative rating. If 

multiple notch overrides exist, the final rating is based on the net effect of those overrides. 

26 Certain other conditions result in the final rating being capped at a certain level. When such conditions exist, the final 

rating could be lower than the cap depending on the severity of the condition present, and the final rating could be 

lower than the indicative rating even if the indicative rating is lower than the ratings cap in table 2. Rating caps are 

absolute, meaning that the positive relative adjustments described below do not allow ratings to exceed the cap. If 

multiple cap overrides exist, the rating cap used is the lowest cap of all the individual overrides that apply. 

27 If multiple overrides involving both caps and notches exist, the final rating will be based on the lower of the lowest 

rating cap or the indicative rating as adjusted by the notch overrides. For example, a local government could have an 

indicative rating of 'A', a negative one-notch override, and a condition that results in a capped rating of 'A+'. In such a 

case, the indicative rating as adjusted by the notch override would equal 'A-'. Since 'A-' is lower than the rating cap, the 

final rating could be at most 'A' (if the one-notch adjustment described in paragraph 24 were applied) or any lower 

rating given that a cap override applies. If, instead, the indicative rating were 'AA' in this example, then the indicative 

rating as adjusted by the notch override would be greater than the rating cap of'A+'. Therefore, the rating outcome 

could be no higher than 'A+' (the one-notch adjustment cannot increase a rating above a rating cap), but could be any 

lower rating given that a cap override applies. We acknowledge that the assignment and removal of caps may cause an 

increase in ratings volatility and potentially steeper rating transitions. 

Table 2 

Summary Of Overriding Factors (see paragraphs 25-35) 

Overriding Factor 

Notch Overrides 

Projected pe·r capita EB!* > 225% of U.S. projected per capita EB! 

Projected per capita EB!* > 300% of U.S. projected per capita EB! 

Total Market Value per capita < $30,000 

Available Fund Balance > 75% of general fund expenditures for the most recently reported 
year, the current year and next year and is expected to continue 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 

Result 

Final rating one notch higher than that suggested 
by table 1 

Final rating two notches higher than that suggested 
by table 1 

Final rating one notch lower than that suggested 
by table 1 

Final rating one notch higher than that suggested 
by table 1 
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Table 2 

Summary Of Overriding Factors (see paragraphs 25-35) (cont.) 

Available Fund Balance < $500,000 Final rating one notch lower than that suggested 
by table 1 

Cap Overrides (rating capped) 

Liquidity score equals '4' Final rating capped at 'BBB+' 

Liquidity score equals '5' Final rating capped at 'BB+' 

Management score equals '4' Final rating capped at the lower of 'A' and one 
notch lower than that suggested by table 1 

Management score equals '5' Final rating capped at the lower of 'BBB·' and two 
notches lower than that suggested by table 1 

Management score equals '5' due to a lack of willingness to support unconditional debt Final GO rating on debt not in default capped at 'B' 
obligations 

Available Fund Balance< -10% of general fund expenditures for the most recently reported Final rating capped at 'A+' 
year or budget flexibility score equals '5' 

Available Fund Balance < -5% of general fund expenditures fo r the two most recently Final rating capped at 'A-' 
reported years 

Available Fund Balance < -5% of general fund expenditures fo r the three most recently Final rating capped at 'BBB' 
reported years 

Budget performance: For local governments that exhibit characteristics of structural Final rating capped at 'BBB+' 
imbalance expected to continue and the government does not have a credible plan to restore 
balance 

*EBl--Effective Buying Income (see glossary) 

Factors That Notch From The Indicative Rating 
a) Rating adjustments for certain economic measures 

28 When variables measured as part of the overall economic score take on extreme values, adjustments from the 

indicative rating occur. When projected per capita Effective Buying Income (EBI) as a percentage of the U.S. projected 

per capita EBI exceeds 225% (50% higher than the top income threshold in table 8), the final rating is raised by one 

notch to account for the extreme income levels in the tax base. When projected per capita EBI exceeds 300% of the 

U.S. level, the final rating is raised by two notches. No similar adjustment applies to Total Market Value (TMV) per 

capita because high scores often result from concentrated tax bases. When TMV per capita is less than $30,000, 

however, the final rating is lowered by one notch to reflect the limited tax base supporting debt. 

b) Sustained large positive fund balances 

29 An abnormally large sustained Available Fund Balance signifies heightened flexibility if projections suggest that it will 

endure. Accordingly, the maintenance of an Available General Fund Balance exceeding 75% of general fund 

expenditures for the most recently reported year, the current and next year, and that is projected to continue at that 

level raises the final rating by one notch. 

c) Low nominal fund balances 

30 The Available Fund Balance as a percentage of expenditures measure, used in the budgetary flexibility score, can mask 

vulnerability when absolute nominal levels of reserves are low. Accordingly, when the Available General Fund Balance 

for the most recently reported year is below $500,000 (but above a level that causes a rating cap to occur -- see 

paragraph 34), the final rating is lowered by one notch to reflect this vulnerability. 
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Factors That Cap The Final Rating 
d) Liquidity 

31. Although liquidity receives limited weight in determining the indicative rating because of a local government's ability 

to make fiscal adjustments, its importance grows as the liquidity score weakens. A liquidity score of'4' caps the final 

rating on a local government at 'BBB+' regardless of other strengths. An overall liquidity score of '5' limits the final 

rating to no higher than 'BB+'. 

e) Management 
32. The decentralized and autonomous nature of U.S. local governments creates a stronger link between management and 

credit quality, particularly when limited or weak management exists. Accordingly, an overall management score of '4' 

results in a final rating at least one notch below the indicative rating outcome and limits the rating to no higher than 

'A'. A score of '5' results in a final rating at least two notches below the indicative rating outcome and limits the rating 

to no higher than 'BBB-'. 

33. When a management score of '5' results from a current lack of willingness to pay a debt, capital lease obligation, or a 

moral obligation pledge (see paragraph 53), the rating cap depends on the nature of the obligation. A current lack of 

willingness to. pay an unconditional debt obligation of the government would cap the final rating on other GO debt of 

the government at no higher than 'B' and would likely be lower. While the !CR of a local government would fall to 'D' 

or 'SD' following a default on an actual debt obligation, the payment prospects for other GO debt may remain stronger 

(such as when the default results from insufficient funds for limited-tax GO debt and other GO debt enjoys an 

unlimited-tax pledge). Consistent with our criteria for appropriation-backed obligations, a failure to pay a capital lease 

obligation also caps the GO rating (see "Appropriation-Backed Obligations", published June 13, 2007). A current lack 

of willingness to pay a capital lease or other obligation subject to annual appropriation by the government, including a 

moral obligation pledge, would limit the GO rating to no higher than 'BBB-' even though the government was not 

legally obligated to make payment on the appropriation obligation without the appropriation. 

f) Large or chronic negative fund balances 
34. A government's Available Fund Balance forms the initial score for budgetary flexibility. Even when other forms of 

flexibility exist, however, a nontrivial fund balance deficit signifies heightened pressure, especially when the deficit 

endures. The presence of such pressure is consistent with the capped ratings suggested by table 2, even though the 

government may retain a significant capacity to repay debt. Accordingly, an Available Fund Balance of less than 

negative 10% of general fund expenditures in the most recently reported year caps the final rating at 'A+'. Ratings 

above 'A-' are typically for cases where we believe the Available Fund Balance will not be less than negative 5% 

beyond the most recently reported year. A budget flexibility score of'5' signifies limited flexibility and also caps the 

final rating at 'A+'. An Available Fund Balance ofless than negative 5% for the two most recently reported years caps 

the final rating at 'A-'. Ratings above 'BBB' are typically for cases where we believe the Available Fund Balance will not 

be less than negative 5% beyond the most recently reported year. The existence of such Available Fund Balance for 

the three or more of the most recently reported years signifies to us a chronic problem and caps the final rating at 

'BBB'. 
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g} Structural imbalance 
35 The final rating is capped at 'BBB+' when the entity has structural imbalance. For this purpose structural imbalance is 

determined over a four-year horizon (past two years, current year, and next fiscal year). Additionally, management 

does not have a credible plan to adequately correct the imbalance. Characteristics of structural imbalance include: 

• Significant use of one-time revenue, 

• Borrowing for ongoing operations, 
• Unplanned fund balance drawdowns, 
• Recurring unbudgeted expenditure and revenue mismatch, and 
• Significant dependence on volatile revenue. 

C. The Institutional Framework Score 

36 The institutional framework score assesses the legal and practical environment in which the local government 

operates. Accordingly, all governments of the same type within the same state receive the same score. Since state 

constitutions and state laws generally dictate the terms under which local governments may operate, the score reflects 

these state-specific elements. To enhance comparability with local governments outside the U.S., the criteria assess the 

same areas as detailed in paragraph 39 of our criteria, "Methodology For Rating International, Local, And Regional 

Governments", published Sept. 20, 2010. Specifically, these areas include predictability, revenue and expenditure 

balance, transparency and accountability, and system support. Scores for each area, however, use slightly different 

measures that are more specific and more relevant to the U.S. and range from '1' (the best) to '5' (the worst). The 

criteria then average each of the scores equally to determine the overall institutional framework score as detailed in 

table 3. 

Table 3 

Institutional Framework Score Outcomes 

Score Range Institutional Framework Score 

1- 1.5 1 (very strong) 

1.75 - 2.75 2 (strong) 

3.0- 3.75 3 (adequate) 

4 - 4.5 4 (weak) 

4.75 - 5 5 (very weak) 

The institutional framework score results from the average of the scores for predictability, revenue and expenditure balance, transparency and 
accountability, and system support (see paragraphs 37-40). Each score receives equal weight in the average. 

1. Predictability 
37 Predictability assesses the extent to which a local government can forecast its revenues and expenditures on an 

ongoing basis. The ability and frequency of changes to municipal responsibilities or revenue raising capabilities 

resulting from state or statewide voter actions can complicate local government decision making. An inability to 

sufficiently plan and implement strategies to accommodate these changes can affect a government's fiscal position. 

Table 4 details the scoring for predictability. 
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Table 4 

Assessing Predictability 

Score 

I (very strong) 

2 (strong) 

3 (adequate) 

4 (weak) 

5 (very weak) 

Description 

None of the following elements are true: voter initiative or referenda rights exist to automatically alter revenues or 
expenditure responsibilities; the state has significantly changed its statutes governing local government revenues or 
expenditure responsibilities in the past eight years (to the detriment of this type of municipality); the state has changed the 
disbursement pattern of state-shared revenues in the past eight years (to the detriment of this type of municipality) and these 
revenues are a major portion of local government revenues. 

One of the elements in I is true, but such events are not frequent from a long-term perspective. The nature of deliberation 
and implementation of change allow sufficient time for local government planning and adjustment. 

More than one of the elements in I is true, or at least one of the elements is recurring. The nature of deliberation and 
implementation of change allow sufficient time for local government planning and adjustment. 

At least one of the elements in I is true, but the pace of change does not allow for planning and adjustment. 

The system is volatile, with ongoing and ill-prepared large-scale transformations that do not allow for planning and 
adjustment. Legal rights and obligations between the state and local level are unclear, adding to the lack of clarity. 

2. Revenue and expenditure balance 

38 Revenue and expenditure balance assesses the extent to which local governments have the ability to finance the 

services they provide. The focus is on revenue raising capability in scores one, two and three under the presumption 

that most municipalities have significant control over their expenditures. Only when revenue raising capacity is 

limited, and there are significant unfunded or partially unfunded expenditure mandates, are scores of four or five likely. 

Additionally, the criteria treat state provisions that require minimum balances as enhancing flexibility, while those that 

limit balances diminish it. Table 5 details the scoring for this measure. 

Table 5 

Assessing Revenue And Expenditure Balance 

Score 

I (very strong) 

2 (strong) 

3 (adequate) 

4 (weak) 

5 (very weak) 

Description 

Local governments within the state have statutory flexibility to raise local source revenues for operating purposes 
without voter approval. Where limits on the ability to raise revenues exist, they are such that most governments within 
the state still retain significant capacity to raise revenues. 

Local governments within the state have some flexibi lity to raise local source revenues for operating purposes without 
voter approval. Limitations (such as property tax caps) restrict flexibility, but still allow for most local governments to 
raise such revenues. 

Virtually no ability exists to raise local source revenues for operating purposes without voter approval. Additional 
flexibility may come from state revenue sharing. 

No ability exists to raise local source revenues even with voter approval, or there are significant unfunded or partially 
unfunded expenditure mandates that overwhelm the average entity's budget. 

No ability exists to raise local source revenues even with voter approval, and there are significant unfunded or partially 
unfunded expenditure mandates that overwhelm the average entity's budget. 

A statutory minimum fund balance improves the score by one point and a statutory maximum fund balance worsens the score by one point. 

3. Transparency and accountability 

39 Transparency and accountability assess the overall institutional framework's role in encouraging the transparency and 

comparability of relevant financial information. When states require annual audits, this increases the likelihood that 

audits will be done and that late audits will be noted. States' regulations requiring audits and strong accounting 

standards such as generally accepted accounting principles (GAAP) usually enhance reporting detail and consistency 

across municipal credits, making it easier to have a sufficient uniform method of interpretation. States that allow cash 
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accounting tolerate a lesser degree of completeness and consistency. Table 6 details the scoring for this measure. 

Table 6 

Assessing Transparency And Accountability 

Score 

1 (very strong) 

2 (strong) 

3 (adequate) 

4 (weak) 

5 (very weak) 

Description 

State statutes or other provisions require annual financial statements that comply with GAAP. 

State statutes or other provisions require audited annual financial statements, but no GAAP requirement exists. Most 
audits utilize accrual and/or modified accrual accounting. 

State statutes or other provisions require annual financial statements, but no GAAP requirement exists. Most audits 
utilize cash or modified cash accounting. 

No requirement for annual financial statements exists or there is no requirement for an audit. Interim reports provide the 
only source of financial information for most local governments in some years. 

No requirement for financial statements exists. Cash-basis reports provide the sole source of financial information for 
most local governments in most years. 

4. System support 

40 System support addresses the extent to which local governments receive extraordinary support from a state 

government when the local government is under extreme stress. Forms of extraordinary support range from state 

government control and oversight to emergency loans or other liquidity assistance. Table 7 details the scoring for this 

measure. 

Table 7 

Assessing System Support 

Score 

1 (very strong) 

2 (strong) 

3 (adequate) 

4 (weak) 

5 (very weak) 

Description 

A tested, formal mechanism for providing extraordinary support for local governments exists, which has restored fiscal 
stability. Such mechanisms may help with liquidity, capital market access, government management. or capital funding. 

Mechanisms for providing extraordinary support are Jess formalized, untested, or have not consistently restored fiscal 
stability but ongoing mechanisms to help with liquidity, capital market access, government management, or capital 
funding do exist. 

No mechanisms for providing extraordinary support exist, but state statutes do not authorize local governments to file for 
bankruptcy or require further state approval. 

No mechanisms for providing extraordinary support exist and state statutes specifically authorize local governments to file 
for bankruptcy without state approval. 

No mechanisms for providing extraordinary support exist, and the state has recently passed legislation that threatens the 
solvency oflocal governments without providing adjustment capabilities. 

D. Economic Score 

41 The economic score assesses both the health of the asset base relied upon to provide both current and future locally 

derived revenues as well as the likelihood of additional service demands resulting from economic deterioration. 

Projected per capita EBI as a percentage of the U.S. level, and TMV per capita combine to form the initial economic 

score due to the data availability of these statistics at the local level and their correlation with overall economic activity 

and local government revenues. Table 8 details the manner in which different values of these two statistics combine to 

form the initial economic score. 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT SEPTEMBER 12, 2013 16 

1353994 I 30088 1696 

Case 6:12-bk-28006-MJ    Doc 1662-7    Filed 09/17/15    Entered 09/17/15 17:49:42   
 Desc Exhibit G    Page 17 of 38



Criteria I Governments I U.S. Public Finance: U.S. Local Governments General Obligation Ratings: Methodology 
And Assumptions 

Tablc8 

Assessing The Economic Score (see paragraphs 41-47) 

To1al Mar1<et Value Per Capita 

Projected percapi1a effective buying income 
>5195,000 5100,00D to SB0,000 to 555,000 to 

<S55,000 
as a % of U .5. prtjected per capita E Bl 5195,000 5100,000 580,000 

>150 1 1.5 2 2.5 3 

110 to 150 1.5 2 2.5 3 3.5 

85 to 110 2 2.5 3 3.5 4 

70 to 85 2 .5 3 3.5 4 4.5 

~70 3 3.5 4 4.5 5 

A score of ' 1',' Z , '3' ,' 4', and '5' means very strong, strong., adequate, \oeak, and very \<.eak, respectively. 

Qua! itative factors with a positive i fll>aCt on the initial Qualitativefactors wth a negative i"""8ct on the initial 
score score 

Participation in a larger broad and diversified economy (see Negative budget impact from dern ographic profile: population 
para graphs 45-47). decrease and/or high share of dependent population (>55%) 

have a material negative impact on future rev enue gro\•th and 
expenditure needs 

A stabilizingi institutiona l influence "'1th a longstandng role as High county unemployment rate (>10%). 
a major employer, such as higher education, health care, 
military, or large and stable corporate presence. 

If employment concentration v.tiere an individual sector 
(excluding educatio!Vhea lth, g;iv ernment, and transportation , 
trade and utilities) represents more than 30% of the non farm 
\'Drk base, or tax base concentration ,..., ere. the top 10 
taxpayers repre-sent more than 35% of the tax base exists, the 
score \Wrsens by one point (1 ). If the top 10 taxpayers exceed· 
45% of the tax base, the score v.orsens by hw points (2.0). 

The adjustment im pact of each qualitative factor counts for one point (1.0), excefl: for employment and tax base concentration, 
\..tlere the score may differ bytv.o points (2.0) as described above. The fina l economic score equals the initial score adjusted up 
or 00\"'1 based on the net effect ofthe q ualitative factors. Metrics that equal a cut-off point betv.een tvo init ial scores \•.ill equate 
to the \'Drse srore. To ca lculate the mar1cet value per capita, the criteria. use the most recent estimate available. To cala.ilate 
projected per capita E Bl , t he criteria use the most recent loca l level E B l available, adjusted for per capita personal in come 
gro\•.th expectations for the next five y ears. IHS lnc.(knowi as Global Insight ) or another similar source is used for county-level 
data and U.S. income projections, \tilile Nielsen (C laritas) or another similar source is used for local level data. To measure 
unempfo,yment, the criteria use county-level data from the Bureau of Labor Statistics and take the annual rate for the last 
calendar year. For loca l g;iv ernments located w th m uttiple counties, county-level d ata is \..eight-averaged based on the 
percentage of the population of the local government in each county. 

42 The final economic score will vary from that suggested by the initial score depending on the presence of one or more 

conditions, as shown in the table 8. 

43 Local income and TMV statistics may underestimate fundamental economic strength. For example, local TMV 

statistics will not accurately reflect the economic activity and stability brought by a university, nor will student income 
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levels reflect their additional spending power coming from parent financing or student loans. Participation in a broader 

metropolitan area may bring nonresident spending into a community or provide additional job opportunities for 

residents beyond its borders--especially when the metropolitan area is economically strong. 

44 By contrast, income and TMV per capita may fail to account for additional risks. The impact on income and economic 

activity from job losses may not immediately show up in income levels and market prices, and such losses are more 

likely to occur in more cyclical and concentrated tax bases. Because they do not exhibit strong cyclicality, 

concentration in the education/health, government, and transportation, trade and utilities sectors are not considered 

for this adjustment. County-level unemployment rates are used to reflect the wider view of the local economy. 

Population declines may also dampen the impact on per capita measures, and high Dependent Population levels can 

mean additional service requirements or different levels of willingness to support tax increases. 

45 We assess participation in a larger broad and diversified economy at the Metropolitan Statistical Area (MSA) level. 

When the MSA is deemed to be broad and diverse, a positive adjustment of one point is applied to the initial economic 

score. The determination is based on an evaluation of three components--employment diversity, employment growth, 

and the employment base. Each of the three components is scored as strong, moderate, or weak and is equally 

weighted. Strong and weak scores offset each other, while a moderate score remains neutral. MSAs are considered to 

be broad and diverse when the net score of the three components is strong, and are not considered broad and diverse 

when the net score is weak. If the net score is moderate, applying the broad and diverse adjustment to the initial 

economic score may be warranted if we determine the local government benefits significantly from participation 

within its respective MSA. 

46 Employment diversity within an MSA is primarily assessed using a Herfindahl Index that includes the share of total 

employment distributed across 12 general employment sectors. For this index, we consider less than 0.15 to be strong, 

between 0.15 and 0.18 to be moderate, and greater than 0.18 to be weak. Employment growth is primarily measured 

by the percentage change in total employment within an MSA for the prior five-year period. For this measure, we 

consider an MSA with a rate better than the sum of all MSAs as strong; if the MSA's rate is worse but within three 

percentage points of the sum of all MSAs it is considered moderate, and a rate more than three percentage points 

worse is considered weak. The employment base measures total employment within the MSAs across all sectors. For 

this measure, we consider population greater than 250,000 to be strong, between 100,000 and 250,000 to be moderate, 

and less than 100,000 to be weak. 

47 Additional considerations include employment concentration within specific sectors if: 1) the Herfindahl index is 

greater than 0.067, excluding the education/health, government, and transportation, trade, and utilities sectors, or 2) 

any volatile sector is more than double the level found in the sum of all MSAs and a large 10-year percentage decline 

in total employment (greater than 10% ). If any of these considerations exist, they may reduce the overall score from 

strong to moderate or moderate to weak. 

E. Management Score 

48 The rigor of a government's financial management practices is an important factor in Standard & Poor's analysis of 
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that government's creditworthiness. Managerial decisions, policies, and practices apply directly to the government's 

financial position and operations, debt burden, and other key credit factors. A government's ability to implement 

timely and sound financial and operational decisions in response to economic and fiscal demands is a primary 

determinant of near-term changes in credit quality. The management score assesses the impact of management 

conditions on the likelihood of repayment. The score does not measure individual managerial quality, organizational 

efficiency, or any other performance indicator associated with management. Table 9 summarizes the scoring for the 

management score. 

49 The Financial Management Assessment (FMA) methodology (see "Financial Management Assessment", published 

June 27, 2006) used in U.S. public finance forms the starting point for the management score. The FMA assesses only 

the policies and practices of a local government. Our criteria recognize the mere development of such practices as a 

principal method for preventing default as early as the 1930s evidenced in Hillhouse. 

Table 9 
Assessing The Management Score (see paragraphs 48-58) 

Score Characreristics 

1 (very strong) FMAscore of •stron~ and none of the factors in scores '4' or 
'5' are present. 

2 (strong) Ft.1A score of "Good" and none of the factors in scores '4' or 
'5' are present. 

3 (ade<J,1ate) FMA score of •standarU" and none of the factors in scores '4' 
or '5' a re present. 

4 (\•.eak) Fl.1A score of ·vulnerable" or any of the follo\•.1ng is present: 
there is a financia l reporting restatement that has a material 
negative impact; any of the conditions in score '5' existed 
\•,ittlin the past three years; the structura l imbalance override 
condition exists or existed \!Jthin the past three yess; or a 
verv hiah de~. oension and OPE B burden. 

5 (very \•.eak) Regardess of the f r.IAscore, any of the follovJng is present: 
a management team that lacks relevant skills resulting in a 
\•.eak capacity for planning, monitoring, and management; an 
auditor has delivered a going concern opinion; the 
government is exhibiting an un\'.1llingness to support a debt or 
capita l lease obligation ; or the goverrvn ent is actively 
conslderino bankruotcv in the near tenn. 

Qualitative factors with a posi1ive impact oo the Qualitative factors wth a negative impoct Ol1 tile initia l 
ini:tial score score 

Consistent abilityto maintain balanced operations. Frequent management turnover inhibiting a current 
understanding of the government's financial position and its 
ability to adjust, or political gridlock , or instability that brings 
the same results 

Government service levels are limited. Consistent inability to execute approved structural reforms for 
h'D consecutive years. 

for each relevant qualitative factor, the score changes by one po int. The final management score equals the initial 
score adjusted up ordoM based on the net effect of the qualitative adjustments. Qualitative adjustments cannot 
improve an initia l management score of"5' or, in certain cases. a score of ' 4' (see paragraph 57). 
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50. Regardless of the initial management score resulting from the FMA and any adjustment factors, certain conditions 

automatically cap the score at '4' or '5'. A capped score of '4' can occur if the financial reporting of the municipality is 

subject to material restatements to an extent that the uncertainty created is consistent with ratings no higher than 'A'. 

This does not include required accounting adjustments such as required changes by the Governmental Accounting 

Standards Board (GASB). Another instance when a capped score of '4' may occur is within three years after a condition 

that would cause or caused a management score of'5'. In such cases, the uncertainty surrounding management's 

ability to rebound from the condition(s) is also consistent with ratings no higher than 'A'. The same result can exist 

while the local government's finances are structurally imbalanced (see paragraph 35) or during the three-year period 

thereafter when management is rebounding from the structural imbalance condition. Finally, a capped score of '4' may 

result from having a debt, pension, and other postemployment benefits (OPEB) burden that is considered very high 

and management's lack of a credible plan to address the situation. Characteristics of a very high burden include: 

• Total governmental funds debt service plus required annual pension payment plus annual OPEB payment as a 

percentage of total governmental funds expenditures above or expected to exceed 50%; 

• A growing recent and near-term expected trend of these fixed-cost charges; and 

• Fiscal flexibility unable to compensate for these elevated fixed-cost charges; 

51. The first instance in which a municipality can receive a capped score of '5' occurs when a management team lacks the 

relevant skills to adequately plan, monitor, and manage the government's finances. Although rare, these conditions 

usually occur when the management organization concentrates nearly all management functions with one individual 

who then leaves. To receive a score of'5', a lack of qualified subordinates and delays in replacing the departed 

individual usually exist. As this period lengthens, the government's true financial position becomes less clear, and an 

auditor may have difficulty rendering an opinion on the government's financial statements. 

52. The second instance occurs when an auditor has delivered a going concern opinion with the most recent review of the 

government's financial position. Other forms of qualified audit opinions do not result in a score of '5'. 

53. The third instance occurs when a government shows an unwillingness to support a debt, capital lease obligation, or 

moral obligation pledge. A current lack of willingness to pay vendors, vendor leases, or other commercial obligations 

would not automatically result in a score of'5', although it could indicate increased financial pressure that could bring 

lower ratings through the other elements considered by the criteria. A current lack of willingness may.or may not be 

clearly established before the actual payment date of the obligation concerned. Even before a government has formally 

chosen not to pay an obligation, downward rating adjustments could result from the expectation of such events. 

54. The fourth instance occurs when representatives of the government take actions that indicate active consideration of 

bankruptcy filing in the near-term. 

55. Various qualitative factors may raise or lower the final management score relative to the initial score, as shown in table 

9. 

56. Even when limited policies exist, the risk management poses to credit quality may still be limited. First, management 

may excel in consistently balancing operations despite the absence of formal policies. Second, when the government 

provides limited services, operational risk declines. The management score improves by one point when either of 
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these conditions exists. The criteria measure government operational risk by distinguishing between the following two 

categories: 

• Typical services: the municipal government provides public safety, roads, basic planning and permitting, and some 
utility services. Governments providing significantly higher levels of complex or resource-intensive services also 

receive a score of 'typical'. 
• Limited services: the municipal government maintains roads and provides only limited additional services that are 

mostly administrative or non-labor-intensive. It either does not provide public safety services or contracts them out 

to other governments. Any other services are limited and could be scaled back or discontinued if they became a 
burden. 

5 7 No qualitative adjustment may raise the score if the initial score equals '5'. In some instances a score of '4' cannot be 

adjusted in a positive direction. No improvement in the final score occurs when a capped score of'4' is assigned 

because of the conditions described in paragraph 50. 

58 Negative adjustments to the initial management score address circumstances or obstacles that prohibit management 

from planning and executing. Such conditions could include rapid management turnover or political gridlock or 

instability. The criteria also recognize that not all obstacles can be foreseen and use two consecutive years of failure to 

implement planned structural reforms as evidence that such an obstacle exists even if it has not been precisely 

identified. 

F. Budgetary Flexibility Score 

59 The budgetary flexibility score measures the degree to which the government can look to additional financial flexibility 

in times of stress. Table 10 details the scoring for budgetary flexibility. 
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Table 10 
Assessing The Budgetary Flexibility Score (see paragraphs 59-64) 

Available Fund Balance As A % Of Expendi1ures 

% >15 8-15 4-8 1-4 ~1 

Score 1 2 3 4 5 

A score of '1', ·z, ·3•, '4', ancl ' 5' means very strong, strong, adequate, 'l.eak, and very \\eak, respectively. 

Qualitative factors wi1h a positive impact on the initial Qualitative factors with a negative impact oo the iritial 
score: score: 

I f projections rorthe current year and the fb llo\'<ing year If projections fbr the current year and the followng y ear 
suggest a better initial score. suggest a 'l.orse initial score. 

Ability to avoid fi nancial imbalances Y.ith demonstrated H i~ levels of questionable receivables or amounts due from 
capacity and \'<i ll ingness to cut operational spending (by more other funds \lith deficit balances. 
than 2%), resulting from a flexible cost structure, flexible 
legislation, andlor \•.idespread political support . 

Existing state tax caps do not apply to the gov ernment, or the Limited capacity to cut expenditures dJe to infrastructure or 
government retains substantia l flexibility under the caps. operational needs or political resistance. 

Demonstrated ability and \•.illingne.ss to raise ta.xes Wien Limited capacity to raise revenues due to consistent and 
needed (and voter support is usually obtained \Vien such ongoing political resistance \Vi i ch can indude self.imposed 
approv al is required} restrictions throu~ charter or local initiative processes. 

T iming of fiscal year and tax billing dates result in high cash W here cash accounting is used, the criteria use cash 
\•.ith abnorma lly low fund balance levels. balances instead of fund balances and the score is wJrsened 

by one point . 

Maintenance of an available fund balance exceeding 30% of 
general fund expenditures for the most recently reported year, 
the current year and next year. 

For each relevant qualitative factor, the score chang.es by one point. The final budgetary flexi bility score equals the initia l score 
adjusted up or dow1 based on the net effect of the qualitative factors. Am etric that ~als a cutoff point between too init ial 
scores \\i ll equate to the \•.orse score. 

60 Various qualitative factors may raise or lower the final budget flexibility score relative to the initial score, as shown in 

table 10. 

61 The existing Available Fund Balances reflect the most obvious and measurable form of flexibility. However, we 

recognize that municipalities may have ongoing balances legally available for operations outside the general fund. 

Therefore. the Available Fund Balance in the initial score reflects all available funds legally available for operations. 

The initial score is the Available Fund Balance as a percentage of general fund expenditures. The measure uses data 

from the most recent reported year. 

62 Qualitative adjustments to the budgetary flexibility score generally compensate for shortcomings in the fund balance 

measure or assess other forms of flexibility. GASB Interpretation No. 5 specifies how much of taxes already levied and 

possibly even collected must be deferred from a recognition perspective based on the timing of these elements relative 
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to the fiscal year. In some jurisdictions, this results in the accounting creation of low fund balances in a small number 

of credits that in reality have substantial resources. On the other hand, high fund balances as a percentage of 

expenditures may overestimate flexibility if the quality of receivables recognized is suspect. The Available Fund 

Balance measure will be net of any Available Fund Balance that includes questionable receivables that we do not 

expect to be collected, but if receivables are unable to be projected with confidence, the negative "questionable 

receivables" score adjustment is used instead of making an adjustment to the data (see table 10). For entities that 

report on a cash basis, the criteria use cash balances instead of fund balances. The score is worsened by one, however, 

to compensate for the lack of clarity on what funds are truly available. The maintenance of a consistently high fund 

balance -- exceeding twice the level associated with the top score -- that we expect to continue represents a positive 

adjustment that may offset a negative adjustment when both conditions exist. 

63. Other forms of flexibility primarily include the ability to raise additional revenues or reduce expenditures. These tools 

are at least equal in power to the use of existing balances, but qualitative adjustments better suit their complexity due 

to the various forms they can take. With regard to tax caps, the institutional framework score incorporates the extent 

to which statewide tax caps exist, but the budgetary flexibility score differentiates those credits that retain flexibility 

despite the tax caps. The criteria separately assess local political support for increases, including cases where there are 

self-imposed limitations as a result of local charter initiatives or referenda. 

64 The option to use fund balance in the near term can provide fiscal flexibility although fund balance drawdowns may 

impair future fiscal flexibility. Likewise, increasing fund balances can enhance fiscal flexibility. Our forward-looking 

analysis evaluates the budget performance for the current and next fiscal year. If our projections result in a score 

change, either up or down, the score is adjusted by one point in the relevant direction. 

G. Budgetary Performance Score 

65 The budgetary performance score measures the current fiscal balance of the government, both from a general fund 

and total governmental funds perspective. Table 11 details the scoring for this measure. 
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Table 11 

Assessing The Budgetary Performance Score (see paragraphs 65-68) 

To1al Govemmen1al Foods Net Result(%) 

General Fund Net Result ("k) > -1 -1 to -5 -Sto-10 -10 to -15 :; -15 

(> 5) 1 2 3 3 4 

(-1 to 5) 2 3 3 4 5 

~ -1 ) 3 4 4 5 5 

A score of '1', '2', ' 3', ·4• and •5• means very strong, strong, adequate, \•.eak, and very \..ea k, respectively. 

Qualitative factors v.ith a positive impact on the initial Qualitative factors v.ith a negative iJ11)8cion the initial 
score: score: 

E xpected stru ctu raJ improvement: if projections for the Expected structural deterioration: if projections forthe ament 
current year and follow ng y ear suggested a better initial year and fi>llov.ing year suggested a mrse initia l score, the smre 
smre, the smre \1.oulcl improve by one point. The score vnulcl oorsen by one or ho,o points. To wrsen bytv.o points, 
\'.Qu id improve byh•.o points on ly if required adjustments to expected performance must fall to the commensurate lev el \'4thin 
revenues or expenditures to pro<luce the result were already the aJrrent year. 
approved. 

Deferred payments on a cash basis: in cases vllere good ratios 
hide significant underspending due to deferred payments, the 
deferral produces a better score. 

Significant historic volatility in performance because of very 
cyclical revenues, (e.g. oi l & gas or sales taxes on luxury goods 
and/or dependence on v olatile state transfers) or exposure to 
event-related risks, and the sources of volatility remain . 

For each relev ant qua litative factor, the score changes by one point, except for expected structural improvement or deterioration 
\•.hich could result in a difference ofh'l! points relative to the initial score. The fina l budget per formance score equals the initia l 
score aqusted up or do\'"1 based on the net effect of the qualitat ive factors. Metrics that equal a cut-0ff point bet\wen hw initial 
scores \•.ill equate to the Y.Qrse score. 

66 Various qualitative factors may raise or lower the final budget performance score relative to the initial score, as shown 

in table 11. 

67 The budgetary performance score begins with a measure based on the most recent year reported because it is 

observable and verifiable. The criteria will usually smooth planned capital expenditures to arrive at a more sustainable 

view of ongoing performance by eliminating the spending of borrowed funds for capital expenditures. Adjustments are 

also made for net transfers to identify the structural result. 

68 However, future credit quality is dependent on current and future performance. Accordingly, the score can be adjusted 

by one or at most two points if actions or events subsequent to the date of the measure suggest different results in the 

coming years. Examples of actions warranting such adjustments include updated current-year estimates, new budgets, 

or budget amendments featuring approved revenue or expenditure adjustments. The criteria also compensate for 

artificially positive outcomes resulting from deferred expenditures, such as underfunding required pension 
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contributions, with a negative adjustment of one point. A negative adjustment of one point also exists for the 

uncertainty associated with governments facing increased volatility in revenues with a more-than 10% year-to-year 

decline, such as those highly dependent on oil and gas-related revenues or sales taxes on luxury goods or subject to 

event-related risk. The criteria include financial reporting restatements that are not material enough to warrant a 

management score (see paragraph 50) of '4' but inject a degree of uncertainty to the performance score, as a one-point 

negative adjustment. Event-related risk can also include sudden and material negative financial performance from 

enterprises owned by the entity. 

H. Liquidity Score 

69 The liquidity score measures the availability of cash and cash equivalents to service both debt and other expenditures. 

Table 12 details the calculation of the initial score, as well as the manner in which other factors affect the liquidity 

score. The measure uses data from the most recently reported year. 
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Table 12 
Assessing The Liquidity Score (see paragraphs 69-77) 

-

Total Government Available Cash As% Of Total Governmental Funds Debt SeNioe 

Total Government 
Availa ble Cash As% 

>120 100to120 80to 100 40 to· 80 ~40 Of Total Governmental 
Funds Expenditures 

>15 1 2 3 4 5 

8to 15 2 2 3 4 5 

4 to18 3 3 3 4 5 

1 to 4 4 4 4 4 5 

' 

<1 5 5 5 5 5 

A score of 1, 2, 3, 4 and 5 are very strong, strong, adequate, v.eak and very \..eak, respectively. 

Qualitative factors Wth a positive impact on the initial QualitatiYe factors Wth a negative ilT'pllCt on the initial 
score: score: 

If projections fort he current year (and the fullo\'4ng year) If projections for the current year (and the follo\•.ing y ear) 
suggest a better initia l score, the score improves by one suggest a \1.orse initial score, the score \•.orsens by one point. 
point. 

If access to external l iquidity is 'exceptionaf as defined in If access to external liquidity is 'uncertain' as defined in table 
table 13, the score improves bytvo points; if' strong', the 13, the score WJrsens by h•o points; if 'l imited', the score 
score im proves by one point. \oersens by one point. 

Very robust and stable internal cash flow generation capacity High refinancing risk ·overthe next 24 months. 
com pared v.ith peers in this categocy. 

Aggressive use of investments. 

Exposu re to non-remote contingent lia.bility risk that could come 
due wthin 12 months. 

See paragraph Tl for circumstances resulting in an automatic score of'4' or ' 5'. Extraordinary proceeds (such as unused short-
term borrov.ing) that span fiscal years or that are other\-.ise dedicated \'4 11 be adjusted out ofTotal Government Available Cash. 

For each relevant qualitative factor, the score changes by one point, except fur access to external liq.iidity Wiich could change 
the fina l score by too points and contingent liability exposure Yll ich could cap the score at '4' or ' 5'. The final li<JJidity score 
equals the initial score adjusted up or dow1 based on the net effect of the qualitative factors. Metrics that equal a cut-off point 
beh•een tw:> initial scores v.ill equate to the "Wrse score. 

70 Various qualitative factors may raise or lower the final liquidity score relative to the initial score, as shown in table 12. 
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71 Because governments hold monies in various funds that may be accessed for short-term liquidity, the measure uses 

Total Government Available Cash held by the government and recognizes most governments' ability to engage in 

interfund borrowing. Undrawn amounts under committed bank lines and other facilities are included as cash, and 

drawn amounts are included with both debt service and total expenditures if due within the next 12 months. 

72 Through adjustment factors, the criteria also recognize the role that capital markets and bank financing can play in 

local government liquidity, as well as the strengths and weaknesses associated with other conditions. 

73 The access to external liquidity score detailed in table 13 measures a local government's access to capital market and 

bank financing. 

7 4 Availability of liquidity varies and in part is a function of the current and near term financial condition. Our 

forward-looking analysis evaluates the cash, expenditures and debt service for the current and next fiscal year. If our 

projections result in a score change, either up or down, the score is adjusted one point in the relevant direction. 

Table 13 

Assessment Of Access To External Liquidity (see paragraph 75) 

Access To External 
Liquidity 

Exceptional 

Strong 

Satisfactory 

Limited 

Uncertain 

Typical Characteristics 

There is well-tested access to capital markets through different capital financing programs as well as a history of 
tapping these markets for over 15 years through different economic cycles. 

There is a record of sufficient access to capital markets, and no reason to believe access has diminished. 

There is no record of access to the capital markets in the last 20 years, but there is also no reason to believe that 
external financing could not be obtained at a price acceptable to the government. 

Legal or market obstacles to the use of debt instruments for liquidity management exist; the availability of bank 
loans is limited. 

Access to external liquidity is highly questionable, considering both capital market and bank sources. 

75 Although local governments in general have enjoyed good market access even through the last economic downturn 

and credit tightening, the score assesses access relative to the specific local government rather than to the sector as a 

whole. Absent a market-based or issuer-specific reason to question future market access, the score will use the 

government's own record of market access in addition to any state-specific sources. 

76 The criteria also recognize that future cash balances may be understated for credits with strong cash flow generation 

capabilities. Often, this results from conservative budgeting procedures that consistently produce positive budget 

variances. 

77 By contrast, projected cash balances may be more at risk under certain conditions, including aggressive use of 

investments, high refinancing risk over the next 24 months, or exposure to other contingent liability risk that could 

come due within the next 12 months. Aggressive use of investments includes the use of derivatives for investment 

rather than hedging purposes, a focus on return over preservation of principal and liquidity, and the use of 

nontraditional instruments without an ability to articulate their risks and how they will be mitigated. High refinancing 

risk includes instances where the issuer could be forced to access outside financing due to a lack of internal liquidity, 

but the issuer will have limited warning when the need arises and has no credible plan to do so on a timely basis. Other 

contingent liquidity risks include payments resulting from rating triggers, legal judgments, deficits of other enterprises, 
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or other events that are foreseeable within our current-year estimate. When such events are likely, the coming year's 

cost of these obligations exceeds 25% of general fund revenues, and the government lacks a commitment to 

implement a credible plan to finance the obligation, the final liquidity score is capped at '5'. When such events are 

likely, the coming year's cost of these obligations exceeds 10% of general fund revenues, and the government lacks a 

commitment to implement a credible plan to finance the obligation, the final liquidity score is capped at '4'. Otherwise, 

the presence of such obligations worsens the liquidity score by one point. Any such element deemed certain is 

included as an expenditure in total cash as a percentage of total governmental funds expenditures. If the event would 

result in a higher debt obligation, the criteria also include the item as debt service in the total government cash as a 

percentage of total governmental funds debt service measure. For more information on contingent liquidity risks, see 

"Contingent Liquidity Risks In U.S. Public Finance Instruments: Methodology And Assumptions", published March 5, 

2012. 

I. Debt And Contingent Liabilities Score 

78 The criteria form the initial debt and contingent liabilities score from the combination of two measures: total 

governmental funds debt service as a percentage of total governmental funds expenditures and net direct debt as a 

percentage of total governmental funds revenue. Debt service as a percentage of expenditures measures the annual 

fixed-cost burden that debt places on the government. Debt to revenues measures the total debt burden on the 

government's revenue position rather than the annual cost of the debt, which can be manipulated by amortization 

structures. Net direct debt is calculated as of the date of our analysis, including any debt issuance we are currently 

rating. Debt to expenditures is measured similarly, recognizing any near-term changes due to the government's debt 

structure. Table 14 details the scoring for the debt and contingent liabilities score. For more information on debt 

measurement, see "Debt Statement Analysis", published Aug. 22, 2006. 
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Table 14 

Assessing The Debt And Contingent Liabilities Score (see paragraphs 78-84) 

Net Direct Debt As % OfTotal Govemmental Funds Revenue 

Total Governmental Funds 
Debt Service As A% of 
Total Governmental Funds <30 30to 60 60 to 120 120 to 180 ~180 

Expenditures 

< 8 1 2 3 4 5 

8to 15 2 3 4 4 5 

15 to 25 3 4 5 5 5 

25to 35 4 4 5 5 5 

235 4 5 5 5 5 

A score of 1, 2, 3, 4 and 5 are very strong, strong, adequate, vieak and very yieak, respectively. 

Qualitative factors with a postive il11>8Ct on the initial Qualitative factors with a negative i~ on the 
score: initial score: 

0 verall net dett as a percentage of market value below 3%. Signi1icant medium~erm debt plans produce a higher 
initial score vilen included. 

Overall rapid annual debt amortization, \-.ith more than 65% Exposure to interest-rate risk or instrument provisions 
coming due in 10years. that cou ld increase annual payment requiremerts by at 

least 20%. 

Overall net dett as a percentage of market value 
exceedng 10%. 

U nacklressed exposure to large unfunded pension or 
0 PE B obligations leading to accelerating payment 
obligations over the med um tenn that refXesent 
significant budget pressure (see paragraph 82). If there 
is a plan to address the obligatioos, the 1inal score 
v.orsens by one point; othemise the score \•KJrsens by 
h•.o points. 

Speculative contingent liabi lities orthose ctherwse likely 
to be funded Oil an ongoing basis by the government 
representing more than 10% of total governmental 
revenue . 

For each relevant qualitative factor, the score changes by one point, except for unaddressed expo5Ureto unfunded 
pension or OPE B obligatioos Yilich can vnrsen the fina l score by h•o points. The 1inal debt and contingent liabilit ies score 
equals the initial score adjusted up ordo\'"'1 based on the net effect ofthe qualitative factors. Metrics equal a cutoff point 
betv.een tv.o initial scores wll equate to the y.orse score. 

79. Qualitative adjustments may raise or lower the final debt and contingent liabilities score relative to the initial score, as 

shown in table 14. The criteria consider pending debt issuance through an upward score adjustment when including 
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the planned or recently issued debt results in a worse score. 

80. The criteria improve the final score by one point when above-average annual debt amortization (based on total direct 

debt) inflates the debt service as a percentage of expenditures score and masks the future flexibility stemming from an 

early deleveraging. The criteria do not apply this adjustment when the early amortization results from a 

near-to-medium term bullet maturity that will not be retired with funds on hand. Exposure to interest-rate risk or 

instrument provisions that cause amortization or interest-rate changes beyond the issuer's control increase the score 

by one point, reflecting additional uncertainty as to whether current debt service levels are representative of those 

going forward. Examples include unhedged variable-rate debt or higher interest rates resulting from failed 

remarketings in instruments such as auction-rate securities, variable-rate demand bonds, and certain direct purchase 

obligations. 

81. An overall net debt to TMV level of above 10% worsens the score by one point, while a low level, below 3%, improves 

the score by one point. This statistic captures the burden of the local government's debt in addition to that of 

overlapping jurisdictions on the overall tax base. An atypical debt burden can present extra challenges or flexibility 

over and above that suggested by the individual government's debt burden alone. 

82. The impact of pension and OPEB obligations depends on the degree to which such costs will likely escalate and 

whether the government has plans to address them. Relative to debt, governments have a higher level of flexibility to 

address these costs, both from a temporal payment perspective and from an obligation level perspective. Many 

governments have the flexibility to alter benefit levels, and some governments already have availed themselves of this 

ability. Most governments also can pay less than the annual required contribution without leaving the fund unable to 

meet actual payments in the current and following year. On the other hand, such delays accelerate the growth rate of 

future payments. When the potential for such accelerations exists and the increased payments increase budget stress, 

the final debt and contingent liabilities score worsens by one point when a specific and credible plan to address this 

burden is in place. Otherwise, the score worsens by two points relative to the initial score. Among the areas of analytic 

focus when assessing the pension and OPEB burden will be: 

• The required annual pension payment plus annual OPEB payment as a percentage of total governmental funds 

expenditures. A combined carrying charge of 10% or more will be considered elevated, however, we will consider 
whether we expect the elevated payments to result in lower future obligations. 

• The actuarial funded ratio(s) of the pension plan(s) a local government participates in or sponsors. If the ratio(s) are 

less than 80%, they will receive further review especially when the carrying charge is elevated. We also consider the 
magnitude of the unfunded obligation in tandem with the funded ratio(s) when assessing the potential for stress. 

• The contributions actually made to all pension plans a local government participates in or sponsors. The degree to 
which a local government contributes less than its full required contribution(s) could be an indication of either 

short-term cash flow issues or a willingness of management to defer difficult decisions. 
• The OPEB costs exceed 5% of total governmental funds expenditures and the local government has limited 

flexibility to change or amend these benefits. 

83. Finally, another adjustment considers additional future contingent liabilities not yet requiring government support. 

While our debt burden calculation already considers other nondirect debt requiring government support and our 

liquidity score considers the near-term impact of any contingent liabilities, the adjustment to the debt score results 
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from a likelihood of ongoing payment obligations not yet occurring that represent more than 10% of total 

governmental funds revenues. Once the payment obligations become reality, they are included in the debt measure. 

Examples of contingent liabilities include potential legal judgments, currently self-supporting government enterprise 

debt that is likely to require support in the near future, guaranteed debt likely to need support in the near future, and 

additional costs resulting from pending changes in law. 

84. As discussed in paragraph 50, a very high debt, pension, and OPEB burden can lead to a management score of '4', 

which caps the final rating at the lower of 'A' and one notch lower than that suggested by table 1. In cases where these 

liabilities are not determined to be excessive, the one-notch flexibility described in paragraph 24 may be used to 

account for the impact that elevated levels of these liabilities can have on credit quality. 

VII. APPENDIX I: Selected Historical Statistics 

85. Selected historical statistics on local government defaults taken or derived from George Hempel's "The Postwar 

Quality of State and Local Debt" are shown in tables 15 and 16. 

Table 15 

Number Of Recorded Defaults From 1839-1965 By Type Of Governmental Unit 

Counties and Incorporated Unincorporated School Other 
Year States parishes municipals municipals districts districts 

1839-1849 9 4 

1850-1859 2 7 4 4 

1860-1869 15 13 9 

1870-1879 9 57 50 46 4 2 

1880-1889 30 30 31 5 

1890-1899 94 93 50 9 12 

1900-1909 43 51 33 11 11 

1910-1919 7 17 5 7 

1920-1929 15 39 10 14 107 

1930-1939 417 1,434 88 1,241 1,590 

1940-1949 6 31 7 5 30 

1950-1959 12 31 4 23 42 

1960-1965 17 70 20 41 44 

Total defaults 22 720 1,867 307 1,353 1,846 

Total state and local 50 3,043 17,997 17,144 34,678 18,323 
governmental units in 1963 

Table 16 

Government Defaults As A Percentage Of Total Governmental Units By Type Of Government 

Counties and Incorporated 
Year parishes (%) municipals(%) 

1839-1849 0 0 

1850-1859 0.2 0 

1860-1869 0.5 0.1 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 

Unincorporated municipals 
(%) 

0 

0 

0.1 

School districts Other districts 
(%) (%) 

0 0 

0 0 

0 0 
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Table 16 

Government Defaults As A Percentage Of Total Governmental Units By Type Of Government (cont.) 
1870-1879 1.9 0.3 0.3 0 0 

1880-1889 0.2 0.2 0 0 

1890-1899 3. 1 0.5 0.3 0 0.1 

1900-1909 1.4 0.3 0.2 0 0.1 

1910-1919 0.2 0.1 0 0 0 

1920-1929 0.5 0.2 0.1 0 0.6 

1930-1939 13.7 8 0.5 3.6 8.7 

1940-1949 0.2 0.2 0 0 0.2 

1950-1959 0.4 0.2 0 0.1 0.2 

1960-1965 0.6 0.4 0.1 0.1 0.2 

To derive the percentages, the table uses the study's total number of governments in 1963 for the total number of governments in all periods 
because this statistic is not available for all periods and the number of governments did not vary dramatically over these periods. The percentages 
aoove will overestimate annual default rates in many cases due to the multiyear nature of the periods. 

VIII . APPENDIX II: Relationship To The State Rating 

86. Local governments have a number of connections to their state governments. State governments may change the 

levels of funding provided to local governments. State legislatures may also change laws on local government funding, 

debt issuance, or even expenditure responsibilities. In smaller or more concentrated states, the nature of the economic 

bases may also be similar. 

87. Given the historical record and ongoing localized nature of local government finance, the criteria measure the impact 

of additional stress by state governments through the standard scores. Were a state to alter local government funding 

statutes or mechanisms for its own fiscal purposes, such decisions could result in changes to the predictability, revenue 

and expenditure balance, and system support scores for all related local governments (see paragraphs 37-40). As the 

direct impact on a local government's fiscal balance becomes clear, changes to the budgetary flexibility and budgetary 

stress scores could occur. 

88 Probably due to the historical trends of ongoing local control described in subsection A, there is limited data to show 

that state credit stress directly brings local government stress. Where correlation does exist, there is little evidence to 

suggest causation. Hempel notes that following the panic of 1837, nine states defaulted, namely Arkansas, Florida, 

Illinois, Indiana, Louisiana, Maryland, Michigan, Mississippi, and Pennsylvania. He cites only two municipal defaults 

following the panic, only one of which was in these states (Mobile, Ala. and Detroit, Mich.). The low level of municipal 

debt outstanding at the time, however, also likely limited defaults. 

89. By the time of the depression of 1873 through 1879, local government debt had also significantly increased, in part 

because of prior restrictions on state debt issuance following the 1837 experience. Based on statements from Hempel 

and Scott, 12 states appear to have defaulted on or repudiated their debt during this period. Exact numbers of local 

government defaults by state during this period are elusive. Hillhouse's "Defaulted Municipal Bonds ( 1830-1930)" 

provides perhaps the best source. The author does not provide dates for the more-than 860 defaults cited, but instead 

provides citations for pieces that provide further information on these defaults. Using these citations as a proxy for the 
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period in which these defaults occurred allows for an analysis of whether credits presumably defaulting in this period 

were also in states that defaulted. Table 17 provides this detail. 

Table 17 

Reported Local Government Defaults In Defaulting And Nondefaulting States Over Various Periods (see 
paragraphs 19-23) 

Local defaults 1837-1843 Local defaults 1873-188~ Local defaults 1936 

In states that defaulted 0 56 290 

In states that did not default 2 85 2,869 

Source: "Defaulted Municipal Bonds and Municipal Bonds, A Century of Experience" 

90. Finally, Hillhouse's primary work, "Municipal Bonds, A Century of Experience", also lists municipal defaults by state 

during the Great Depression. Of the 3, 159 credits in default as of January 1936, 290 were in Arkansas, the one state 

experiencing payment difficulties. Of this total however, 279 were school districts or other special districts. With 

regard to cities with populations of 10,000 or more in default, Arkansas had one out of nine such cities in default. In 

comparison, Ohio had 24 of 61 such cities in default, Michigan had 21 of 41, and New Jersey had 18 of 54. 

91 Of course many other municipal defaults occurred between the periods referenced in table 17, and others have 

followed since, despite the lack of periods generating additional state payment defaults. Common reasons for these 

defaults include periods of overleveraging followed by a decline in local revenues, real estate or other development 

speculation, and fraud or mismanagement. Sometimes these defaults occurred in a regional pattern, while other times 

they were idiosyncratic. 

92 Although no additional state defaults have occurred recently, several were significantly tested during the last recession. 

Despite budget gaps too large for one-item solutions, state cutbacks have posed no serious credit threat to municipal 

governments. The reduction of aid in some states has resulted in the need for local government adjustment, but, in our 

view, the size of these cutbacks in no way threatened the outright solvency of municipalities or their ability to service 

debt. 

IX. APPENDIX III: Changes Since The Request For Comment 

93 On March 6, 2012 Standard & Poor's published "Request For Comment: U.S. Local Governments: Methodology And 

Assumptions". Market participants who responded were generally positive about the increased transparency and 

clarity of the criteria. Some of them provided specific comments about certain metrics, data sources. and weighting of 

analytical factors (see "What's Happening With The Proposed U.S. Local Government Criteria? An Update On 

Feedback And Implementation", published Sept. 19, 2012). These comments and further analysis led to the following 

main changes between the criteria and the proposal presented in the RFC: 

• Several overriding factors have been added (see table 2). Among them are: Available Fund Balance of less than 

$500,000, a budgetary flexibility score of '5', and exhibiting characteristics of structural imbalance. 
• The positive qualitative adjustment for participation in a broad and diversified economy in the economic score has 

been modified to reflect a more-robust analysis of MSAs to help determine if the adjustment will be made. 

• To further augment the forward-looking nature of our analysis, positive and negative qualitative adjustments have 
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been added to the budgetary flexibility and liquidity scores to account for situations when projections suggest better 

or worse scores. These adjustments had previously existed only in the budgetary performance score in the RFC. 
• The liquidity score can be capped at '4' or '5' if certain levels of non-remote contingent liability risks exist to capture 

the significant stress these obligations can pose. 
• Chiefly due to the changes listed above, the ranges for the indicative rating outcomes in table 1 were changed 

slightly to keep consistent our view of credit quality for the sector. 

• Finally, additional characteristics were added to the description of the management score of'4' to capture situations 
where management is enduring or has recently endured conditions that pose credit stress. 

X. GLOSSARY 

94. Available Fund Balance: the sum of the Available General Fund Balance + any other fund balances of the government 

legally available for operations. For entities that report on a cash basis, the criteria use cash balances instead of fund 

balances. 

95. Available General Fund Balance: the portion of the general fund balance that is legally available for operations. Based 

on GASB 54 designations, this generally includes assigned and unassigned balances but may include committed if 

committed for emergencies or other uses intended to support operations if necessary. 

96. Dependent Population: the total population of an area that is younger than 15 years plus the total population of an area 

older than 65. 

97. Effective Buying Income (EB!): personal income (wages, salaries, interest, dividends, profits, rental income, and 

pension income) - federal, state, and local taxes and nontax payments (such as personal contributions for social 

security insurance). 

98. General Fund Net Result(%) (total general fund revenues - total general fund expenditures + transfers in from other 

funds - transfers out to other funds) divided by general fund expenditures. 

99. Metropolitan Statistical Area: geographic entities delineated by the federal government that contain a core urban area 

of 50,000 or more population. MSAs consist of one or more counties that include the core urban area as well as any 

adjacent counties that are highly integrated. 

100. Total Government Available Cash: total cash (cash, and cash equivalents+ investments (when grouped with cash in 

the audit)) - proceeds of borrowings that are otherwise dedicated- other encumbered cash+ liquidation of certain 

highly liquid securities. 

101. Total Governmental Funds Net Result(%): (total governmental revenues - total governmental expenditures) divided by 

total governmental fund expenditures. 

102. Total Market Value: the estimated market value of all real and personal property within the jurisdiction, typically 

determined as part of a government or other independent appraisal to determine taxable or assessed value. 
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XI. RELATED CRITERIA AND RESEARCH 

Related Criteria 

Articles complementing the criteria 
• Appropriation-Backed Obligations, June 13, 2007 
• Contingent Liquidity Risks In U.S. Public Finance Instruments: Methodology And Assumptions, March 5, 2012. 
• Debt Statement Analysis, Aug. 22, 2006 

• Financial Management Assessment, June 27, 2006 
• Methodology For Rating International Local And Regional Governments, Sept. 20, 2010 
• The Time Dimension Of Standard & Poor's Credit Ratings, Sept. 22, 2010 
• Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 'CC' Ratings, Oct. 1, 2012 

Related Research 

• What's Happening With The Proposed U.S. Local Government Criteria? An Update On Feedback And 
Implementation, Sept. 19, 2012) 

• Municipal Bankruptcy: Standard & Poor's Approach And Viewpoint, Oct. 4, 2012 
• Hempel, George Henry, "The Postwar Quality of Municipal Bonds", University of Michigan doctoral dissertation, 

1964 

• Hempel, George Henry, "The Postwar Quality of State and Local Debt", National Bureau of Economic Research, 
1971 

• Hillhouse, A.M., "Defaulted Municipal Bonds (1830-1930)", Municipal Finance Officer's Association of the United 
States and Canada, December 1935 

• Hillhouse, A.M., Municipal Bonds, "A Century of Experience", Prentice-Hall, New York, 1936 

• Hoene, Christopher W. and Pagano, Michael A., "City Fiscal Conditions in 2010", National League of Cities 
Research Brief on America's Cities, October 2010 

• Lutz, Byron, Molloy, Raven, and Shan, Hui, "The Housing Crisis and State and Local Government Tax Revenue: 
Five Channels", Finance and Economics Discussion Series, Divisions of Research and Statistics and Monetary 
Affairs, Federal Reserve Board, Washington D.C., August 20 10 

• Rodden, Jonathan, "The Dilemma of Fiscal Federalism: Grants and Fiscal Performance around the World", MIT 
Draft Working Paper, Sept. 28, 2001 

• Standard & Poor's Refines Its Limited-Tax GO Debt Criteria, Jan. 10, 2002 

• Understanding Standard & Poor's Rating Definitions, June 3, 2009 
• Standard & Poor's U.S. Public Finance Local GO Criteria: How We Adjust Data For Analytic Consistency, Sept. 12, 

2013 

• Methodology And Assumptions: Request For Comment: Ratings Above The Sovereign-Corporate And 
Government Ratings, April 12, 2013 

These criteria represent the specific application of fundamental principles that define credit risk and ratings opinions. 

Their use is determined by issuer- or issue-specific attributes as well as Standard & Poor's Ratings Services' assessment 

of the credit and, if applicable, structural risks for a given issuer or issue rating. Methodology and assumptions may 

change from time to time as a result of market and economic conditions, issuer- or issue-specific factors, or new 
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empirical evidence that would affect our credit judgment. 

(And watch the related CreditMatters TV segments titled, "Standard & Poor's New Methodology For Rating U.S. Local 

Governments Features Institutional Framework Scoring," and "What's Behind Standard & Poor's Revised Criteria For 

Rating U.S. Local Governments," dated Sept. 12, 2013.) 

Additional Contact: 
Steven J Murphy, New York(!) 212-438-2066; steve.murphy@standardandpoors.com 
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CITY OF SAN BERNARDINO 
AGENDA  

FOR THE  

JOINT ADJOURNED REGULAR MEETING OF THE MAYOR AND COMMON COUNCIL 
 OF THE CITY OF SAN BERNARDINO, MAYOR AND COMMON COUNCIL OF THE CITY 

OF SAN BERNARDINO ACTING AS THE SUCCESSOR AGENCY TO THE 

REDEVELOPMENT AGENCY, MAYOR AND COMMON COUNCIL OF THE CITY OF SAN 

BERNARDINO ACTING AS THE SUCCESSOR HOUSING AGENCY TO THE 

REDEVELOPMENT AGENCY, AND MAYOR AND COMMON COUNCIL OF THE CITY OF 

SAN BERNARDINO ACTING AS THE HOUSING AUTHORITY 

MONDAY, JUNE 22, 2015 
5:30 PM – OPEN SESSION 

 

EDA BOARD ROOM  •  201 NORTH "E" STREET  •  SAN BERNARDINO, CA  92401  •  WWW.SBCITY.ORG 
 

Virginia Marquez R. Carey Davis James L. Mulvihill 

COUNCIL MEMBER, WARD 1 MAYOR COUNCIL MEMBER, WARD 7  

Benito Barrios 

 

Allen J. Parker 

COUNCIL MEMBER, WARD 2 CITY MANAGER 

John Valdivia Gary D. Saenz 

COUNCIL MEMBER, WARD 3 CITY ATTORNEY 

Fred Shorett Georgeann “Gigi” Hanna 

COUNCIL MEMBER, WARD 4 CITY CLERK 

Henry Nickel David Kennedy 

COUNCIL MEMBER, WARD 5 CITY TREASURER 

Rikke Johnson  

COUNCIL MEMBER, WARD 6  
 

 
Welcome to a meeting of the Mayor and City Council of the City of San Bernardino. 
o Anyone who wishes to speak during public comment or on a particular item will be required to fill out a 

speaker slip.  Speaker slips should be turned in to the City Clerk. 
o Public comments for agenda items that are not public hearings will be limited to three minutes. 
o Public comments for items that are not on the agenda will be limited to three minutes. 
o There is a 12-minute-per-person time limit for all comments. 
o All who wish to speak, including Council members and staff, need to be recognized by the Mayor or 

Mayor Pro Tempore before speaking. 
o Please contact the City Clerk’s Office (384-5002) two working days prior to the meeting for any 

requests for reasonable accommodation to include interpreters. 
o All documents for public review are on file with the City Clerk’s Office or may be accessed online by 

going to http://www.sbcity.org. 
o Please turn off or mute your cell phone while the meeting is in session. 
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Joint Adjourned Regular Meeting Agenda June 22, 2015 

Mayor and Common Council of the City of San Bernardino Page 2 Printed 6/19/2015 

 

CALL TO ORDER 
 

Attendee Name Present Absent Late Arrived 

Council Member, Ward 1 Virginia Marquez     

Council Member, Ward 2 Benito J. Barrios     

Council Member, Ward 3 John Valdivia     

Council Member, Ward 4 Fred Shorett     

Council Member, Ward 5 Henry Nickel     

Council Member, Ward 6 Rikke Johnson     

Council Member, Ward 7 James Mulvihill     

Mayor R. Carey Davis     

City Clerk Georgeann "Gigi" Hanna     

City Manager Allen Parker     

City Attorney Gary D. Saenz     

1. CLOSED SESSION 

PUBLIC COMMENTS ON CLOSED SESSION ITEMS 

A three-minute limitation shall apply to each member of the public who wishes to 
address the Mayor and Common Council and the Mayor and Common Council 
Acting as the Successor Agency to the Redevelopment Agency.  No member of 
the public shall be permitted to “share” his/her three minutes with any other 
member of the public. 

Pursuant to Government Code Sections(s): 

A. Conference with legal counsel - existing litigation - pursuant to 
Government Code Section 54956.9(a) and (d)(1): 

In re: City of San Bernardino - U.S. Bankruptcy Court, Case No. 6:12-
bk-28006 MJ. 

 B. Conference with legal counsel - anticipated litigation - significant exposure 
to litigation - pursuant to Government Code Section 54956.9(d)(2). 

C. Conference with legal counsel - anticipated litigation - initiation of litigation 
- pursuant to Government Code Section 54956.9(d)(4): 

D. Closed Session - personnel - pursuant to Government Code Section 
54957: 

E. Closed session with Chief of Police on matters posing a threat to the 
security of public buildings or threat to the public’s right of access to public 
services or public facilities - pursuant to Government Code Section 54957. 

F. Conference with labor negotiator - pursuant to Government Code Section 
54957.6. 

 G. Conference with real property negotiator - pursuant to Government Code 
Section 54956.8. 
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Joint Adjourned Regular Meeting Agenda June 22, 2015 

Mayor and Common Council of the City of San Bernardino Page 3 Printed 6/19/2015 

 

2. STAFF REPORTS 

2A. Finance 

Resolution of the Mayor and Common Council of the City of San Bernardino, 
Approving and Adopting the City of San Bernardino's Final Budget for Fiscal Year 
2015-16 and Establishing the City's Appropriation Limit as Required by Article Xiii 
B of the California State Constitution. [Ward(s): ] 

Motion: Adopt the Resolution. 

 

3. PUBLIC COMMENTS FOR ITEMS NOT ON AGENDA 

 

4. ADJOURNMENT 

Adjourn the meeting to 5:30 p.m., Tuesday, June 23, 2015, in the EDA Board 
Room, 201 N. “E” Street, San Bernardino, for a Budget Workshop. 

The next joint regular meeting of the Mayor and Common Council and the Mayor 
and Common Council Acting as the Successor Agency to the Redevelopment 
Agency is scheduled for 2:00 p.m., Monday, July 6, 2015, in the Council 
Chamber of City Hall, 300 North “D” Street, San Bernardino, California. 
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AMBAC ASSURANCE CORPORATION’S OBJECTION TO DISCLOSURE STATEMENT 
WITH RESPECT TO THE PLAN FOR THE ADJUSTMENT OF DEBTS OF THE CITY OF 

SAN BERNARDINO, CALIFORNIA 
 

EXHIBIT I 
 

EXCERPTS FROM 2014-2019 CIP AGENCY SUBMITTALS 
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This form is mandatory.  It has been approved for use by the United States Bankruptcy Court for the Central District of California. 

June 2012 1 F 9013-3.1.PROOF.SERVICE 
#4838-3514-5512 

PROOF OF SERVICE OF DOCUMENT 
I am over the age of 18 and not a party to this bankruptcy case or adversary proceeding.  My business address is 
Milbank, Tweed, Hadley & McCloy LLP, 601 South Figueroa Street, 30th Floor, Los Angeles, CA 90017-5735. 
 
A true and correct copy of the foregoing document entitled AMBAC ASSURANCE CORPORATION’S OBJECTION TO 
DISCLOSURE STATEMENT WITH RESPECT TO THE PLAN FOR THE ADJUSTMENT OF DEBTS OF THE CITY OF 
SAN BERNARDINO, CALIFORNIA will be served or was served (a) on the judge in chambers in the form and manner 
required by LBR 5005-2(d); and (b) in the manner stated below: 
 
1.  TO BE SERVED BY THE COURT VIA NOTICE OF ELECTRONIC FILING (“NEF”) – Pursuant to controlling General 
Orders and LBR, the foregoing document will be served by the court via NEF and hyperlink to the document.  On 
September 17, 2015, I checked the CM/ECF docket for this bankruptcy case or adversary proceeding and determined that 
the following person(s) are on the Electronic Mail Notice List to receive NEF transmission at the email addresses stated 
below: 
 

 Jerrold Abeles abeles.jerry@arentfox.com; labarreda.vivian@arentfox.com 
 Franklin C Adams franklin.adams@bbklaw.com; arthur.johnston@bbklaw.com; 

lisa.spencer@bbklaw.com 
 Andrew K Alper aalper@frandzel.com; efiling@frandzel.com; ekidder@frandzel.com 
 Thomas V Askounis taskounis@askounisdarcy.com 
 Marjorie Barrios iecivillaw@gmail.com; mbarrios@mbarrios.com 
 Julie A Belezzuoli julie.belezzuoli@kayescholer.com 
 Anthony Bisconti tbisconti@bmkattorneys.com; admin@bmkattorneys.com 
 Jeffrey E Bjork jbjork@sidley.com 
 Michael D Boutell mdbell@comerica.com 
 J Scott Bovitz bovitz@bovitz-spitzer.com 
 John A Boyd fednotice@tclaw.net 
 Jeffrey W Broker jbroker@brokerlaw.biz 
 Laura L Buchanan lbuchanan@sycr.com 
 Michael J Bujold Michael.J.Bujold@usdoj.gov 
 Christopher Celentino celentinoc@ballardspahr.com; burkec@ballardspahr.com 
 Lisa W Chao lisa.chao@doj.ca.gov 
 Shirley Cho scho@pszjlaw.com 
 Alicia Clough alicia.clough@kayescholer.com 
 Marc S Cohen mcohen@kayescholer.com; dhernandez@kayescholer.com 
 Christopher J Cox chris.cox@weil.com; janine.chong@weil.com 
 Christina M Craige ccraige@sidley.com 
 Alex Darcy adarcy@askounisdarcy.com; akapai@askounisdarcy.com 
 Susan S Davis sdavis@coxcastle.com 
 Robert H Dewberry robert.dewberry@dewlaw.net 
 Donn A Dimichele dimichele_do@sbcity.org; brigman_ch@sbcity.org 
 Todd J Dressel dressel@chapman.com; lillbyrd@chapman.com 
 Warren M Ellis warren.m.ellis@gmail.com; ciprianturcu@presumeinnocence.com 
 Scott Ewing contact@omnimgt.com; sewing@omnimgt.com; katie@omnimgt.com 
 John A Farmer jfarmer@orrick.com 
 John C Feely johnconrad85@gmail.com; john@lblegal.org 
 Lazaro E Fernandez lef17@pacbell.net; lef-karina@pacbell.net; lef-mari@pacbell.net; 

lefkarina@gmail.com 
 M Douglas Flahaut flahaut.douglas@arentfox.com 
 Dale K Galipo dalekgalipo@yahoo.com; mpartow@galipolaw.com; lcostanza@galipolaw.com; 

rvasquez@galipolaw.com 
 Victoria C Geary victoria.geary@boe.ca.gov 
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 Paul R. Glassman pglassman@sycr.com 
 Richard H Golubow rgolubow@winthropcouchot.com; pj@winthropcouchot.com; 

vcorbin@winthropcouchot.com 
 David M Goodrich dgoodrich@sulmeyerlaw.com; asokolowski@sulmeyerlaw.com; 

dgoodrich@ecf.inforuptcy.com 
 Christian Graham cgraham23@dlblaw.net 
 Everett L Green everett.l.green@usdoj.gov 
 Asa S Hami ahami@sulmeyerlaw.com; agonzalez@sulmeyerlaw.com; 

agonzalez@ecf.inforuptcy.com; ahami@ecf.inforuptcy.com 
 James A Hayes jim@jarvislawyers.com; jhayes@jamesahayesaplc.com 
 Eric M Heller eric.m.heller@irscounsel.treas.gov 
 Richard P Herman rherman@richardphermanlaw.com 
 Jeffery D Hermann jhermann@orrick.com 
 Jeffery D Hermann jhermann@orrick.com 
 Whitman L Holt wholt@ktbslaw.com 
 Michelle C Hribar mch@sdlaborlaw.com; sak@sdlaborlaw.com 
 Steven J Katzman SKatzman@bmkattorneys.com; admin@bmkattorneys.com 
 Steven J Katzman SKatzman@bmkattorneys.com; admin@bmkattorneys.com 
 Jane Kespradit jane.kespradit@limruger.com; amy.lee@limruger.com 
 Mette H Kurth kurth.mette@arentfox.com; pchlum@foxrothschild.com 
 Sandra W Lavigna lavignas@sec.gov 
 Michael B Lubic michael.lubic@klgates.com; jonathan.randolph@klgates.com 
 Michael B Lubic michael.lubic@klgates.com; jonathan.randolph@klgates.com 
 Vincent J Marriott Marriott@ballardspahr.com; Pearsonj@ballardspahr.com 
 Vincent J Marriott ; Pearsonj@ballardspahr.com 
 David J McCarty dmccarty@sheppardmullin.com; nparker@sheppardmullin.com 
 Reed M Mercado rmercado@sheppardmullin.com 
 Dawn A Messick messickd@ballardspahr.com; burkec@ballardspahr.com; 

chabota@ballardspahr.com 
 Fred Neufeld fneufeld@sycr.com 
 Fred Neufeld fneufeld@sycr.com 
 Aron M Oliner roliner@duanemorris.com 
 Scott H Olson solson@vedderprice.com; 

ecfdocket@vedderprice.com,jcano@vedderprice.com,jparker@vedderprice.com 
 Allan S Ono allan.ono@doj.ca.gov; beatriz.davalos@doj.ca.gov 
 James F Penman     
 Mark D Potter mark@potterhandy.com; rhondahandy@potterhandy.com; kevin@potterhandy.com 
 Dean G Rallis drallis@afrct.com; bcruz@ecf.inforuptcy.com; bcruz@afrct.com; yblum@afrct.com 
 Manoj D Ramia manoj.ramia@klgates.com; klgatesbankruptcy@klgates.com 
 Jason E Rios jrios@ffwplaw.com; kpoulos@ffwplaw.com; tjackson@ffwplaw.com 
 Esperanza Rojo contact@omnimgt.com; sewing@omnimgt.com 
 Kenneth N Russak krussak@frandzel.com; efiling@frandzel.com; dmoore@frandzel.com 
 Vicki I Sarmiento vsarmiento@vis-law.com; jfregoso@vis-law.com 
 Mark C Schnitzer mschnitzer@rhlaw.com; mcschnitzer@gmail.com 
 John R Setlich jrsetlich@setlichlaw.com 
 Diane S Shaw diane.shaw@doj.ca.gov 
 Ariella T Simonds asimonds@sidley.com 
 Jason D Strabo jstrabo@mwe.com; cgilbert@mwe.com 
 Cathy Ta cathy.ta@bbklaw.com; Arthur.Johnston@bbklaw.com; lisa.spencer@bbklaw.com 
 Sheila Totorp stotorp@clausen.com; jbrzezinski@clausen.com 
 Benjamin R Trachtman btrachtman@trachtmanlaw.com; sstraka@trachtmanlaw.com 
 Matthew J Troy matthew.troy@usdoj.gov 
 United States Trustee (RS) ustpregion16.rs.ecf@usdoj.gov 
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 Anne A Uyeda auyeda@bmkattorneys.com 
 Anne A Uyeda auyeda@bmkattorneys.com 
 Annie Verdries verdries@lbbslaw.com; Autodocket@lbbslaw.com 
 Delilah Vinzon dvinzon@milbank.com 
 Brian D Wesley brian.wesley@doj.ca.gov 
 Kirsten A Worley kw@wlawcorp.com; admin@wlawcorp.com 
 Arnold H Wuhrman Wuhrman@serenitylls.com 
 Clarisse Young youngshumaker@smcounsel.com; levern@smcounsel.com 

 
  Service information continued on attached page 
 
2.  SERVED BY U.S. MAIL OR OVERNIGHT MAIL(indicate method for each person or entity served):  
On September 17, 2015, I served the following persons and/or entities at the last known addresses in this bankruptcy 
case or adversary proceeding by placing a true and correct copy thereof in a sealed envelope in the United States mail, 
first class, postage prepaid, and addressed as follows. Listing the judge here constitutes a declaration that mailing to the 
judge will be completed no later than 24 hours after the document is filed. 
 
  Service information continued on attached page 
 
3.  SERVED BY PERSONAL DELIVERY, OVERNIGHT MAIL, FACSIMILE TRANSMISSION OR EMAIL (state method 
for each person or entity served): Pursuant to F.R.Civ.P. 5 and/or controlling LBR, on September 17, 2015, I served the 
following persons and/or entities by personal delivery, overnight mail service or (for those who consented in writing to 
such service method), by facsimile transmission and/or email as follows.  Listing the judge here constitutes a declaration 
that personal delivery on, or overnight mail to, the judge will be completed no later than 24 hours after the document is 
filed. 
 

PRESIDING JUDGE'S COPY 
Honorable Meredith A. Jury 
U.S. Bankruptcy Court 
3420 Twelfth Street, Suite 325 
Riverside, CA 92501-3819 

 
  Service information continued on attached page 
 
I declare under penalty of perjury under the laws of the United States of America that the foregoing is true and correct. 
 
September 17, 2015  Diane Muhrez  /s/ Diane Muhrez 
Date    Type Name  Signature 
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2. SERVED BY UNITED STATES MAIL: 

Counsel for Debtor: 
Stradling Yocca Carlson & Rauth, P.C. 
Attention: Paul R. Glassman 
100 Wilshire Boulevard, 4th Floor 
Santa Monica, CA 90401 
 
Counsel for San Bernardino Police Officers Association: 
Aron M. Oliner 
Duane Morris, LLP 
One Market Plaza 
Spear Street Tower, Suite 2000 
San Francisco, CA 94105 
 
Counsel for San Bernardino City Professional Firefighters Local 891: 
David M Goodrich 
333 South Hope Street, 35th Floor 
Los Angeles, CA 90071 
 
Corey W. Glave 
1042 2nd Street 
Hermosa Beach, CA 90254 
 
Counsel for California Public Employees' Retirement System: 
Michael B. Lubic 
Manoj D. Ramia 
K&L Gates LLP 
10100 Santa Monica Boulevard, 7th Floor 
Los Angeles, CA 90067 
 
Julie Anne Halter 
K & L Gates LLP 
625 Fourth Avenue, Suite 2900 
Seattle, WA 98104 
 
Steven H. Felderstein 
Jason E. Rios 
Felderstein Fitzgerald Willoughby & Pascuzzi LLP 
400 Capitol Mall, Suite 1750 
Sacramento, CA 95814 
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