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Attorneys for Debtor
City of Stockton

UNITED STATES BANKRUPTCY COURT

EASTERN DISTRICT OF CALIFORNIA

SACRAMENTO DIVISION

In re:

CITY OF STOCKTON, CALIFORNIA,

Debtor.

Case No. 2012-32118

D.C. No. OHS-15

Chapter 9

TRIAL EXHIBITS, TRIAL
TRANSCRIPTS, AND LEGISLATIVE
HISTORY CITED IN CITY’S
SUPPLEMENTAL REPLY BRIEF IN
SUPPORT OF CONFIRMATION OF
THE FIRST AMENDED PLAN OF
ADJUSTMENT, AS MODIFIED
(AUGUST 8, 2014)

Date: October 1, 2014
Time: 10:00 a.m.
Dept: Courtroom 35
Judge: Hon. Christopher M. Klein

For the convenience of the Court and parties in interest, the City of Stockton, California

(“City”) hereby submits copies of the excerpts of the trial exhibits, trial transcripts, and legislative

history cited in the City’s Supplemental Reply Brief In Support Of Confirmation Of The First

Amended Plan Of Adjustment, As Modified (August 8, 2014) (“Reply”) filed on September 18,

2014. In the case of transcripts, the City has attached copies of only the pages cited in the Reply,
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along with surrounding pages for context as necessary. In the case of declarations, the City has

attached only the pages of the declaration (and, where applicable, exhibits to the declaration)

referred to in the Reply, along with surrounding pages for context as necessary.

The City has not attached excerpts that were attached to the Trial Exhibits And

Transcripts Cited In City’s Supplemental Brief In Support Of Confirmation Of The First

Amended Plan Of Adjustment, As Modified (August 8, 2014) [Dkt. No. 1673] (“First

Compendium”). Instead, the chart below refers back to each excerpts’ location in the First

Compendium, which had Bates range City Supp. 000001 through City Supp. 000138.

The documents are attached in the order in which they are cited in the Reply. Pages are

Bates numbered in the lower right corner. Where a citation appears more than once, the cited

document is attached only once, with later citations referring back to the Bates range for the first

citation. Abbreviations have the meanings ascribed to them in the Reply.

The column headed “Location in Reply” lists the page and line of the Reply where the

citation to the exhibit, transcript, or legislative history may be found.

Citation
Location
in Reply

Description Bates range

1. 4, fn. 4
Transcript, April 7, 2014, at 25:25-26:15 (comments of the
City), 42:21-24 (comments of the Court)

City Supp.
000139-000142

2. 6:6-7
124 Cong. Rec. 32,403 (Sept. 28, 1978) (statement of Rep.
Edwards)

City Supp.
000143-000144

3. 9:4-5 Leland DTD, ¶¶ 3-10, 18-19

City Supp.
000145-000148,
City Supp.
000152-000154

4. 9:6 Id. ¶¶ 11-17
City Supp.
000148-000152

5. 9:6-7
Conf. Tr., May 12, 2014, at 160:11-163:6 (testimony of
Robert Leland)

City Supp.
000156-000159
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Location
in Reply

Description Bates range

6. 9:9-11
Conf. Tr., May 12, 2014, at 107:19-108:12, 116:5-117:24,
130:10-134:22, 135:21-136:11, 138:23-139:18 (testimony of
Robert Leland)

City Supp.
000160-000164,
City Supp.
000168-000177

7. 9:12 Chase DTD, ¶¶ 14-20
City Supp.
000178-000181

8. 9:12-13
Conf. Tr., May 13, 2014, at 88:22-89:6, 89:23-91:7 (testimony
of Stephen Chase)

City Supp.
000182-000185

9. 9:22-23
Conf. Tr., May 12, 2014 at 162:19-163:6 (testimony of Robert
Leland)

City Supp.
000158-000159

10. 10:2 Id. at 118:20-120:2
City Supp.
000165-000167

11. 10:3 Id. at 169:10-14
City Supp.
000186

12. 10:3-4 Leland DTD, Ex. L, at page 2 of 10
City Supp.
000188

13. 10:8-9
Conf. Tr., May 12, 2014 at 118:20-120:2 and 122:16-123:20
(testimony of Robert Leland)

City Supp.
000165-000167;
City Supp.
000190-000192

14. 10:18 Chase DTD, ¶ 3
City Supp.
000193

15. 10:19 Id., ¶ 4
City Supp.
000194

16. 10:20-21
Conf. Tr. May 13, 2014 at 85:19-86:4 (testimony of Stephen
Chase)

City Supp.
000195-000196

17. 10:23 Id. at 137:24-138:12
City Supp.
000197-000198

18. 11:3 Leland DTD, ¶¶ 14, 16, 26
City Supp.
000199-202

19. 11, fn. 14

Supplemental Plan Supplement In Connection With The First
Amended Plan For The Adjustment Of Debts Of City Of
Stockton, California (November 15, 2013) [Dkt. No. 1259,
Trial Ex. 3033], Ex. 1.a, at pages 2 and 5

City Supp.
000203-204
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Location
in Reply

Description Bates range

20. 12:12 Wilson DTD, ¶ 15
City Supp.
000031

21. 12:13-14 Jones DTD, ¶ 5
City Supp.
000078-000080

22. 12:17-18
Attachment A1 to Exhibit 2006 at EX 2006_0034
(CTY257708)

City Supp.
000205

23. 12:18-19
Conf. Tr., May 12, 2014 at 151:9-20 (testimony of Robert
Leland)

City Supp.
000206

24. 12:20-21
Trial Ex. 2700 at EX 2700_0280-EX 2700_0281 (FRK-
CM0001623—FRK-CM0001624)

City Supp.
000207-208

25. 13, fn. 21 H.R. Report 95-595 at 417 (1977)
City Supp.
000209-000216

26. 18:10-11 Disclosure Statement at Summary and §§ I, II.C, and II.D
City Supp.
000217-000235

27. 18:16 Deis DTD, ¶ 32
City Supp.
000033

28. 20:11-12
Conf. Tr., June 4, 2014, at 26:19-27:16, 50:13-21 (testimony
of Kim Nicholl)

City Supp.
000048-000049,
City Supp.
000051

29. 20:14 Id.

City Supp.
000048-000049,
City Supp.
000051

30. 20:17 Lamoureux DTD, ¶ 13
City Supp.
000043

31. 20:19-20
Conf. Tr., June 4, 2014, at 20:8-21:10 (testimony of Kim
Nicholl)

City Supp.
000022-000023

32. 21:5 Id. at 19:14-22
City Supp.
000236-000237

33. 21:6 Id. at 28:15-29:8
City Supp.
000056-000057

34. 21:8-9 Id., at 27:17-28:14
City Supp.
000238-000241
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35. 22:3-4 Wilson DTD, ¶ 15
City Supp.
000031

36. 22:4 Deis DTD, ¶ 29
City Supp.
000032-000034

37. 22:4-6
Conf. Tr., June 4, 2014, at 20:1-21:23 and 26:15-29:8; 21:24-
22:21; 19:9-22 and 49:4-7

City Supp.
000022-000023;
City. Supp.
000238-000241;
City Supp.
000022-000026

38. 22:17
Conf. Tr., June 4, 2014, at 49:16-21 (testimony of Kim
Nicholl)

City Supp.
000025

39. 22:24-25
Id., at 38:20-39:12, 49:8-13, 52:23-53:1 (testimony of Kim
Nicholl)

City Supp.
000027-000028;
City Supp.
000025; City
Supp. 000054-
000055

40. 23:5-6
Conf. Tr., May 12, 2014 at 19:18-20:4 (comments of the
Court)

City Supp.
000242-000243

41. 23:9-10 Conf. Tr., May 14, 2014, 70:17-19 (comments of Franklin)
City Supp.
000244-000245

42. 24:2
Conf. Tr., June 4, 2014, at 38:10-19 (testimony of Kim
Nicholl)

City Supp.
000027

43. 24:4-5 Id., at 37:10-23
City Supp.
000065

44. 25:12-13 Montes Elig. Decl., ¶ 20
City Supp.
000105-000106

45. 25:13 Deis Elig. Decl., ¶ 39
City Supp.
000107

46. 25:14 Goodrich Elig. Reply Decl., ¶ 8
City Supp.
000108-000109

47. 25:18 Leland DTD, ¶ 37
City Supp.
000246-000248
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48. 25:18 Id., ¶ 18(e)
City Supp.
000154

49. 25:19 Goodrich DTD, ¶ 17
City Supp.
000249

50. 26:8-9 Deis DTD, ¶ 32
City Supp.
000033-000034

51. 26:9 Haase Elig. Decl., ¶ 5
City Supp.
000016-000017

52. 26:9 Millican Decl., Ex. A at 40, Figure 1
City Supp.
000114-000115

53. 26:14 Deis DTD, ¶ 31
City Supp.
000033

54. 26:16
Conf. Tr., June 4, 2014, at 198:12-25 (Franklin closing
argument)

City Supp.
000013-000015

55. 27:14 Wilson DTD, ¶ 15
City Supp.
000031

56. 27:14 Deis DTD, ¶ 29
City Supp.
000032-000034

57. 27:18 Jones Elig. Reply Decl., ¶¶ 13-15
City Supp.
000069-000070

58. 27:18 Jones DTD, ¶ 7
City Supp.
000079-000080

59. 27:20 Jones DTD, ¶ 5
City Supp.
000078-000079

60. 27:21 Id.
City Supp.
000078-000079

61. 27:24 Jones DTD, ¶¶ 4, 8
City Supp.
000078, City
Supp. 000080

62. 29:1
Conf. Tr., June 4, 2014, at 29:20-37:1 (testimony of Kim
Nicholl)

City Supp.
000056-000065

63. 29:1 Trial Ex. 3085
City Supp.
000250-000251
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64. 30, fn. 44
Conf. Tr., May 14, 2014, at 19:18-20:3, 88:1-89:16 (testimony
of Charles Moore)

City Supp.
000252-000255

65. 30, fn. 44 Id. at 103:13-105:8
City Supp.
000087-000089

66. 30, fn. 45
Conf. Tr., May 14, 2014, at 205:19-23 (testimony of David
Lamoureux)

City Supp.
000256-000257

OHSUSA:759214449.1
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Okay. That gets us to this motion that seems to

have Franklin unhappy and me a little bit scratching my

head, motion for judgment to be entered in favor of

plaintiffs. This is a motion that you as defendant made

representing the defendant, Mr. Levinson. We have a

complaint that was filed. We have an answer. So I think

conventionally under Federal Rule of Civil Procedure

12(C) we'd be talking about motion for judgment, but I'm

not sure that that's what it is. Somehow Franklin is

unhappy about getting judgment in its favor, so maybe you

can help me out.

MR. LEVINSON: This is the first one of these

I've ever filed, Your Honor. Here's our thing. We have

the trial set for 9:30 on Monday, May 12 in both the

adversary and on the confirmation issue. And contrary to

what Franklin implies, it's not a cram down as to

Franklin unless you rule differently on classification.

Whatever it is, it will be a hard fought trial. There

are many issues that have been raised by very competent

briefs. There's a lot of discovery. The first half of

the first day of the trial is devoted to motions --

related kind of motions, although less time may be

devoted, and then we have a total of four days to do the

trial.

When the City was preparing its response to the

25
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66 page summary objection filed by Franklin at the end of

February, we started to focus on how we can possibly

streamline the trial to get it done during the window

that we have available because, as we've told you, timing

is important to the City. This is expensive. The longer

the bankruptcy, the more it costs the City. The parties,

in credit to Franklin, have moved very, very fast on the

discovery process in order to accomplish that end. We

filed this motion in an attempt to streamline the trial,

and we brought it on a shortened time in order to see if

we could streamline it sooner rather than later because

streamlining the issues at trial would also mean we would

streamline the preparation for trial and be more

efficient both in terms of time and in terms of cost and

distraction.

The adversary proceeding proceeds down

alternative routes which, of course, is perfectly

permissible. One of them is recharacterization by a

disguised secured loan. If they are true leases, what's

the amount of administrative rent owing, if any? If a

disguised secured transaction, is this loan allowable?

Because as you've heard, the City has said it may be

enforceable if it's a loan. If it's a disguised loan,

what is the value of the collateral and what is the

amount of the secured and the deficiency claims? If we

26
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want to do is get rid of these issues now to narrow the

play.

THE COURT: Mr. Johnston.

MR. JOHNSTON: I think you have a meeting of the

minds, Your Honor. What Franklin would request is you

enter Count 1 -- grant Count 1, you dismiss Count 5 with

prejudice, keep the adversary proceeding in Counts 2, 3

and 4 open and proceed with the scheduling that's already

in your scheduling order.

THE COURT: When we originally set up this

structure where I engaged in a rather unusual exercise

and said we're going to try a confirmation hearing and

separate adversary proceeding simultaneously was because

there was considerable overlap. Mr. Levinson has made

the point that I think I tried to make to you a little

earlier, that all these other issues are fair game to

talk about in the confirmation trial. And to the extent

you've got to move a few pages of a brief from the

adversary proceeding brief to the confirmation brief,

that's, in the days of modern word processing, not that

big a deal. I wouldn't be trying to manage the situation

as to pull the carpet out from legitimate issues, but

anything that actually simplifies the process will

probably help everybody. Remember, I'm only a bankruptcy

judge. I can only handle two or three issues.

42
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MR. JOHNSTON: I feel as if Franklin's

suggestion would go utmost to simplify the issues. I

can't think of a better way to simplify them and have

them presented to you in a coherent manner.

THE COURT: Mr. Levinson, why don't I enter

judgment on Count 1, dismiss Count 5, not only with

prejudice, but just leave the others sitting there

recognizing that they're just an overlap to confirmation

issues anyway?

MR. LEVINSON: I wouldn't want you to dismiss

Count 5 without prejudice. I would want it with

prejudice, which is what Franklin is willing to do.

THE COURT: I can say without prejudice. Here's

the procedural problem. If I leave any part of the

adversary proceeding open, unresolved, then you've got

that provision in Rule 54. I've seen this jump up and

bite people with some regularity, particularly when I was

doing appellate work. 54(B), judgment on multiple claims

or involving multiple parties. When an action presents

more than one claim for relief, whether as a claim

counterclaim, crossclaim or third-party claim, or when

multiple parties are involved, the court may direct entry

of a final judgment as to one or more, but fewer than all

claims or parties, only if the court expressly determines

that there is no just reason for delay. Otherwise, any
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I, Robert Leland, hereby declare:

1. I am a Senior Manager at the consulting firm of Management Partners. I make this

declaration in support of confirmation of the City of Stockton, California’s (“City”) First

Amended Plan For The Adjustment Of Debts Of City Of Stockton, California (November 15,

2013) (“Plan”). I have 39 years of experience in state and local government finance. I served 26

years as the Director of Finance for the City of Fairfield, California, 3 ½ years as Assistant

Finance Director for the City of Sacramento, California, and 6 ½ years as a staff consultant to the

California Assembly Revenue and Taxation Committee. I was elected President of both the

California Society of Municipal Finance Officers and the League of California Cities Fiscal

Officers Department, and was a board member of the League of California Cities, the California

Asset Management Program, and the California Statewide Communities Financing Authority. I

have been creating long-range budget forecasts and spreadsheet models since the early 1980s.

Since March of 2012, I have been a consultant to the City on the creation of the City’s long-range

budget forecasting model.

2. I am the principal author of the Long-Range Financial Plan of the City of Stockton

(“Long-Range Financial Plan” or “LRFP”), which is Exhibit B to the Disclosure Statement With

Respect To First Amended Plan For The Adjustment Of Debts Of City Of Stockton, California

(November 15, 2013). Based on my past experience and on my experience with the City, I

believe that the findings, projections, assumptions, and underlying facts used to create the Long-

Range Financial Plan, as supplemented by new and updated financial data generated since the

filing of the Disclosure Statement, represent the City’s best efforts to forecast its revenues, costs,

and overall feasibility under the terms of the Plan.

The City’s Revenue And Expense Projections Are Realistic

3. In preparing the LRFP, the City considered as many contingencies as possible in

order to develop the most realistic revenue and expense projections that it could to demonstrate

solvency over a prolonged period of time. Its revenue and expense projections are conservative

relative to the pre-recession magnitude of estimates that got the City into trouble in the first place,

but grounded in post-recession reality.
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4. The City’s basis for its projections of revenues from the property tax (24% of

projected FY 2014-15 total revenues) and sales tax (36% of projected FY2014-15 total revenues)

begins with the reports prepared by its consultant and auditor, HdL. True and correct copies of

the HdL projections of property and sales tax revenues that underpin the LRFP are attached

hereto as Exhibits A through K. The City’s property tax forecast goes on to project each of the

four elements contributing to property tax growth: estimated changes in ownership, new

construction based on projected development levels, Proposition 8 increases based on the

potential for valuation recoveries, and the annual Proposition 13 inflator. This analysis militates

against unwarranted optimism in the expected growth of future property tax revenues, which

under this forecast increases an average of 3.9% annually over the next 10 years. Starting April

1, 2014, sales tax revenues will include approximately $28 million per year in new revenues as a

result of the passage of Measure A. On March 5, 2014, the City obtained updated sales tax

information from HdL for the third quarter of 2013, but based on subsequent concerns raised by

HdL2 the City determined that it was premature to update its sales tax projections from those in

the revised LRFP, which currently grows by an average of 3.4% annually over the next 10 years.

5. The City’s projections of utility user tax (“UUT”) are also realistic. The

foundation for these projections is an analysis of gas, electricity, cable, and telecommunication

trends by City consultant MuniServices, and staff assessment of the tax on usage of its water

utility. Given the impact of water and energy conservation efforts by utility customers, and

changing technology trends affecting usage of telecommunications and cable, it is unlikely the

ongoing revenue growth will exceed the 1.5% projected in the LRFP.

2 On March 14, 2014, Lloyd deLlamas of HdL provided the following update: “Just as a heads up, we just
downloaded the results of Stockton’s holiday quarter and the results particularly in the pool receipts were somewhat
lower than anticipated. Although all of the pools for the 58 counties were up 7.8% over the same quarter a year ago,
Stockton’s share of the San Joaquin county pool was only up 3.7%. Stockton’s Christmas quarter was surprisingly
disappointing. Although total receipts were up 4.5% over last Christmas, the revenues were inflated by adjustments
to make up for late payments last quarter. The actual increase after all aberrations are factored was 1.7%. Given
these numbers, the growing concerns regarding a continuing drought on the Central Valley’s economy and recent
speculation that Amazon may convert their tax allocations from the county pools to the three fulfillment centers, we
will be re-evaluating the projections provided just a few weeks ago. The data is still in raw form and it normally takes
us three weeks to identify and assess all of the variables that impact each quarter’s allocation of sales and use tax by
the Board of Equalization, update our quarterly economic forecasts and then focus in on projections for individual
clients. Brice Russell will be performing this quarter’s analysis for Stockton. He and I will work together and
provide you updated projections by mid-April.”
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6. The LRFP does not attempt to predict or project that amount of public facilities fee

(“PFF”) revenues to be collected for future years. This is because the LRFP is a projection of

General Fund revenues and General Fund expenses, and restricted funds, such as PFF revenues,

are not General Fund revenues. Franklin has interpreted one statement in the text of the LRFP to

mean that the City expects to collect $500,000 in PFF revenues that are available to pay Franklin,

even though the Plan does not provide for Franklin to receive these PFF revenues. Franklin’s

interpretation is not what was intended by the statement.

7. The model attached to the LRFP as Attachment “A” was prepared to

mathematically calculate the savings to the General Fund expected to be achieved by the City in

future years as a result of the City’s restructuring of its various financial obligations. The cost to

the City for the lease rent payable under the Golf Course/Park Lease Back was approximately

$2.9 million per year. However, the General Fund had not paid all $2.9 million of those lease

payments, so it would have been inappropriate to show a $2.9 million savings per year as a result

of the City rejecting the Golf Course/Park Leases. At the time of the preparation of the financial

model for the LRFP, which was last summer, the City’s best estimate of future PFF revenues was

such that about $500,000/year of PFF revenues could have been available to make the lease

payments if the Golf Course/Park Leases were not rejected. Thus, the financial model showing

the savings to the City of the financial restructurings reduced the savings from rejection of the

Golf Course/Park Leases from $2.9 million in lease payments, to $2.9 million minus the assumed

amount of $500,000 of available PFF revenues, for a net savings to the General Fund of $2.4

million.

8. In March 2014, at Franklin’s request, I also prepared a second financial model of

the LRFP that, instead of demonstrating the saving of the restructurings to the City, simply shows

future projected General Fund revenues and projected General Fund expenditures (Attachment

“A-1” to the LRFP). There are no PFF revenues set forth in that financial model since PFF

revenues are not General Fund revenues. Attachment A-1 shows zero ongoing net expense to the

General Fund for the 2009 bonds owned by Franklin.
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9. With respect to the issue of whether the City will collect enough in PFF revenues

to satisfy the obligations for which those future PFF revenues must be used, the downturn in

development in Stockton and the resulting nosedive in PFF revenues has dramatically decreased

the City’s ability to make payments from PFFs. While the future expectation is that upon

recovery the Stockton market will be able to absorb 700 residential units per year, this is far

below the historical peak level of almost 3,000 per year during the early 2000s. And precisely

when that recovery will occur is still in question. Since the creation of the housing absorption

study by consulting firm Economic & Planning Systems, Inc. (“EPS”) in the second calendar

quarter of 2013, the City’s estimate of residential building permits to be issued from FY2012-13

through 2016-17 has dropped 63% to 1,850, from the EPS original estimate of 4,668. All of the

factors discussed in the Direct Testimony Declaration of Steven Chase (“Chase DTD”) place

significant constraints on the availability of PFF funds for anything other than the infrastructure

improvements for which the PFF revenues are collected, and little or nothing for payment of debt

service to creditors.

10. The LRFP projects that, with the savings from the financial restructuring described

in the Plan as well as new revenues from the passage of Measure A, the City will achieve a

balanced and sustainable budget. The projected levels of sales tax revenues, property tax

revenues, UUT, and other taxes, fees, and revenues will enable the City to maintain and fund

adequate municipal services, including fire and police protection, as well as to satisfy the City’s

obligations to its creditors as restructured pursuant to the Plan.

The General Fund Reserve Level Contemplated By The LRFP Is Appropriate For The City’s

Long-Term Sustainability

11. Attached hereto as Exhibit M is a true and correct copy of a publication by the

Government Finance Officers Association (GFOA) titled “Best Practice: Appropriate Level of

Unrestricted Fund Balance in the General Fund (2002 and 2009) (BUDGET and CAAFR).” It is

publicly available online at

http://www.gfoa.org/downloads/AppropriateLevelUnrestrictedFundBalanceGeneralFund_BestPra

ctice.pdf. In this publication, the GFOA “recommends that governments establish a formal policy
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on the level of unrestricted fund balance that should be maintained in the general fund.” Id. at 1.

It further recommends “at a minimum, that general-purpose governments, regardless of size,

maintain unrestricted fund balance in their general fund of no less than two months of regular

fund operating revenues or regular general fund operating expenditures.” Id. at 2. This

recommended balance translates to 16.67% of total expenditures.

12. In 2006, the City Council adopted a resolution approving a policy that aspired to

maintain in the General Fund a “catastrophic reserve” that is “equivalent to five percent of the

General Fund annual appropriations and transfers out” and an “economic contingency/budget

uncertainty reserve” that is also “equivalent to five percent of the General Fund annual

appropriations and transfers out.” City of Stockton Council Policy No. 700-4, Reserve Policy—

General Fund, adopted by Resolution 06-0299 (June 6, 2006). However, as the City’s financial

health began to deteriorate, it became clear that this total reserve of 10% was inadequate. The last

time the 10% reserve policy is mentioned in a City budget was June 11, 2010, with the release of

the FY 2010-11 Annual Budget. In the LRFP, any resources in excess of the more conservative

level of 15% of total expenditures are assumed available to be applied toward unmet operating

needs, however, it is projected that the City will not achieve a 15% reserve level until FY 2032-

33. In its fourth quarter financial review for FY 2013-14 held on February 25, 2014, the City

staff report cited the GFOA’s recommended reserve policy of two months of operating revenues

or expenditures and now recommends moving toward that level of reserve. 3 By inference, this

supersedes the City’s 2006 policy of a 10% total reserve. Currently, it is projected that the City

will not achieve a 16.67% reserve level until FY 2033-34. If the City’s finances were more

favorable than currently projected, the City could achieve its operating reserve goal earlier.

3 “The Government Finance Officers Association recommends, at a minimum, that general-purpose governments,
regardless of size, maintain unrestricted fund balance in their General Fund of no less than two months of regular
General Fund operating revenues or General Fund operating expenditures, which is equivalent to 16.7% of those
amounts. Cities with formal reserve policies generally specify between 10-20% reserve levels. The Administration
now recommends that the portion of the Ending Fund Balance ($3.1 million) that resulted from the unanticipated
refund of County Property Tax Administration Fees (explained in detail later in this report), be retained in the
General Fund to help build the available fund balance. With a balance of $3.1 million (or just under 2%), the City is
still substantially below these recommended levels. This recommendation is made to provide a small step towards
building up one-time monies to meet the many unfunded, but mission critical needs for spending.” See Council
agenda report #14-0202, February 25, 2014, a true and correct copy of which is attached hereto as Exhibit L.
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13. Franklin’s suggestion that a reserve fund of 10% or less is sufficient and that

money from this fund is available to pay the 2009 Bond Claim indicates a deep misunderstanding

of the purpose of reserves. Reserves are a one-time resource designed to help bridge a downturn

in the economy that results in lower revenues than projected, or to help meet an unexpected one-

time increase in expenditures. Reserves are not available to pay an ongoing increase in

obligations such as the 2009 Bond Claim. If the General Fund began paying the full $2.9 million

in 2009 Bond debt service starting in the current fiscal year 2013-14, the General Fund would be

in deficit within six years.

14. In addition to these reserves, the LRFP also incorporates a $2 million per year

annual contingency (approximately 1% of expenditures). The purpose of this annual contingency

is, like an annual operating reserve, to protect the City against financial setbacks. However,

whereas an annual operating reserve represents one-time emergency resources to deal with short-

term issues, the annual contingency serves as a long-term buffer against natural swings in

economic conditions. As evidenced by the recent recession, economic downturns can cause a city

to fall short of its projections by millions, or even tens of millions, of dollars over several years.

Moreover, it may take several additional years for a city’s revenues to return to their prior peak

year total, much less the level to which revenues would have grown given a continuation of pre-

recession trends. For example, in FY2013-14 Stockton is still $36 million below the $203 million

in General Fund revenue it received five years earlier in its peak fiscal year of 2008-09, and the

City is $93 million below the trended level of revenue produced by a continuation of the General

Fund growth rate that occurred in Stockton from FY1996-97 through FY2006-07. The annual

contingency is meant to provide a safeguard against these types of long-term setbacks by serving

as a “smoothing” mechanism – that is, the annual contingency spreads the impacts of economic

downturns over the entire period of the LRFP. This allows the City to make projections of its

future finances without having to make predictions about the timing or severity of future

recessions, with a reasonable level of assurance that adequate resources will always be available

to support the projected level of expenditures.

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&((

City Supp. 000150

Case 12-32118    Filed 09/18/14    Doc 1714



- 8 - DIRECT TESTIMONY DECL. OF ROBERT LELAND

ISO CONFIRMATION OF FIRST AMENDED PLAN

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

15. Franklin argues that the $2 million annual contingency is unnecessary, and

contends that the City can simply pay that money to Franklin instead. This argument completely

misses the importance of the annual contingency to the City’s projections and the City’s long-

term fiscal health. While the City could theoretically eliminate the annual contingency from the

LRFP, the LRFP itself would then need to be altered in order to incorporate predictions as to the

timing and magnitude of economic swings and the impact of such swings on the City’s finances.

The reduction in contingency expenditures within the forecast would be offset by the loss of

resources from the projected economic downturns. Given the inherent difficulties of predicting

recessions, particularly over a 30-year period, budget forecasts do not typically do so, but rather

opt for a realistic linear growth trend for revenue and either build in a buffer against future

variations or require significantly higher reserves.4 However, if the City were to eliminate its

$2 million contingency and incorporate recessions into its revenue forecast, and at the same time

increase expenditures by $2 million annually to make payments toward the 2009 Bond Claim,

current projections indicate that this would cause the General Fund balance to rapidly erode and

result in a deficit within 7-9 years, depending on the timing and severity of the recessions, which

in turn would require another restructuring of City finances.

16. The City must be sustainable. The City recognizes that its financial plans and

budgets, however sound, will need to be amended as economic and financial circumstances

change. Maintaining a healthy reserve is essential to weather the “worst case scenarios” where

the City does worse than anticipated. The operating reserves and the annual contingency

projected in the LRFP are necessary to sustain the City as a viable municipality. This has been

4 The City of Sunnyvale is the “gold standard” for long-range financial plans, in that it has been adopting 20-year
budget forecasts bi-annually since the 1980’s. Sunnyvale’s current reserve policies are as follows: (1) “The General
Fund Contingency Reserve will be maintained at 15% of operations costs in year one of the long-term plan, with
annual increases based on projected increases in the Consumer Price Index”, (2) “The Budget Stabilization Fund will
be a minimum of 15% of projected revenues for the first two years of the 20-year planning period. Beyond year two
the Budget Stabilization Fund will always have a balance of at least zero”, and (3) “The Twenty-Year Resource
Allocation Plan Reserve shall be used to levelize economic cycles and maintain stable service levels over the long
term.” (http://sunnyvale.ca.gov/Portals/0/Sunnyvale/CodesAndPolicies/7.01.01.pdf) Sunnyvale’s total projected
reserves for FY2013-14 total $92.7 million, which is 63% of its budgeted total requirement of $146.6 million.
Sunnyvale does not attempt to predict the timing of recessions, but rather uses relatively linear forecasting trends (as
does Stockton); its projected property tax revenue averages 3.8% annual growth from FY2013-14 through 2032-33
(compared to 3.4% for Stockton over the same period), and its sales tax revenue averages 2.9% annual growth
(compared to 3.1% for Stockton over the same period).
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the City Council’s overarching policy objective starting with the AB 506 process initiated in early

2012. This is in the best interests of the City and its residents. Raiding these reserves for

payments to Franklin would imperil the City’s financial viability.

17. Similarly, if the City were to substitute Franklin’s business judgment for its own

by submitting a plan that impaired CalPERS, Franklin would fare worse than it would under the

City’s Plan. If the City were to impair CalPERS, then CalPERS would have an immediate

unsecured claim worth approximately $1.62 billion.5 The claim from CalPERS would represent

73.3% of the unsecured claims pool, compared with a roughly 24.7% share for Retiree Health

Benefit Claimants ($545 million) and an approximate 1.58% share for Franklin (even assuming

the Franklin claim is in the amount of $35 million as opposed to $10.4 million).

The City’s Projections Of Its CalPERS Obligations Are Sound

18. On the expense side, the City’s projections of its CalPERS obligations are sound.

In September 2013, the City received a long-range projection of CalPERS employer rates6 for its

Safety and Miscellaneous employee plans from its actuary, The Segal Company (“Segal”), using

the CalPERS June 30, 2011 valuation, the latest then available, and taking into account the

following anticipated changes7:

a. Rate smoothing and unfunded liability amortization changes phased in over five

years. These changes would result in significant short-term increases in rates, but with fixed

periods for amortization, rates would drop as various “layers” of unfunded liability become fully

amortized, ultimately leaving only the levy of a rate for “normal” costs with prior unfunded

liabilities completely paid off and all employees under the Public Employees’ Pension Reform

5 This $1.62 billion is the amount which CalPERS claims it would be due as the total of the “Unfunded Termination
Liability” for the combined Safety and Miscellaneous plans, using the “Termination Liability Discount Rate” of
2.98%, the yield of the 30-year US Treasury Separate Trading of Registered Interest and Principal of Securities
(STRIPS) as of June 30, 2012. Attached hereto as Exhibits N and O are true and correct copies of excerpts from the
CalPERS Annual Valuation Reports as of June 30, 2012 for the Miscellaneous and Safety Plans for the City of
Stockton, respectively. See page 28 of Exhibit N and page 28 of Exhibit O for CalPERS’ calculation of the
“Unfunded Termination Liability” for the Miscellaneous and Safety Plans, respectively. Because the City intends not
to terminate the CalPERS contracts, the City has not researched this number and thus does neither agrees nor
disagrees with this amount.
6 The employer rate consists of a “normal cost” rate to pay the cost of service accrued for active employees for the
upcoming fiscal year, and an “unfunded rate” to pay the fiscal year’s amortized portion of unfunded liability (the
amount by which accrued liabilities exceed the actuarial value of assets). These rates are applied to the “PERSable
income” of active employees to generate the amounts payable to CalPERS.
7 A true and correct copy of Segal’s rate forecast, with assumptions, is attached hereto as Exhibit P.
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Act (PEPRA) level of benefits. These changes were subsequently reflected by CalPERS in its

June 30, 2012 valuations (which became available after the Segal forecast).

b. Mortality Improvements, reflecting longer beneficiary lifespans, phased in over

five years. These were adopted by the CalPERS board in February 2014 and should be reflected

in the June 30, 2013 valuation reports due later this year.

c. Discount Rate Reduction. The City’s projections include the assumption that an

additional reduction of 0.25% in the discount rate (the assumed investment return for actuarial

purposes) would be approved by the CalPERS board. If the discount rate is reduced, employer

rates go up significantly, given that approximately 70% of CalPERS income comes from

investment returns. Two years ago the CalPERS staff recommended a 0.5% reduction in the

discount rate, from 7.75% to 7.25%. The CalPERS board enacted half of that amount, a 0.25%

reduction to 7.5%, and deferred action on the second half of the staff recommendation. To date

the board has not acted on the second 0.25% reduction. Given favorable investment returns the

past two years (the forecast assumed a 12.5% CalPERS investment return for FY2012-13), and

the cumulative impact of rate increases on member agencies that resulted under (a) and (b) above,

there may be a disincentive for the board to act on this item in the near-term. A board workshop

on risk has been proposed for later this year. The City’s projections, by including a discount rate

cut, prudently assume the potential for an additional rate increase.

d. Payroll Adjustments. The unfunded liability portion of pension costs is a fixed

amount, but the payment to CalPERS is determined by multiplying the unfunded rate supplied by

CalPERS to the City’s payroll. There is a three-year lag between the last year CalPERS has

actual payroll data from the City (e.g., FY2011-12), and the year for which CalPERS is issuing its

newest rate (for FY2014-15), and CalPERS bridges the gap by assuming that the historical

payroll last reported increases by 3% annually. If the City’s payroll for the rate year in question

(FY2014-15) is less than estimated by CalPERS, the unfunded rate provided by CalPERS will

prove to be too low to generate the payments expected from the City by CalPERS for purposes of

unfunded liability amortization, and in subsequent years that unfunded portion of the rate will

need to be increased. This outcome of payroll being less than the CalPERS actuarial projection

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&((

City Supp. 000153

Case 12-32118    Filed 09/18/14    Doc 1714



- 11 - DIRECT TESTIMONY DECL. OF ROBERT LELAND

ISO CONFIRMATION OF FIRST AMENDED PLAN

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

has proved to be an issue statewide as many cities have cut positions and reduced compensation,

as has Stockton, and thus wind up with lower payroll than in the CalPERS actuarial valuation. In

an effort to better reflect the impacts on the unfunded portion of the employer rate, Segal’s

estimates took into account the lower level of payroll in the near-term due to past position cuts

and compensation reductions. They also built in the higher payroll long-term due to the three-

year phase-in of 120 new police officer positions and other non-sworn staff as part of the City’s

Marshall Plan on Crime.

e. The Public Employees’ Pension Reform Act (“PEPRA”). PEPRA provides for

lower benefit levels for “new hires” (this excludes past CalPERS members with less than a six-

month break in service, who would retain the higher benefit levels, referred to as “classic”

members). Savings will accrue over time as gradual ongoing turnover places “classic” new hires

in the City’s “tier 2” (an in-between level of benefits between PEPRA and the original or “tier 1”

level of benefits) and “non-classic” new hires who will fall into the PEPRA tier. This transition is

included in the Segal estimates, which also assume all of the new safety hires under the Marshall

Plan come in under PEPRA and are computed under that formula. The City does not yet have

official employer rates for PEPRA employees. These are expected in the June 30, 2013 valuation

report due later this year. While PEPRA assumes a 50:50 split of total normal cost between

employer and employee, this has to be negotiated. If agreement is not reached the City can

impose a 50:50 split, but not until 2018.

19. Segal took the estimated rates of each tier using the foregoing assumptions, and

computed a weighted overall Safety rate, which was multiplied by forecasted Safety employee

“PERSable” income (salary, add-pays, uniform allowance), and a weighted overall Miscellaneous

rate, which was multiplied by forecasted Miscellaneous salaries. Salary growth includes the new

employees under the Marshall Plan, cost of living adjustments (COLAs), and estimated impact of

merit (step) increases.

/ / /

/ / /

/ / /
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Franklin Could Not Get More Money From The City If The Bankruptcy Case Were Dismissed Or

If The City Impaired CalPERS

20. Franklin claims that it will do better if the City’s bankruptcy case were dismissed

because Franklin could obtain a judgment against the City for the amount of the lease payments

every six months. But Franklin misses a key point: The City would not have enough money to

pay these judgments. Attached hereto as Exhibit Q is a true and correct copy of a table showing

the loss of budgeted restructuring savings to all funds expected through 2041 as a result of claims

made against the City every 6 months. With the possible exception of the Ambac Settlement

Agreement, all of the settlements that the City has made with its creditors would be unraveled,

and Franklin would be just one out of more than one thousand creditors pursuing individual

remedies in state court. The City simply would not have sufficient funds to pay all of the

judgments that would be obtained by all of its creditors if the City was no longer afforded

bankruptcy protection. These creditors would include CalPERS, holders of Retiree Health

Benefit Claims, NPFG, Assured, possibly Ambac, various tort claimants and numerous other

creditors. The inevitable resulting chaos would be catastrophic to the City’s operations, staff

retention, crime prevention, collection of fee and tax revenues, and Stockton’s overall desirability

for both residents and businesses.

Moore Opinion One – City Has the Resources to Pay Franklin

21. The Expert Report of Charles M. Moore (“Moore Report”) posits four arguments

in support of its conclusion that the City has plenty of resources with which to pay Franklin: (1)

The City’s revenue estimates are excessively conservative, and so the General Fund will be better

off than is being forecasted, (2) the annual contingency can be eliminated, freeing up $2 million

per year, and the level of reserve the City is seeking to maintain can be reduced, both in order to

pay Franklin, (3) PFF revenues are available to pay “a significant portion, if not all, of the

amounts owing”, and (4) the City could undertake other revenue and cost initiatives to improve

its finances.

22. City forecasts are not excessively conservative: The City’s revenue forecast may

be conservative relative to the revenue growth experience of the late 1990’s and early 2000’s,
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"D /ZNJ `?UMR IF JZF WNYFA

PD 2? JZ?YF NEF PUDRY JZNJH UDRFE JZF =?D[>6ND[F

<ODNDWONM 7MNDH W?UMR JZFD IF YVFDJ ?D ]OYYO?D>WEOJOWNM

YVFDROD[H EO[ZJh

"D KFMMH NJ JZF V?ODJ Z̀OWZ X?U [FJ J? JZF "'A( VFEWFDJ

EFYFEQFH `FbEF NYYU]OD[ JZNJ X?U `NDJ J? [FJ JZF EFYFEQF

PUMMX PUDRFR IFP?EF X?U YJNEJ YVFDROD[ ?D ?JZFE DFFRY D?

]NJJFE Z?̀ WEOJOWNM JZFX ]O[ZJ IFA 2? NY OJ YJNDRY D?` OD

?UE P?EFWNYJH OJ `?UMR JNTF "* ?E #+ XFNEY J? [FJ J? JZNJ

"'A( VFEWFDJA 2? OP `F ZNQF N PF` [??R XFNEY OD JZNJ JO]F

JZNJ NRR EFY?UEWFYH JZFD JZNJ ]O[ZJ FDNIMF UY J? [FJ J? JZF

"'A( VFEWFDJ RFYOEFR EFYFEQF MFQFM Y??DFE JZND "* XFNEYA 3DR

JZNJ `?UMR IF N [??R JZOD[A

4UJ . JZODT OJbY UDEFNMOYJOW J? F V̂FWJ JZNJ JZF

W?DJOD[FDWX `?DbJ IF UYFR OD FNWZ XFNEA .D EFNMOJXH `ZNJ JZF

W?DJOD[FDWX OYH OY N W?DYOYJFDJ NDR ROYWOVMODFR ZFR[OD[

YJENJF[X J? NWW?UDJ P?E JZF ODFQOJNIMF QNEONJO?DY JZNJ X?UbEF

[?OD[ J? ZNQF PE?] ?UE P?EFWNYJFR EFQFDUFY NDR F^VFDROJUEFYA

.D EFNMOJXH F̀bEF [?OD[ J? ZNQF R?̀ D XFNEYH MOTF . dUYJ

]FDJO?DFRH `OJZ JZOY [EFNJ EFWFYYO?DA KFbEF POQF XFNEY

EF]?QFR PE?] #++*A KF NEF YJOMM %# ]OMMO?D R?MMNEY IFM?` JZF

VFNT EFQFDUFA

2? JZF VMUYFY NDR ]ODUYFY R?DbJ WNDWFM FNWZ ?JZFE ?UJ

OD JZF YN]F POYWNM XFNEH X?UbEF [?OD[ J? ZNQF VFEO?RY ?P

R?`DYORF >> NDR JZNJbY Z̀FEF F̀ ]?YJ `NDJ J? IF VE?JFWJFR
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IFWNUYF `FbEF D?J OD JZF P?EFWNYJ JEXOD[ J? VEFROWJ JZF XFNEY

OD `ZOWZ N EFWFYYO?D ]O[ZJ ?WWUE NDR EFQFDUFY ]O[ZJ IF M?`FEA

8FEJNODMX JZFEF `OMM IF Y?]F [??R XFNEYA 4UJ OP `F R?DbJ

VE?JFWJ ?UEYFMQFY ?D JZF R?`DYORFH OP JZNJ W?DJOD[FDWX F̀EF

D?J JZFEFH `F `?UMR ZNQF J? NMJFEH PNOEMX ENROWNMMXH JZF

VE?dFWJO?DY JZNJ `F ZNQFH NDR OJ ?̀UMR D?J IF N VEFJJX

VOWJUEFA

PD 6O[ZJA 2? Y?]F XFNEY JZF W?DJOD[FDWX `OMM [FJ UYFR OD

JZF R?`D XFNEYA 2?]F XFNEYH OD JZF [??R XFNEYH JZF

W?DJOD[FDWX `?DbJ [FJ UYFR NDR `OMM [? J? JZF PUDR INMNDWFH

EO[ZJh

"D /? JZF F^JFDJ NMM >> FQFEXJZOD[bY IFOD[ FjUNMH OP X?U

ZNQF N XFNE OD `ZOWZ X?U NEF F̂ NWJMX ?D JNE[FJ NDR X?U RORDbJ

ZNQF NDX ?JZFE F^VFDYF JZNJ DFFRFR J? JNV JZNJ W?DJOD[FDWXH

JZFD X?U `?UMR ZNQF NRROJO?DNM EFY?UEWF >> X?UE PUDR INMNDWF

`?UMR NUJ?]NJOWNMMX ODWEFNYFA

PD 3 XFNE MOTF MNYJ XFNEh

"D 9FYA

PD 3DR ?DWF X?U [FJ J? JZF ]ODO]U] PUDR INMNDWFH OP X?U

ZNQF N XFNE MOTF MNYJ XFNEH JZNJ W?DJOD[FDWX OY [?OD[ J? IF

YVFDJH EO[ZJh

"D KFMMH ?DWF X?U [FJ J? JZF ]ODO]U] PUDR INMNDWFH `ZOWZ

OY D?̀ H JZF "'A( VFEWFDJH X?U ZNQF JZF RNUDJOD[ NEENX ?P

DFFRY JZNJ JZF 8OJX ZNY D?J PUDRFRH ODWMUROD[ O]VE?QOD[

V?MOWF PUEJZFE JZND JZF BNEYZNMM 7MNDH ODWMUROD[ O]VE?QOD[
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?JZFE YFEQOWFY JZNJ JZF 8OJX ZNYH REN]NJOWNMMX ODWEFNYOD[

RFPFEEFR ]NODJFDNDWF F^VFDROJUEFYH EFVMNWOD[ JZF W?]VUJFE

YXYJF] >> JZF 8OJX Z?VFY J? D?J ZNQF J? `NOJ #+ XFNEY J? R?

JZNJA 2? J? JZF F^JFDJ JZNJ OJ W?]FY Y??DFEH JZNJ `?UMR IF N

YO[DOPOWNDJ ZFMV OD RFNMOD[ ÒJZ OJY ENJZFE VE?P?UDR YFEQOWF

ODY?MQFDWXA

PD 3MM JZF JZOD[Y X?U RFYWEOIFR FNEMOFE NY D?J IFOD[

VE?QORFR P?E OD JZF IUR[FJH EO[ZJh

"D /ZFX NEF D?J WUEEFDJMX PUDRFRA

PD 3DR Y? `ZFD JZFEF OY UDUYFR W?DJOD[FDWX OD N

VNEJOWUMNE XFNEH OJbY D?J [?OD[ J? IF YNQFR P?E N ENODX RNXH

EO[ZJh

"D KFMM ODOJONMMX . JZODT OJ `OMM IF YNQFR P?E JZF ENODX

RNX UDJOM X?U [FJ UV J? JZF "'A( VFEWFDJ EFYFEQFA 4FX?DR

JZNJ OJ `OMM IF YVFDJA

PD 6O[ZJA 3PJFE X?U [FJ J? JZF EFYFEQFH OJ `OMM IF

YVFDJh

"D 3DR . JZODT JZF 8OJXbY PFFMOD[ JZNJ JZFX NEF Y? PNE

EF]?QFR PE?] N Y?MQFDJ YOJUNJO?D OD JFE]Y ?P YFEQOWFYH JZFX

RFYVFENJFMX DFFR J? ]NTF Y?]F ?P JZ?YF F V̂FDROJUEFYA

PD 2? . JZ?U[ZJ X?U JFYJOPOFR FNEMOFE JZNJ UDRFE JZF

=?D[>6ND[F <ODNDWONM 7MND JZF 8OJX OY YFEQOWF>Y?MQFDJe OY

JZNJ D?J W?EEFWJh

"D KFMMH JZFX ZNQF ]NRF >> JZFX ZNQF ]NRF Y?]F ]Nd?E

YJEORFYA /ZF VNYYN[F ?P BFNYUEF 3 FDNIMFR JZF FDNWJ]FDJ ?P
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VEOQOMF[FA

'K$ *-M('B 2UYJNODFRA

49 #(D L-K%)'-%B

PD -?` 0^ZOIOJ #++' OY JZF ]?YJ EFWFDJ QFEYO?D ?P JZF

=?D[>6ND[F <ODNDWONM 7MNDH W?EEFWJh

"D /ZOY OY `ZNJ `NY EFMFNYFR ?D BNEWZ #DRH JZNJbY JEUFA

PD .Y JZFEF N ]?EF EFWFDJ QFEYO?Dh

"D -?J XFJA /ZFEF ]NX `FMM IF ?DWF JZF 8OJX NR?VJY N

IUR[FJ P?E JZF W?]OD[ XFNEH IUJ JZOY OY JZF ]?YJ EFWFDJ D?`A

PD ;TNXA 3DR 0^ZOIOJ #++' OY JZF R?WU]FDJ NY J? `ZOWZ

X?U IFMOFQF JZNJ JZF PODROD[YH VE?dFWJO?DYH NYYU]VJO?DYH NDR

UDRFEMXOD[ PNWJY UYFR J? WEFNJF JZF =?D[>6ND[F <ODNDWONM

7MNDH NY YUVVMF]FDJFR IX DF` NDR UVRNJFR PODNDWONM RNJN

[FDFENJFR YODWF JZF POMOD[ ?P JZOY ROYWM?YUEF YJNJF]FDJH

EFVEFYFDJ JZF 8OJXbY IFYJ FPP?EJY J? P?EFWNYJ EFQFDUFYH

W?YJYH NDR ?QFENMM PFNYOIOMOJX UDRFE JZF JFE]Y ?P JZF VMND ?P

NRdUYJ]FDJe W?EEFWJh

"D /ZNJ OY W?EEFWJA

PD 3DR IFJ`FFD MNYJ 1FWF]IFE NDR JZOY BNEWZH X?U EFQOYFR

JZF =?D[>6ND[F <ODNDWONM 7MND OD ?ERFE J? NWW?UDJ P?E

ZO[ZFE>JZND>F^VFWJFR VE?VFEJX JN^FY JZNJ JZF 8OJX ZNR

EFWFOQFRH W?EEFWJh

"D /ZFEF `FEF >> JZFEF `FEF YFQFENM JZOD[Y JZNJ `F

ODW?EV?ENJFRA @O[ZFE VE?VFEJX JN F̂Ye JZF NYYFYY?E VUJ ]?EF

QNMUF ?D JZF E?MM P?E JZF O]]FRONJF XFNEH b"$H b"% POYWNM
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XFNEH JZND `F ZNR EF[O?DNMMX IFFD MFR J? IFMOFQFH Y? JZNJ

]NRF ND NRdUYJ]FDJ OD VE?VFEJX JN^A

/ZF 8OJX 8?UDWOM NMY? NR?VJFR N P?UEJZ jUNEJFE EFV?EJ

P?E POYWNM #+"$ JZNJ UVRNJFR EFQFDUF NDR F^VFDROJUEF

FYJO]NJFYA /ZF 8OJX NMY? O]VMF]FDJFR N EFQOYFR BNEYZNMM 7MND

?D 8EO]F JZNJ ZNR ROPPFEFDJ EFQFDUF NDR F^VFDROJUEF NYVFWJY

J? OJA 3DR Y? `F J??T JZF ?VV?EJUDOJX J? JNTF JZ?YF QNEO?UY

WZND[FYA /ZFEF `FEF Y?]F ?JZFEYH IUJ JZ?YF `FEF N]?D[ JZF

]Nd?E ?DFYA

PD 3DR X?U ODW?EV?ENJFR JZ?YF WZND[FY ODJ? JZF EFQOYFR

QFEYO?D ?P JZF VMNDh

"D .DJ? JZOY 0^ZOIOJ #++'A

PD ;TNXH JZNDT X?UA

-?`H OD X?UE JFYJO]?DXH X?U JNTF OYYUF `OJZ N DU]IFE

?P JZF ?VODO?DY ?P <ENDTMODbY F^VFEJ 8ZNEMFY B??EFH R?DbJ

X?Uh

"D . R?A

PD 3DR ?DF ?P JZF ?VODO?DY X?U NYWEOIF J? BEA B??EF OY

JZNJ JZF 8OJXbY P?EFWNYJY NEF F^WFYYOQFMX W?DYFEQNJOQFH

EO[ZJh

"D . IFMOFQF JZF O]VMOWNJO?D PE?] JZF `NX ZF `E?JF UV ZOY

JF^J `NY JZNJ `F `FEF Y?]FZ?` M?`>INMMOD[ JZF FYJO]NJFYH JZNJ

`F F̀EF F^WFYYOQFMX W?DYFEQNJOQFA . J??T OYYUF `OJZ JZNJA

PD /NTF N M??T NJ X?UE ROEFWJ JFYJO]?DXH VN[F "#H

VNEN[ENVZ #"e
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]?RFM JZNJ [?FY ODJ? ]?EF RFJNOM OD JFE]Y ?P `ZFEF `F JZODT

P?EFWNYJ OY [?OD[ OD JZF PUJUEFA 3[NODH `FbEF UYOD[

P?E ǸER>M??TOD[ WEOJFEONA

PD 6O[ZJH IUJ JZ?YF NEF JZF ?DFY X?U RFYWEOIFR NY

gVEURFDJMX W?DYFEQNJOQFgh

"D . JZODT JZFX NEF VEURFDJMX W?DYFEQNJOQFA . JZODT OP

JZF 8OJX `FEF J? W?UDJ ?D Y?EJ ?P JZF OEENJO?DNMMX F^UIFENDJ

VFEO?R ?P [E?`JZ NY JZF INYOY P?E JZFOE FYJO]NJFYH OJ ?̀UMR

R? D?JZOD[ IUJ [FJ UY OD JE?UIMFA KF `NDJ FYJO]NJFY `F WND

MOQF `OJZ Y? JZNJ `F WND RF]?DYJENJF JZNJ JZOY VMND `OMM ZND[

J?[FJZFE ?QFE $+ XFNEYH Z̀OWZ OY N M?D[ VFEO?R ?P JO]FA

PD 3DR OD ZOY JFYJO]?DXH P?E]FE 8OJX BNDN[FE 4?I 1FOY

RFYWEOIFR JZF =?D[>6ND[F <ODNDWONM 7MND NY gW?DYFEQNJOQFHg

RORDbJ ZFh

"D . IFMOFQF ZF ZNY ]NRF W?]]FDJY J? JZNJ FPPFWJH NDR ZF

`NY JZF 8OJX BNDN[FE `ZFD JZF ?EO[ODNM VMND `NY VUJ J?[FJZFE

MNYJ PNMMA

PD .D JZF =?D[>6ND[F <ODNDWONM 7MNDH X?U RFYWEOIF `ZNJ N

W?DYFEQNJOQF VMND NWJUNMMX ]FNDYe X?U YJNJFR JZNJG

RPD g8?DYFEQNJOQF ]?RFMOD[ NYYU]VJO?DY ]FND JZNJ

?D INMNDWF AAA F̀ WND F^VFWJ JZNJ QNEONDWFY NEF Y?]F`ZNJ

]?EF MOTFMX J? IF [??R DF`Y JZND INR DF ỲHg RORDbJ X?Uh

"D 9?U ZNQF J? IF ND ?VJO]OYJ J? IF OD M?WNM [?QFED]FDJA

4UJ ?UE PFFMOD[ OYH N[NODH JZFEF NEF ]Nd?E EOYTY ?D I?JZ

YORFY ?P JZF FjUNJO?DA 3DR JZF YORF `F NEF ]?YJ W?DWFEDFR
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NI?UJ OY JZF R?`DYORFA 3DR Y? `F NEF WFEJNODMX VUJJOD[

DU]IFEY J?[FJZFE JZNJ NEF I?JZ EFNMOYJOWH [OQFD JZF [E?̀ JZ

PNWJ?EY JZNJ `F YFFH NDR VE?RUWOD[ ND ?UJW?]F JZNJ `F IFMOFQF

`F WND MOQF `OJZ ?QFE JZNJ M?D[ VFEO?R ?P JO]FA

PD 2? OY OJ ND NWWUENJF YJNJF]FDJ JZNJ QNEONDWFY NEF

Y?]F̀ ZNJ ]?EF MOTFMX J? IF [??R DF̀ Y JZND INR DF Ỳh /ZNJbY N

XFY>?E>D? jUFYJO?DA

"D /ZNJbY JZF `NX F̀ PFMJ NJ JZNJ VNEJOWUMNE V?ODJ OD

JO]FA KFbEF D?` PODROD[ JZNJ Y?]F ?P JZF PNWJ?EY JZNJ F̀

F^VFWJFR J? IF MFNROD[ J? N ]?EF ENVOR EFW?QFEX JZND ZNY IFFD

JZF WNYFH JZNJ ZNYDbJ ]NJFEONMOaFRA LE?`JZ OY YJOMM YM?`H

UDF]VM?X]FDJ OY YJOMM ZO[ZA

;DF ?P JZF JZOD[Y NI?UJ N P?EFWNYJ OY JZNJ OJbY ND

OJFENJOQF VE?WFYYA 9?UbEF W?DYJNDJMX JNTOD[ OD DF̀

ODP?E]NJO?D `ZOWZ X?U ]NX ZNQF PFMJ `NY JEUF NJ ?DF V?ODJ OD

JO]FH IUJ NY WOEWU]YJNDWFY WZND[FH X?U EFNMOaF X?U ZNQF J?

NRNVJ J? JZ?YF WZND[OD[ WOEWU]YJNDWFYA . JZODT OP . `FEF

EFVZENYOD[ JZOY J?RNXH OJ `?UMR D?J IF YUWZ ND ?VJO]OYJOW

YVODH JZNJ `FbEF YMO[ZJMX ]?EF MOTFMX J? IF ?VJO]OYJOW JZND

VFYYO]OYJOWA

PD 2? OY JZF =?D[>6ND[F <ODNDWONM 7MND D? M?D[FE

EFMONIMFh

"D /ZF =?D[>6ND[F <ODNDWONM 7MND OY ND MOQOD[ R?WU]FDJA

.JbY D?J N YJNJOW YFJ ?P DU]IFEY JZNJ EF]NOD O]]UJNIMF ?QFE

JO]FA KFbEF W?DYJNDJMX [FJJOD[ DF` ODP?E]NJO?DH NDR NY JZNJ

City Supp. 000163

Case 12-32118    Filed 09/18/14    Doc 1714



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

""(

W?]FY ODH `F `OMM VFEO?ROWNMMX UVRNJFA /ZNJbY `ZNJ X?U `NDJ

JZF 8OJX J? R?H OY EFYV?DR J? WZND[OD[ WOEWU]YJNDWFY ?QFE

JO]FA

PD KFMMH ]X jUFYJO?D OY NI?UJ 0^ZOIOJ #++' `ZOWZ OY N

YJNJOW R?WU]FDJH YJNJOW YFJ ?P DU]IFEYA .Y JZNJ YFJ ?P

VE?dFWJO?DY EFMONIMFh

"D .D PNWJH NDX P?EFWNYJ NJ N VNEJOWUMNE V?ODJ OD JO]F OY

dUYJ JZNJH OD JZNJ YMOWF OD JO]FH OP JZ?YF DU]IFEY NEF JEUFA

9?U WND JNTF N M??T NJ OJ JZEFF ]?DJZY PE?] D?`H JZFX ]O[ZJ

YJOMM IF JEUFH ?E X?U ]O[ZJ ZNQF Y?]F ]?EF ODP?E]NJO?D JZNJ

VUYZFY JZF O]VNWJ ZO[ZFE ?E M?`FEH IUJ JZNJbY `ZNJ X?U ZNQF

J? YJNX ?VFD J? OY JZF DF` ODP?E]NJO?DA

PD 3DR JZOY R?WU]FDJ ǸY EFMFNYFR OD BNEWZA 3Y `F YOJ

ZFEF J?RNX OD BNXH JZF R?WU]FDJ `NY EFMFNYFR OD BNEWZ >>

"D 9FNZA

PD >> OY D? M?D[FE EFMONIMFh

"D 3Z >>

PD /ZNJ OY N XFY ?E D? jUFYJO?DA

"D KF `OMM [FJ DF` ODP?E]NJO?D OD _UDFH `ZFD JZF 8OJX

VE?V?YFY OD N DF` IUR[FJH `FbMM [FJ DF` ODP?E]NJO?D OD JZF

PNMMA KZFD JZF DF` #+"$ QNMUNJO?D W?]FY ?UJH `FbMM [FJ DF`

ODP?E]NJO?D OD JZF PNMM Z̀FD JZF VE?VFEJX JN̂ P?E JZF W?]OD[

XFNE W?]FY J?[FJZFEA 4NYFR ?D `ZNJ `F TD?` EO[ZJ D?`H JZOY

OY ND NWWUENJF P?EFWNYJA

PD ;TNXA /ZNJ `NY JZF NDY F̀E . `NY JEXOD[ J? FMOWOJA
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.D JZF =?D[>6ND[F <ODNDWONM 7MNDH X?U NMY? P?EFWNYJ

`ZNJ `?UMR ZNVVFD OP OD PNWJ JZFEF OY ]?EF [??R DF Ỳ JZND INR

DF`Y J? JZF JUDF ?PH P?E F^N]VMFH ZNMP N VFEWFDJ ZO[ZFE OD

NQFEN[F EFQFDUFYH RORDbJ X?Uh

"D 9FYA

PD 3DR OP JZF 8OJX ROR OD PNWJ VFEP?E] IFJJFEH dUYJ N

ZNMP N VFEWFDJ NDDUNMMX IFJJFE JZND VE?dFWJFRH JZF 8OJX `?UMR

[FDFENJF YUIYJNDJONM NRROJO?DNM PUDRYH `?UMRDbJ OJh

"D .J `?UMRA

PD @?` ]UWZ ?QFE JZF W?UEYF ?P JZF VMNDh

"D KZNJ `F RFPODF NY PUDRY OD F^WFYY ?P ?UE EFYFEQF [?NMH

UDRFE JZF P?EFWNYJH OJbY i#$' ]OMMO?DH UDRFE JZF YWFDNEO? ?P

EFQFDUFY IFOD[ N ZNMP N VFEWFDJ ZO[ZFE FNWZ NDR FQFEX XFNE OJ

`?UMR IF i("# ]OMMO?DA

PD /ZNJ OYh

"D L? NZFNRA

PD . `NY [?OD[ J? YNX X?U YFJ P?EJZ JZ?YF DU]IFEY NJ JZF

I?JJ?] ?P VN[F $ ?D JZF =?D[>6ND[F <ODNDWONM 7MNDe W?EEFWJh

"D /ZNJ OY W?EEFWJA

PD 3DR OP JZF 8OJX `FEF J? EFNMOaF ZNMP N VFEWFDJ ZO[ZFE

OD NDDUNM EFQFDUFY JZNJ ]?DFX JZNJ X?U dUYJ RFYWEOIFR W?UMR

IF UYFR J? VNX WEFROJ?EYH W?UMRDbJ OJh

"D /ZF LFDFENM <UDR WND IF X?U UYFR P?E NDX MN`PUM

VUEV?YFA

PD 2? JZF NDỲ FE OY g9FYgh
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"D .J WND IF UYFR P?E WEFROJ?EYH IUJ JZF 8OJX OY

VE?P?UDRMX YFEQOWF ODY?MQFDJ EO[ZJ D?`A 3DR J? JZF F^JFDJ

JZF 8OJX ZNY NRROJO?DNM EFY?UEWFYH JZF POEYJ JZOD[ JZFX DFFR

J? NRREFYY OY JZNJ YFEQOWF ODY?MQFDWXH JZFX DFFR J? [FJ JZF

EFYFEQF O]]FRONJFMX UV J? JZF "'A( VFEWFDJH JZNJ JZFX ZNQF

D?` YFJ NY JZFOE V?MOWX [?NM P?E EFYFEQFA

/ZFX NMY? DFFR J? YJNEJ RFROWNJOD[ EFY?UEWFY J?

]FFJOD[ DFFRY JZNJ NEF D?J ?JZFE`OYF VE?QORFR P?E OD JZF

=?D[>6ND[F <ODNDWONM 7MND JZNJ `?UMR IF NMM YFEQOWFY OD

F^WFYY ?P JZF V?MOWFH `ZOWZ OY NJ MFNYJ VNEJONMMX NRREFYYFR

IX JZF BNEYZNMM 7MND ODJFEDNM YFEQOWF PUDRY NEF JZ?YF

EFYFEQFY `FEF FQOYWFENJFRA

K?ETFEYb W?]V OY YJOMM EUDDOD[ N RFPOWOJH RFPFEEFR

]NODJFDNDWF OY ]OMMO?DY ?P R?MMNEY N XFNEH JZNJ YZ?UMR IF

[FJJOD[ YVFDJ JZNJ NEF D?J >> JZFEF NEF #$>XFNE>?MR

NWW?UDJOD[ NDR PODNDWONM VNXE?MM YXYJF]Y JZNJ DFFR

RFYVFENJFMX J? IF EFVMNWFRA

/ZFEF NEF ]NDXH ]NDX DFFRYA 3DR UDRFE JZF VMND EO[ZJ

D?`H UDRFE JZF P?EFWNYJ JZNJ F̀ R? PFFM OY EFNY?DNIMFH JZF

8OJX OY D?J [?OD[ J? IF OD N V?YOJO?D J? ]FFJ Y?]F ?P JZ?YF

DFFRY P?E DFNEMX #+ XFNEYA

2? F̀ `FEFDbJ Y? P?EJUDNJF JZNJ EFQFDUFY [EF̀ NJ JZNJ

ENJFH `ZOWZ . JZODT OY UDMOTFMXH IUJ JZNJ `NY JZF YWFDNEO?

JZF 8OJX `NDJFR J? ROYVMNX OD JZF EFV?EJH Y? `F VUJ JZNJ ODA

. JZODT JZF EFNMOJX OY JZNJH MOTF X?U YNXH WEFROJ?EY
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W?UMR IF VNOR PE?] JZNJA /ZFEF NEF ]NDXH ]NDX ?JZFE VEFYYOD[

DFFRY JZNJ JZF 8OJX ZNY OD NRROJO?DA

PD /ZNDT X?U P?E JZF YVFFWZA /ZOY VE?WFYY `OMM [? N M?J

jUOWTFE OP X?U dUYJ NDỲ FE XFY ?E D? `ZFD OJbY N XFY ?E D?

jUFYJO?DA

/ZF =?D[>6ND[F <ODNDWONM 7MND OD Y?]F WNYFY

NDJOWOVNJFY UYOD[ F̂ WFYY PUDRY J? VNX WEFROJ?EYH R?FYDbJ OJh

"D KF ODWMURFR `OJZOD JZF ]?RFM JZF W?DJOD[FDJ VNX]FDJ

WNMWUMNJO?D `ZOWZ OY N PFNJUEF ?P JZF N[EFF]FDJ `OJZ 3YYUEFR

J? JZF F ĴFDJ JZNJ EFQFDUFY F̂ WFFR JZF INYFMODF P?EFWNYJ JZNJ

OY `OJZOD JZNJ N[EFF]FDJ JZFD JZFEFbY N YZNEOD[ ?P JZF [NOD

?P JZNJ N]?UDJA /ZFEFbY N Y]NMM N]?UDJ JZNJbY ODW?EV?ENJFR

NY N EFYUMJ ?P JZF WZND[F OD JZF VE?VFEJX JN̂ P?EFWNYJA

PD 3DR X?U JFYJOPOFR JZNJ JZNJ [NOD YZNEOD[ NVVE?NWZ OY

JZF MFYY EOYTX NDR N ]?EF NVVE?VEONJF NVVE?NWZ J? JZF VNX]FDJ

?P WEFROJ?EYH RORDbJ X?Uh

"D .JbY WFEJNODMX W?DJNODFR OD FMO]ODNJOD[ JZF

W?DJOD[FDWXH XFYA

PD . R?DbJ TD?` Z̀NJ JZNJ ]FNDYH FMO]ODNJOD[ JZF

W?DJOD[FDWXA

"D KFMMH BEA B??EF EFW?]]FDRFR JZNJ `F D?J ZNQF JZF

W?DJOD[FDWX IUOMJ ODJ? JZF P?EFWNYJ ?QFE JO]F NDR EFMX Y?MFMX

?D JZF ?DF>JO]F EFYFEQF JZNJ W?UMR IF IUOMJ UV NY ZF ]?RFMFR

NY M?̀ NY & VFEWFDJ ?E NY ZO[Z NY JZF L<;3 EFW?]]FDRNJO?DH

"'A( VFEWFDJ >> JZNJbY JZF L?QFED]FDJ <ODNDWONM ;PPOWFEYb
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VEO?E XFNEYH `ZOWZ EFYUMJFR OD ZO[ZFE VE?VFEJX JN̂ EFQFDUFYH

EO[ZJh

"D .bR ZNQF J? WZFWT J? YFF OP JZF VFEWFDJN[F `NY

W?EEFWJH IUJ XFYH JZF QNMUFY WN]F OD ZO[ZFEA KF `FEF

F^VFWJOD[ J? >> INYFR ?D `ZNJ JZF NYYFYY?E ZNR ODROWNJFR J?

UY FNEMOFE OD JZF POYWNM XFNEH `F ZNR NYYU]FR JZNJ JZF >>

JZNJ JZNJ MFQFM ?P EFW?QFEX ?̀UMR IF N ?DF>XFNE RFMNXH IUJ `F

`?UDR UV VUJJOD[ Y?]F ?P JZNJ QNMUF ?D JZF E?MM P?E JZF

b"$ >> b"$kb"% POYWNM XFNEYA

PD /NTF N M??T NJ 0̂ ZOIOJ #+"(A

"D #+"(A /ZNJ OY JZF POEYJ jUNEJFE EFV?EJ PE?] <FIEUNEX

#&JZA

PD 3DR OP X?U M??T NJ JZF JZOER VN[F ?P JZNJ R?WU]FDJH

9?UE @?D?EH JZNJ `?UMR IF >> JZF 4NJFY YJN]V ?P 8/9#&('(#A

/ZF VNEN[ENVZ OD JZF ]ORRMF ?P JZF VN[F UDRFE EFQFDUF

JNMTY NI?UJ VE?VFEJX JN^ EFQFDUFH NDR OJ YNXYG

RPD g7E?VFEJX QNMUFY OD JZF 8OJX ?P 2J?WTJ?D

F^VFEOFDWFR N DFJ JN^NIMF QNMUF ODWEFNYF ?P $A' VFEWFDJ

?QFE JZF VEO?E XFNEH EFYUMJOD[ OD #A* VFEWFDJ ODWEFNYF OD

VE?dFWJFR LFDFENM <UDR EFQFDUFYH P?E N J?JNM ?P

i%%A* ]OMMO?DAg

1?FY JZNJ EFPEFYZ X?UE EFW?MMFWJO?D >>

"D 6O[ZJH OJbY ND ODWEFNYF ?P 'k"+JZY ?P ?DF VFEWFDJ PE?]

JZF POYWNM XFNE b"$kb"% ?VFENJOD[ IUR[FJA

PD 3DR X?U JFYJOPOFR JZNJ JZNJ ODWEFNYF OD VE?VFEJX JN^
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EFQFDUFY OY ?DF ?P JZF EFNY?DY `ZX X?U N]FDRFR JZF =?D[>6ND[F

<ODNDWONM 7MND PE?] 1FWF]IFEH EO[ZJh

"D 9FYA 7NEJMX IFWNUYF ?P JZF NWJUNM W?MMFWJO?DY P?E

JZNJ XFNEH NDR VNEJMX IFWNUYF `F VUJ J?[FJZFE N VE?VFEJX JN^

P?EFWNYJ ]?RFM ENJZFE JZND UYOD[ ?DF ?QFENMM VFEWFDJN[F

ODWEFNYFH NYYU]F P?E JZF VE?VFEJX JN^ >> `F J??T JZF VE?VFEJX

JN^ NDR IE?TF OJ ODJ? OJY P?UE W?]V?DFDJ VNEJY ?P DF`

W?DYJEUWJO?DH WZND[FY OD ?UE YZOPJH 7E?V ) QNMUF ODWEFNYFH

NDR 7E?V "$H ODPMNJ?EA 3DR IX W?]OD[ UV `OJZ JZF

W?DJEOIUJO?D JZNJ FNWZ ?P JZ?YF WNJF[?EOFY ]NTFY P?E VE?VFEJX

JN^ ODWEFNYFYH `F ?̀UDR UV `OJZ N EFQOYFR P?EFWNYJ PE?] `ZNJ

`F ZNR IFP?EFH YMO[ZJMX ZO[ZFE OD JZF DFNE JFE]H JZFD M?`FE

OD JZF M?D[>JFE]A

PD 3DR X?U ROR JZNJ >> X?U ]NRF JZ?YF EFQOYO?DY IFJ`FFD

1FWF]IFE ?P MNYJ XFNE `ZFD JZF ROYWM?YUEF YJNJF]FDJ `NY

NVVE?QFRH NDR BNEWZ ?P JZOY XFNE `ZFD JZF EFQOYFR =?D[>6ND[F

<ODNDWONM 7MND `NY EFMFNYFRh

"D /ZNJbY W?EEFWJA

PD 3DR . JZODT X?U J?UWZFR UV?D JZOYA .D JZF POEYJ

RFWNRF ?P JZF =?D[>6ND[F <ODNDWONM 7MNDH JZF EFQOYFR P?EFWNYJ

YZ? Ỳ [EFNJFE VE?VFEJX JN^ EFQFDUFY JZND JZF ?EO[ODNM

=?D[>6ND[F <ODNDWONM 7MNDH EO[ZJh

"D /ZNJbY W?EEFWJA

PD 3I?UJ i"( ]OMMO?D ]?EFh

"D .bR ZNQF J? JNTF N M??T NJ X?UE F ẐOIOJ JZNJ ZNY JZF
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R?MMNE WZND[FYA

#(D L-K%)'-%B 2?H 9?UE @?D?EH `ZNJ JZOY OY OY dUYJ

0^ZOIOJ 4 J? JZF 1OYWM?YUEF 2JNJF]FDJ JZNJ `NY NVVE?QFR NDR

Y?MOWOJFRA

PD /ZF R?WU]FDJ dUYJ ZNDRFR X?U OY `ZNJ `FbQF IFFD

WNMMOD[ JZF ?EO[ODNM =?D[>6ND[F <ODNDWONM 7MNDe EO[ZJh

"D 9FYH OJ NVVFNEY J? IF PE?] -?QF]IFE ?P MNYJ XFNEA

PD 3DR OP X?U M??T NJ 3JJNWZ]FDJ 3 J? JZNJ R?WU]FDJH

UDRFE JZF P?EFWNYJ ?P [FDFENM EFQFDUFYH JZFD JZF MODF OJF]

gVE?VFEJX JN^FYHg OP X?U `FEF J? W?]VNEF JZF MODF OJF] OD JZF

POEYJ RFWNRF ?P JZF ?EO[ODNM =?D[>6ND[F <ODNDWONM 7MND P?E

JZF EFQOYFR =?D[>6ND[F <ODNDWONM 7MNDH X?U `?UMR PODRH

`?UMRDbJ X?UH JZNJ JZFEFbY NI?UJ "( ]OMMO?D OD NRROJO?DNM

VE?VFEJX JN^ EFQFDUFY VE?dFWJFR ?QFE JZF POEYJ RFWNRF ?P JZF

P?EFWNYJh

"D KFMMH 0^ZOIOJ #++) ZNY JZF DU]IFEY X?U VEFVNEFRH Z̀OWZ

OY "'A*&H NI?UJ "(A

PD 3DR X?U NMY? EFQOYFR JZF P?EFWNYJ ?P VE?VFEJX JN^

EFQFDUFY P?E JZF DF̂ J J`? RFWNRFY >>

"D /ZNJbY W?EEFWJA

PD ;P JZF P?EFWNYJH EO[ZJh

3DR P?E JZF YFW?DR RFWNRFH UDJOM NI?UJ POYWNM XFNE

#+$"H X?U D?` P?EFWNYJ NI?UJ i$ ]OMMO?D MFYY OD VE?VFEJX JN^

EFQFDUFY JZND JZF ?EO[ODNM P?EFWNYJH EO[ZJh

"D 9FYA
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PD 3DR OP X?U [? ?UJ J? JZF PODNM RFWNRFH X?U EFQOYFR JZF

P?EFWNYJ Y? JZNJ VE?VFEJX JN^ EFQFDUFY NEF D?̀ i%+ ]OMMO?D

M?`FE JZND JZND OD JZF ?EO[ODNM =?D[>6ND[F <ODNDWONM 7MNDH

EO[ZJh

"D 6O[ZJA KF PFMJ JZF ?EO[ODNM ?UJ>XFNE FYJO]NJF P?E

VE?VFEJX JN^ [E?YY ǸY ?QFEMX ?VJO]OYJOW OD JZF ?EO[ODNMA

3DR Y? F̀ EFQOYFR OJ Y? JZNJ JZF NDDUNM ODWEFNYF OY >>

RO]ODOYZFY IFM?̀ JZF MFQFM JZNJ `F ZNR OD JZF ?EO[ODNM VMND

Y? JZNJ JZF IEUDJ ?P JZF WZND[F P?E VE?VFEJX JN^FY OY PFMJ OD

JZF MNYJ JFD>XFNE VFEO?RA

PD 3DR JZF YU] J?JNM ?P JZ?YF WZND[FY OY JZNJ X?U D?`

NWJUNMMX P?EFWNYJ NI?UJ i#' ]OMMO?D MFYY OD VE?VFEJX JN F̂Y OD

JZF EFQOYFR =?D[>6ND[F <ODNDWONM 7MND JZND X?U ROR OD JZF

?EO[ODNMH EO[ZJh

"D 6O[ZJA KF PFMJ JZNJ `NY JZF ]?EF EFNMOYJOW NVVE?NWZA

PD 1FYVOJF JZF PNWJ JZF POEYJ RFWNRF YZ?`Y N i"( ]OMMO?D

ODWEFNYFh

"D KFMMH YFFH X?U ZNQF J? NVVEFWONJFH ?DF ?P JZF JZOD[Y

PUFMOD[ JZF ZO[ZFE ENJF ?P [E?̀ JZ OD JZF DFNE JFE] OY

7E?V?YOJO?D )A 7NEWFMY Z̀?YF QNMUF OD JEUF ]NETFJ JFE]Y ZNY

RE?VVFR IFM?` `ZNJ JZFOE 7E?V "$ EFYJEOWJFR QNMUF `?UMR IF

NEF JFE]FR g7E?V ) VNEWFMYHg NDR JZ?YF VNEWFMYH JZF QNMUF WND

ODWEFNYF `OJZ?UJ MO]OJA 7E?V "$H JZF MO]OJNJO?D OY JZF

8NMOP?EDON 8?DYU]FE 7EOWF .DRF^ ?P # VFEWFDJH `ZOWZFQFE OY

[EFNJFEA
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3DR Y? OD JZF DFNE JFE]H JZF 8OJX ZNY JZOY MNE[F WZUDT

?P VNEWFMY JZNJ NEF 7E?V )H NDR JZFX NEF [?OD[ J? IF

W?DJEOIUJOD[ ]?EF [E?`JZ OD JZF DFNE JFE]A 4UJ NY JZF [E?`JZ

[FJY JZF] J? JZF V?ODJ Z̀FEF JZFX [ENRUNJF INWT J? JZF

7E?V "$ WNJF[?EXH JZFD JZFXbEF YJUWT NJ JZF # VFEWFDJ [E?`JZ

N XFNEA

2? `ZNJ JZOY ]?RFM R?FY OY P?WUY JZF [E?`JZ ?D `ZFD

OJbY EFNMMX [?OD[ J? IF ?WWUEEOD[A B?EF ?P OJbY [?OD[ J? IF

?WWUEEOD[ OD JZF YZ?EJ>JFE] IFWNUYF ?P 7E?V )H IUJ ?DWF JZ?YF

VNEWFMY NEF D? M?D[FE YUIdFWJ J? 7E?V )H IUJ JZFXbEF INWT

UDRFE JZF # VFEWFDJ WNV ?P 7E?V "$H JZFD X?UbEF [?OD[ J? [FJ

M?`FE ?D[?OD[ W?DJEOIUJO?DYA

3MY?H JZF DF` W?DYJEUWJO?DH OP X?UbEF YJUWT `OJZ (++

UDOJY N XFNEH JZFD JZNJ DF` W?DYJEUWJO?D FMF]FDJ ?P [E?̀ JZ OY

[?OD[ J? W?DJEOIUJF N YMO[ZJMX MFYYFE VFEWFDJ FNWZ XFNE NY

JZF JN^ INYF [FJY MNE[FEH IUJ OJbY YJOMM dUYJ (++ UDOJYA

2? IX VNEYOD[ JZF WNMWUMNJO?D ?P JZF VE?VFEJX JN^

[E?`JZ OD JZFYF P?UE WNJF[?EOFYH X?U EFNMMX W?]F UV `OJZ ]?EF

EFNY?DNIMF W?]V?DFDJYH NDR JZFX MFNR J? ZO[ZFE ]?DFX OD JZF

DFNE JFE]H ZO[ZFE ENJF ?P [E? J̀ZH IUJ MFYYFE [E?`JZ OD JZF

M?D[>JFE]H NDR `F ǸDJFR J? IF EFNMOYJOW `ZFD IUOMROD[ JZNJ

ODA

PD 9?U RORDbJ TD?` JZNJ `ZFD X?U VEFVNEFR JZF ?EO[ODNM

=?D[>6ND[F <ODNDWONM 7MNDh

"D KFMMH `F ZNR N M?J ?D ?UE VMNJFH NDR JZNJbY Y?]FJZOD[
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. `NDJFR J? R? P?E JZF MNYJ XFNE ?E Y?A 2? `F PODNMMX [?J

Y?]F JO]F J? R? JZNJ OD JZF MNYJ PF` ]?DJZYA

PD .D JZF ?EO[ODNM =?D[>6ND[F <ODNDWONM 7MNDH ROR X?U

`EOJF NDX`ZFEF X?U F̀EF [?OD[ J? R? JZNJh

"D -?H . RORDbJ ÈOJF . `NY [?OD[ J? R? OJA . [?J JZF

?VV?EJUDOJX J? R? OJH NDR OD R?OD[ Y?]F NRROJO?DNM EFYFNEWZH

`F P?UDR Y?]F NRROJO?DNM ODP?E]NJO?D PE?] @1= JZNJ `?UMR ZFMV

UY ]NTF JZ?YF JXVFY ?P FYJO]NJFYA

PD 2? X?U TDF̀ X?U `FEF [?OD[ J? R? OJH X?U dUYJ RORDbJ

YNX Y?h

"D -?H . RORDbJ TD?` . `NY [?OD[ J? R? OJA =OTF . YNORH

OJbY ND OJFENJOQF VE?WFYYA 3Y ODYVOENJO?D YJEOTFYH X?U WND

PODR `NXY J? O]VE?QF JZF ]?RFMH NDR Z?VFPUMMX OJ `OMM

W?DJODUF J? IF O]VE?QFR FQFEX XFNE P?E JZF DF Ĵ $+ XFNEYA

PD 2?H NDR JZF ]?RFM NY OJ WUEEFDJMX F ÔYJY NYYU]FY ND

?QFENMM [E?`JZ ?P $A( VFEWFDJ OD POYWNM XFNE "%H "&H EOYFY J?

dUYJ ?QFE % NDR N ZNMP VFEWFDJ OD POYWNM XFNEY b"&H b"'H NDR

JZFD RFWMODFY YM?`MX JZFEFNPJFE J?̀ NER $ VFEWFDJ IX POYWNM

XFNE b$%H b$&h

"D 2?UDRY NI?UJ EO[ZJA

PD 3DR JZNJ $ VFEWFDJ [E?`JZ ENJF OY YUIYJNDJONMMX M? F̀E

JZND JZF 8OJXbY NQFEN[F ENJF ?P [E?`JZ P?E VE?VFEJX JN F̂Y P?E

?QFE JZF VNYJ "& XFNEYH EO[ZJh

"D 9FYH IUJ JZ?YF VNYJ "& XFNEY ODWMURF JZNJ OEENJO?DNM

F^UIFENDWF . ]FDJO?DFR OD JZF Z?UYOD[ ]NETFJA 9?U R?DbJ ZNQF
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"$'

JZNJ JXVF ?P YUVV?EJ OD QNMUFY NDX ]?EFA 2? ?DF JZOD[H X?U

R?DbJ [FJ JZF TODR ?P WZND[F OD ? D̀FEYZOV JZNJ X?U ZNRA

9?U NMY? ZNQF DF` W?DYJEUWJO?D ?P UV J? $H+++ UDOJY N

XFNE P?E JZEFF XFNEY OD N E?`H NDR `FbEF D?` WEFFVOD[ NE?UDR

N ZUDREFR UDOJYA .D PNWJH `FbEF ?DMX UV J? '% UDOJY ?QFE

DODF ]?DJZY ?P JZF WUEEFDJ POYWNM XFNEH Y? EFW?QFEX OY D?J

O]VE?QOD[A 4UJ ?DWF OJ R?FYH ?UE ]NETFJ NIY?EVJO?D YJURX

ODROWNJFY JZNJ (++ UDOJY N XFNE OY N EFNY?DNIMF ?D[?OD[

NYYU]VJO?DA .JbY ]UWZ M?`FE JZND JZF VNYJA

2? X?U YFF JZFEF NEF Y?]F PNWJ?EY PE?] JZ?YF VEO?E

XFNEY JZNJ `F dUYJ R?DbJ YFF IFOD[ EFVMOWNJFR OD JZF PUJUEFA

PD 3DR OJbY X?UE JFYJO]?DX JZNJ OD PNWJ JZF MNYJ "& XFNEY

D?J ?DMX ZNR N REN]NJOW EOYF IUJ N REN]NJOW PNMM OD EFQFDUFYH

W?EEFWJh

"D /ZF J`? R?DbJ dUYJ NUJ?]NJOWNMMX WNDWFM ?UJ NDR X?U

YNX [EFNJH JZOY OY N [??R "&>XFNE VFEO?RA .J ODWMURFY I?JZ

JZF [EFNJFYJ EUD>UV NDR JZF [EFNJFYJ RFWMODF YODWF JZF "*$+Y

1FVEFYYO?DA 3DR JZFEF NEF NMY? QNEO?UY ?DF>JO]F OJF]Y JZNJ

IONY FNWZ ?P JZF J?V JZEFF JN F̂YA

/ZF VE?VFEJX JN Ĥ P?E F^N]VMFH ZNY JZF IONY ?P NI?UJ

i$A" ]OMMO?DH OD VE?VFEJX JN^ NR]ODOYJENJO?D PFF EFPUDRYH NDR

JZFEF NEF IONYOD[ PNWJ?EY OD JZF YNMFY JN̂ P?E JZF

JEOVMF>PMOV VNX]FDJY PE?] JZF 2JNJFA 3DR JZF UJOMOJX UYFE

JN^ ZNR JZF VFEO?R Z̀FEF JZF ENJF F̀DJ R?`D PE?] )A' VFEWFDJ

NDR WZND[FR OJY INYFA
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"$(

3[NODH JZFYF NEF EFNY?DY `ZX M??TOD[ INWT`NERY R?DbJ

DFWFYYNEOMX VE?QORF [??R P?UDRNJO?D P?E PUJUEF FYJO]NJFYA

PD 6O[ZJA 9?UE JFYJO]?DX OY JZNJ JZF MNYJ "& XFNEY OY N

ZOYJ?EOWNM ND?]NMXh

"D 9FNZH . JZODT OJ OYA

PD .P X?U `FEF [?OD[ INWT JZF MNYJ "& XFNEYH JZF 8OJXbY

ZOYJ?EOWNM VE?VFEJX JN^ [E?`JZ ENJF OY ]?EF MOTF P?UE

VFEWFDJH W?EEFWJh

"D KFMMH NWJUNMMXH OD ]X RFWMNENJO?DH .bQF [?J Y?]F

YVFWOPOW DU]IFEY JZNJ `F W?UMR EFNR PE?]A

PD 3WJUNMMXH MFJbY JNTF N M??T NJ 0^ZOIOJ "$('H `ZOWZ OY

JZF >> `ZNJbY TD?`D NY JZF 3YTA

c7NUYF OD JZF VE?WFFROD[YhS

#(D L-K%)'-%B ,DP?EJUDNJFMXH `F ZNQF J? TOMM N M?J ?P

JEFFY OD JZOY VE?WFYYA

'K$ N+'%$))B 9FNZH ODRFFRA ;TNXH `ZNJ DU]IFE `NY OJ

N[NODh

#(D L-K%)'-%B "$('A

'K$ N+'%$))B ;TNXA

J0 #(D L-K%)'-%B

PD 3EF X?U PN]OMONE `OJZ JZOY R?WU]FDJh

"D 9FYA /ZOY OY ?UE 34&+'H `ZOWZ YJNDRY P?E 3YYF]IMX

4OMMH dUYJ `EOJJFD 34&+'A 9FYH . ǸY ODQ?MQFR OD JZOYA

PD .D JZF RENPJOD[ ?P JZOY R?WU]FDJh

"D 9FYA
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"$)

PD /NTF N M??T NJ Z̀NJbY MNIFMFR VN[F "+ ?P (*+A

"D 9FYA

PD /ZF [ENVZ JZFEF YZ?̀ Y NQFEN[F NDDUNM [E?`JZ ?P ]Nd?E

EFQFDUFY ?P JZF 8OJXA 3DR OP X?U M??T NJ JZF VE?VFEJX JN^

YFWJO?DH JZNJ TODR ?P RFYWEOIFY JZF I??] NDR JZF IUYJ JZNJ

X?U EFPFEFDWFRH R?FYDbJ OJh

"D ,] ZU]H XFYA

PD 3DR JZNJ VE?QORFY JZNJ ?QFE JZF MNYJ "& XFNEYH JZF

NQFEN[F NDDUNM [E? J̀Z ENJF ?P VE?VFEJX JN̂ FY OY NI?QF P?UE

VFEWFDJH EO[ZJh

"D ;TNXH XFYA

PD 3DR JZFD JZNJ P?UE VFEWFDJ OY >> `FMMH YJEOTF JZNJA

9?UE M?D[>JFE] P?EFWNYJ ?P VE?VFEJX JN^FY UDRFE X?UE

=?D[>6ND[F <ODNDWONM 7MND OY MFYY JZND (& VFEWFDJ ?P JZNJ

ZOYJ?EOWNM P?UE VFEWFDJ NDDUNM [E? J̀Z ENJFH EO[ZJh

"D 6O[ZJH P?E JZF EFNY?DY JZNJ . ]FDJO?DFRH OY JZNJ X?U

`?DbJ ZNQF 7E?V ) NDR X?U `?DbJ ZNQF $H+++ UDOJY ?P DF`

W?DYJEUWJO?D N XFNEH NDR X?U ?̀DbJ ZNQF N JZF WEFROJ YXYJF]

JZNJbY MFNROD[ J? N ENVOR EUD>UV OD VE?VFEJX QNMUFYA

PD 3Y PNE NY X?U TD?`h

"D KFMMH NY PNE NY . TD?`A . JZODT OJbY N PNOEMX YNPF

IFJ NJ JZOY V?ODJA

PD -?`H JZF ]?RFM JZNJ X?U UYFR J? P?EFWNYJ VE?VFEJX JN^

EFQFDUFY OY INYFRH OD VNEJH ?D N VE?dFWJO?D ?P DF̀ Z?UYOD[

UDOJY J? IF IUOMJ OD JZF 8OJXH EO[ZJh
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"$*

"D /ZNJbY W?EEFWJA

PD 3DR X?U EFWFOQFR N VE?dFWJO?D ?P DF̀ UDOJY PE?] 2JFQF

8ZNYFH JZF 8OJXbY 1OEFWJ?E ?P 8?]]UDOJX 1FQFM?V]FDJ

1FVNEJ]FDJH EO[ZJh

"D 9FYA 2? JZF POEYJ PF` XFNEY ?P JZNJ P?EFWNYJH ZF

YO[DOPOWNDJMX ROYW?UDJFR JZF UDOJY MOTFMX J? IF IUOMJ UDRFE

JZF NYYU]VJO?D JZNJ JZF >> JZNJ `F `?UMR D?J >> JZF 072 YJURX

NYYU]FR ND ?D[?OD[ MFQFM ?P (++ UDOJY N XFNEH IUJ OD JZF

ODOJONM XFNEY JZFX F̀EF NYYU]OD[ JZNJ `F `?UMR IUOMR UV J? N

VFEO?R `ZFEF Y?]F INWTM?[ `?UMR IF EFNMOaFR OD JFE]Y ?P

[E?`JZA .J `?UMR IF ]?EF MOTF ""++ J? "%++ UDOJY N XFNEA

3DR `FbEF ODJ? JZF VFEO?R D?` `ZFEF `F YZ?UMR IFH

UDRFE JZFOE P?EFWNYJH IF OD JZF )++ UDOJY ?E ]?EFH NDR F̀bEF

NJ '%A 2? WMFNEMXH JZF EFW?QFEX OY D?J ?WWUEEOD[ NY ENVORMXH

NDR JZF 8OJX ZNY YJOMM [?J "&A) VFEWFDJ UDF]VM?X]FDJH JZF DF`

W?DYJEUWJO?D OYDbJ ZNVVFDOD[H Z?]F YNMFY ZNQF IFFD ?D N

PNOEMX YJFNRX RFWMODF ?QFE JZF MNYJ POQF XFNEYA 2? WMFNEMXH

JZF EFW?QFEX ZNY D?J TOWTFR OD XFJA

PD 3DR Y? BEA 8ZNYF [NQF X?U N YO[DOPOWNDJ >> . JZODT

X?UE `?ER `NY gROYW?UDJFRg >> VE?dFWJO?D ?P DF` UDOJY

ROYW?UDJFR PE?] `ZNJ JZF 072 YJURX VE?QORFRe EO[ZJh

"D /ZNJbY W?EEFWJH P?E NI?UJ N P?UE>XFNE VFEO?RA

PD 4UJ X?U RORDbJ dUYJ NR?VJ BEA 8ZNYFbY P?EFWNYJH ROR

X?Uh

"D -?H . NWJUNMMX UYFR Y?]FJZOD[ N MOJJMF ]?EF
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projections for the generation of PFF revenues. The City now recognizes that PFF receipts have

reached a new low, and because of multiple factors, are likely to remain low for many years to

come.

13. As reflected in the declaration of Laurie Montes in support of the City’s eligibility

petition [Dkt. No. 23], development in Stockton boomed during better economic times.

Development permits for residential dwellings reached an average of almost 3,000 per year

during the early 2000s. With the crash in the housing market and the global economic downtown,

however, development in Stockton has nosedived. During fiscal years 2008-09 through 2011-12,

residential dwelling permits averaged only 135 per year. During the last calendar year, the City

issued only 97 dwelling permits. As a consequence, PFF receipts have dropped dramatically.

The Police and Fire PFF funds are collectively $3.7 million in deficit, having had to receive loans

to help pay their share of debt service costs prior to 2012.

Numerous Factors Inhibit The Growth Of PFFs Going Forward

14. In January of 2013, the City commissioned the consulting firm Economic &

Planning Systems, Inc. (“EPS”) to prepare a development impact review report as part of a

comprehensive review of development impact fees. A true and correct copy of this report, which

was presented to the City’s Development Oversight Commission on June 6, 2013, is attached

hereto as Exhibit A. Based on the data available at the time, the EPS econometric supply and

demand model for new permit activity projected that the City would be issuing approximately

700 units per year by year 2017 of all types of residential housing, provided that all assumptions

hold true. The study further forecast a sharp increase beginning in 2014, based on pent up market

demand for new housing. However, this projection has not borne out: the City has issued only

64 building permits for residential units in the first 9 months of the current fiscal year.

Accordingly, the amount of PFFs that the City will receive this year will be considerably lower

than what had been forecasted. Further, at least two of the PFF funds, Fund 940 and Fund 960,

which the City proposed to use as a source of debt repayment for the 2009 Golf Course/Park

Bonds, currently have negative balances. As a result, the millions of dollars of PFFs that Franklin

argues are available to pay them from PFF funds simply do not exist.

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&('
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15. The EPS model and its forecast of a substantial downgraded demand cycle bring

into question the City’s former projections of the number of permits that could produce PFF

revenues. The EPS projection of 700 units per year was dependent on certain economic factors

being met, such as a drop in unemployment and increase in the price point for home sales.

Unemployment in Stockton remains high as of February 2014, at 15.9%, and job formation

remains slow. Further, price points for new homes remain closer to the $200,000 level, not

$300,000. See Exhibit A at 48, 72. The City’s financial consultants forecast that economic

conditions in Stockton will remain depressed for years to come.

16. Another important factor that will suppress PFF receipts is the required overhaul

of the City’s General Plan and Capital Improvement Program. A General Plan is the document of

policies, programs, maps and designations that has hierarchical control over all land use matters.

It is the City's plan for future growth in population and land area, and complementary

development of land uses types, properties and structures. A Capital Improvement Program is a

document intended to guide infrastructure plans that stem from the General Plan. The City

currently operates under the 2035 General Plan, which was promulgated in December 2007. The

City’s Capital Improvement Program is promulgated each fiscal year as a part of the annual

budget. As such, the current program was approved in June 2013. Not only must the City

develop a new Capital Improvement Program tied to the current General Plan, the City must

substantially overhaul the General Plan before it can do so.

17. The 2035 General Plan is premised on an out-dated development plan that does not

reflect present economic conditions in Stockton, and must be overhauled to reflect the new

reality. Further, the General Plan must be amended to satisfy new state mandates. Recent state

mandates related to climate action planning, floodplain management, and carbon footprints ([AB

32, SB 375, and SB 5]), along with the City’s settlements with the Attorney General’s Office and

Sierra Club in October 2008 to cure alleged defects in that plan, required the City to analyze and

draft modifications to encourage infill and/or adaptive reuse of vacant and underutilized

properties and structures, as opposed to greenfield development. “Infill” describes the

development of undeveloped areas already within a city’s infrastructure grid. “Greenfield”

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&('
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development, in contrast, is the development of previously undeveloped lands beyond a city’s

infrastructure grid. Because the highest PFFs are those issued for permits for the new

infrastructure associated with greenfield development, the shift to infill in the updated general

plan may constrict both the number of development permits issued and the amount of PFF

receipts raised by their issuance.

18. The process to update the General Plan is set to commence in FY 2014-15, when it

is anticipated that the Community Development Department will seek initial approval for a

comprehensive update. Amendments to the General Plan are subject to Planning Commission

recommendation and City Council approval.

19. Franklin’s assertion that PFF receipts would be sufficient to pay its claim if

development permits average 650 per year is thus a world away from Stockton’s reality. For

example, for park projects, the General Plan standard for park acreage per 1000 residents imposes

a new park construction cost burden that alone is in excess of what 700 housing units per year

would generate in income.

20. Finally, another important variable will inhibit future PFF growth: the intense

political pressure in Stockton to reduce PFFs and other developer fees in an effort to encourage

development. Development is essential to the City’s recovery following bankruptcy. Many

citizens, among them a number of influential and well-financed developers, believe that to

encourage development it is necessary to reduce the amount of fees imposed on new

development. The City reduced the Streets PFF rate by half in 2010 as an incentive for

development, with the discount scheduled to end on December 3, 2013. However, the City

Council extended that 50% rate discount for another year, through December 31, 2014. Because

revenue foregone through rate discounts cannot legally be made up through higher levies on

future development, these four years of lost revenue cannot be regained. And the political

pressure is ongoing: The City's Strategic Initiative III.3 provides policy direction to simplify and

reduce development impact fees, so as to stimulate economic development. In 2013, the City

conducted a Phase 1 fee study that provided a legal and policy framework to reopen the Fee

Schedule accordingly. In 2014, a Phase 2 fee study is now evaluating processing fees.

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&('
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Programmed for 2015 is a Phase 3 study of PFFs. The entirety of these analyses will be updated

once a new General Plan and Capital Improvement Program emerge in the 2016 timeframe.

Limits On The Use Of The Golf Course/Park Properties

21. The restrictions on the use of the Golf Course/Park Bonds Properties severely limit

their value, either in leasehold or in fee simple. All three properties are designated as Parks and

Recreation by the City’s 2035 General Plan. Allowed uses under the Parks and Recreation

designation include “City and county parks, golf courses, marinas, community centers, public and

quasi-public uses, and other similar and compatible uses.” See Stockton General Plan 2035 Goals

& Policies Report, at 3-7, available at http://www.stocktongov.com/files/GoalPolicyReport.pdf.

The properties are also designated as Public Facilities by the City’s zoning ordinance, the

Stockton Development Code. Although the permissible uses for Public Facilities, which include

offices, auditoriums, libraries, and similar civic uses, are broader than those for Parks and

Recreation properties, these additional uses are typically permitted only with a discretionary

permit, which must be approved either by the Planning Commission or by me in my role as

Community Development Director after issuing a written finding that the permit is consistent

with the 2035 General Plan. Given the limited uses permitted by the 2035 General Plan, a permit

allowing residential development of the Golf Course/Park Bonds Properties would be inconsistent

with the General Plan and would not be granted.

22. Any changes to the General Plan designation and Zoning District Map designation

would require legislative action by the City Council. Those actions and the process that begets

them must comport with the strict provisions of the California Planning and Zoning Act

(Government Code) and the California Environmental Quality Act (Resources Code). The

process requires formal initiation, staffing and funding of the work program, hearings,

discretionary decision-making based on the process record and, generally, 18 to 24 months of

time. By law, outcomes of this process cannot be pre-determined.

23. The City’s zoning ordinance and General Plan are not the only restrictions on the

use of the properties. Van Buskirk Golf Course, for instance, sits in a floodplain of the San

Joaquin River. Federal Emergency Management Agency (“FEMA”) standards prevent

),3/ $%!&%$$( +01/. #'"%$"$' *2- $&('
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`OJZOD JZF ODJFEO?E YXYJF]A

KFbEF OD JZF VE?WFYY ?P R?OD[ F^NWJMX `ZNJ JZF

YJENJF[OW VMND YNOR ePO^ N IE?TFD [FDFENM VMNDAe /ZNJ OY NJ

MFNYJ N J`?> J? JZEFF>XFNE F^FEWOYF JZNJ MOFY NZFNR ?P UYA

<E?] JZNJH `F ÒMM JZFD UDRFEYJNDR `ZNJ ?UE

ODPENYJEUWJUEF NDR YFEQOWF DFFRY NEFA <E?] JZNJH `F `OMM

JZFD UDRFEYJNDR Z?` JZNJbY J? EFdO[[FE JZF PFFY J? W?]VMO]FDJ

JZF ODPENYJEUWJUEF DFFRY J? W?]V?EJ J? JZF [FDFENM VMNDH J?

NWW?]VMOYZ JZF YJNJFbY ]NDRNJF ?P ODPOMM QFEYUY ?UJPOMMA

TF 9?U ]FDJO?DFR JZF YFW?DR PNWJ?E JZNJ X?U `FEF [?OD[ J?

W?]F INWT J?A 1OR X?U R? JZNJf

*F 9FYA /ZF R?MMNEY NEF YV?TFD P?EH ODPOMM QFEYUY

[EFFDPOFMR RFQFM?V]FDJ NDR OD PO^OD[ N IE?TFD [FDFENM VMND OY

JZF YFW?DR PNWJ?EA

/ZF JZOER PNWJ?E OY MNE[FMX EFMNJFR J? Y?]FJZOD[

BEA =FQODY?D JNMTFR NI?UJ XFYJFERNXA KF EFNMMX NEF PO[ZJOD[

P?E JZF MOPF ?P JZF 8OJX NDR VNEJ ?P OJ OY JZOY [FDFENM VMND

EFPÔ OD[ PFFYH EFPO ÔD[ NDR PO^OD[ JZF VFE]OJ WFDJFEH NDR JZF

NIOMOJX J? VE?YVFE ÒJZ FW?D?]OW RFQFM?V]FDJ NDR R? Y?

gUOWTMX NDR ]FNDOD[PUMMXA KF ZNQF ]UWZ `?ET NZFNR ?P UYh .b]

VNEJ ?P JZNJ EFW?DYJEUWJO?D FPP?EJA

TF 3DR JZF MNYJ gUFYJO?DG KZNJ ZNY IFFD JZF EFNY?D P?E

W?MMFWJOD[ 7<<Yf

*F /ZF gUFYJO?D EFNMMX OY Z?` ]UWZ RFQFM?V]FDJ NWJOQOJX

ZNY ?WWUEEFR JZNJ JZFEFP?EF [FDFENJFY 7<< EFQFDUFYA KF NEF

City Supp. 000182

Case 12-32118    Filed 09/18/14    Doc 1714



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

)*

WUEEFDJMXH P?E JZF WUEEFDJ POYWNM XFNEH NJ '% YOD[MF PN]OMX

R`FMMOD[ UDOJY NDR J̀ ? ]UMJOPN]OMX R`FMMOD[ UDOJYA

KF ZNR NDJOWOVNJFR OD JZF ?ERFE ?P DFNEMX R?UIMF JZNJ

OD ND FW?D?]FJEOW P?EFWNYJ JZNJ `NY W?DRUWJFR N MOJJMF ]?EF

JZND N XFNE N[? ZNR WNMMFR P?E P?UE JO]FY JZNJ N]?UDJA 4UJ

`F ?VFENJF OD EFNMOJXH Z̀NJ W?]FY OD JZF R??E J? UYA

3DR `ZNJ `FbEF PODROD[ OY N DU]IFE ?P PNWJ?EY OD

2J?WTJ?D NEF JN]VOD[ R?`D NDR W?DYJENODOD[ RFQFM?V]FDJA /ZFX

RFNM `OJZ FQFEXJZOD[ PE?] N ZO[ZH QFEX ZO[Z QNWNDWX ENJFH

DFNEMX J ?̀ NDR N ZNMP JO]FY JZNJ `ZNJ OY EFW?]]FDRFR P?E NDX

W?]]UDOJXA KF NEF NI?QF "" VFEWFDJ QNWNDWX ENJFA

KF ZNQF DFNEMX "' VFEWFDJ UDF]VM?X]FDJA KF ZNQF M?`

FRUWNJO?DA KF ZNQF d?IY W?]OD[ ODJ? JZF W?]]UDOJXH IUJ NEF

JZF d?IY JZNJ ?P N PUMM>JO]F F]VM?X]FDJ JZNJ WND WNEEX JZF

VEOWF ?P N Z?UYFZ?MRA

KF ZNQF M?` VEOWFY ÒJZOD ?UE W?]]UDOJX YJOMMA

2NWEN]FDJ? NEFN OY ?DF ?P JZF PNYJFYJ FgUOJX [E?`OD[ NEFNY

`OJZOD JZF DNJO?Dh D?J Y? P?E 2J?WTJ?DA

KF NEF YJOMM YFFOD[ Z?]F YNMFYH EFMNJOQFMX DF̀ Z?]F

YNMFY OD JZF ]OR>#++H+++YA /? IEFNT FQFD ?D N DF̀ Z?]FH X?U

NEF M??TOD[ NJ JZF ZO[Z #++H+++Y J? JZF M?` $++H+++Y dUYJ P?E

FDJEX>MFQFM YJ?WTA

TF 3DR MNYJ JZOD[H X?U ]FDJO?DFR JZF YJURX JZNJ `NY R?DFA

.Y JZNJ JZF 072 YJURXf

*F KZOWZ OY 0^ZOIOJ 3H . [UFYYH NDR OJ OY 0 ẐOIOJ 3 OD ]X
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RFWMNENJO?DA

TF 3DR `ZNJ OY JZF YJNJUY ?P JZF W?DWMUYO?DY EFNWZFR OD

JZNJ YJURXf

*F .J JNMTFR NI?UJ N VFDJ>UV RF]NDR `OJZ N YVOTOD[ JZNJ

`FDJ ?DYFJ NVVE?^O]NJFMX D?` JZE?U[Z #+"'H NDR JZFD

YJNIOMOaOD[ ?UJ NJ NI?UJ (++ UDOJY VFE XFNE ?P VE?RUWJO?DA

-?J dUYJ YOD[MF PN]OMX R̀ FMMOD[ UDOJYH IUJ NMM ROPPFEFDJ

JXVFYA

KFbEF D?J YFFOD[ JZNJ ]NETFR EFYV?DYF NJ NMMH `FbEF

YFFOD[ JZF R? D̀`NER EFYV?DYF ÒJZ ?DMX '% YOD[MF PN]OMX

R`FMMOD[ UDOJY OD JZF R??E J? RNJF JZOY POYWNM XFNEA

TF 3DR dUYJ J? IF WMFNEH X?U UYFR JZF DU]IFE '% J`OWF NDR

JZNJ `NY JZF YN]F DU]IFE X?U JFYJOPOFR J? NJ X?UE RFV?YOJO?DA

@?` WUEEFDJ OY JZNJ DU]IFEf

*F /ZNJ DU]IFE OY NY WUEEFDJ NY BNX "YJA .P . ]NX NRR

?DF ]?EF VOFWF ?P ODP?E]NJO?D YO]VMX J? VE?QORF W?DJF^JA

.D WNMFDRNE XFNE #+"$H `ZFD X?U M??TFR NJ JZF

ROPPFEFDWF IFJ̀ FFD DF` Z?]F W?DYJEUWJO?D NDR RF]?MOJO?DYH

2J?WTJ?D ZNR N DFJ VE?RUWJOQOJX ?P ## DF̀ UDOJYA

>"F L#">*..E 9?UE @?D?EH R? X?U ZNQF NDX PUEJZFE

INWT[E?UDR gUFYJO?DY P?E JZF ÒJDFYYf

&L# /%N"&E /ZF '% YOD[MF PN]OMX R F̀MMOD[YH OY JZNJ

WNMFDRNE XFNE>J?>RNJFH $'& RNXYf

>"F L#">*..E <OYWNM XFNEA /ZNJ `?UMR IF JZF POEYJ ?P

JFD ]?DJZYH BEA 8ZNYFf
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*"

&L# O+&.#((E /ZNJ OY W?EEFWJA

&L# /%N"&E 3MM EO[ZJA /ZF POEYJ JFDf

&L# O+&.#((E /ZNJ OY >>

>"F L#">*..E _UMX "YJH P?E`NERf

&L# /%N"&E ;TNXA . ZNQF JZF POYWNM XFNEA

>"F L#">*..E /ZF 8OJXbY POYWNM XFNEA

&L# O+&.#((E 9FYA

>"F L#">*..E

TF 3DR N[NOD 072 VE?dFWJO?D `NY Z?̀ ]NDX OD JZF UV`NERY

NI?QF #++f

&L# /%N"&E -?H . R?DbJ ZNQF NDX PUEJZFE gUFYJO?DYA

>"F L#">*..E KF JFDRFE JZF `OJDFYYH 9?UE @?D?EA

&L# /%N"&E BEA _?ZDYJ?D AAAA

/"%((Q#P*>+.*&+%.

K- >"F M%L.(&%.E

TF L??R NPJFED??DH BEA 8ZNYFA

*F L??R NPJFED??DA

TF 2? X?U JFYJOPOFR JZNJ X?U NEF JZF 1OEFWJ?E ?P JZF

8?]]UDOJX 1FQFM?V]FDJ 1FVNEJ]FDJ ?P JZF 8OJXH W?EEFWJf

*F 8?EEFWJA

TF 3DR X?UbQF ZFMR JZNJ V?YOJO?D YODWF _UMX #+"#f

*F 8?EEFWJA

TF 6O[ZJ NPJFE JZF 8OJX POMFR P?E INDTEUVJWXH INYOWNMMXf

*F 8?EEFWJA

TF 3DR JZNJ `NY F̀MM NPJFE JZF OYYUNDWF ?P JZF #++* MFNYF
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"D KFMM JZNJbY WUEEFDJMX JZF ODJFDJH XFYA /ZF 8OJX >> .

`NDJ J? O]VEFYY ?D Z?` VE?P?UDRMX YFEQOWF>ODY?MQFDJ JZF 8OJX

OY NDR Z?̀ NIY?MUJFMX FYYFDJONM OJ OY J? ]NTF O]VE?QF]FDJY ?D

JZNJ NDR Z?VFPUMMX D?J ǸOJ "* XFNEY J? [FJ JZFEFA

PD 2? JZF 8OJX OY [?OD[ J? F ÔJ INDTEUVJWX OD N

VE?P?UDRMX YFEQOWF>ODY?MQFDJ YJNJFh

"D KFMMH P?E]NMMX F̀ ZNQF BFNYUEF 3H UDRFE JZF BNEYZNMM

7MND OJbY D?J NR?VJFR >> R?FYDbJ R? NDXJZOD[ P?E YUVV?EJ >>

R?FYDbJ NMM?` X?U >>

PD 2? JZF 8OJX `OMM F ÔJ INDTEUVJWX OD N VE?P?UDRMX

YFEQOWF>ODY?MQFDJ YJNJFh

"D <?E MOIENEOFYH NR]ODOYJENJOQF YUVV?EJH NDR EFWEFNJO?DH

D?J ?IQO?UYMX P?E V?MOWFH IFWNUYF JZF BNEYZNMM 7MND OY ]NTOD[

YO[DOPOWNDJ O]VE?QF]FDJYH XFNZA

PD 9?U JFYJOPOFR OD X?UE RFWMNENJO?D JZF 8OJX ?P

2UDDXQNMF OY JZF jU?JFkUDjU?JF g[?MR YJNDRNERg P?E M?D[>END[F

PODNDWONM VMNDYH EO[ZJh

"D . W?DYORFE JZF] J? IFH XFYA

PD 2UDDXQNMF R?FYDbJ ZNQF W?DJOD[FDWX OD OJY IUR[FJH R?FY

OJh

"D 3WJUNMMX OJ ZNY N "& VFEWFDJ W?DJOD[FDWXA

PD BNXIF X?U WND YZ?` ]F `ZFEF J? PODR JZNJA

KZNJ . ZNQF dUYJ ZNDRFR X?U OY FDJOJMFR 8OJX ?P

2UDDXQNMF +$& LFDFENM <UDRH M?D[>JFE] PODNDWONM VMNDH _UMXH

#+"#H J? _UDF $+H #+#$A @NQF X?U YFFD JZOY R?WU]FDJ IFP?EFh

City Supp. 000186

Case 12-32118    Filed 09/18/14    Doc 1714



*-40 $%!&%$$( ,120/ #'"%$"$' +3. $&)#

City Supp. 000187

Case 12-32118    Filed 09/18/14    Doc 1714



*-40 $%!&%$$( ,120/ #'"%$"$' +3. $&)#

City Supp. 000188

Case 12-32118    Filed 09/18/14    Doc 1714



*-40 $%!&%$$( ,120/ #'"%$"$' +3. $&)#

City Supp. 000189

Case 12-32118    Filed 09/18/14    Doc 1714



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

"##

JZND i+A" ?D JZF R?MMNEA 1? X?U TD?` JZNJh

"D . ZNR EFNR JZNJ OD X?UE IEOFPA

PD 3DR JZFEF NEF D? EFQFDUFY EFWFOQFR OD PUJUEF XFNEY J?

IF UYFR J? VNX <ENDTMODe W?EEFWJh

"D /ZFEF NEF D? VNX]FDJY IUR[FJFR `OJZOD JZF LFDFENM <UDR

P?EFWNYJA 2? JZF =?D[>6ND[F <ODNDWONM 7MND R?FY D?J ZNQF N

YVFWOPOW OJF] OD OJ J? VNX JZF #++* I?DRYA

PD 0QFE N[NODe EO[ZJh

"D 3J JZOY V?ODJ OD JO]FH OJ R?FY D?J ZNQF N YVFWOPOW

OJF] OD OJA

PD 3EF X?U N`NEF ?P NDX VMNDY J? WZND[F JZF =?D[>6ND[F

<ODNDWONM 7MND J? ]NTF VNX]FDJY J? <ENDTMOD OD JZF PUJUEFh

"D . NYYU]FR JZNJ JZNJ W?UMR IF ODPMUFDWFR IX NDX TODR ?P

]FRONJO?D DF[?JONJO?DY JZNJ ?WWUEH IUJ NJ JZOY V?ODJ OD JO]F

OJ EFPMFWJY JZF WUEEFDJ VMND ?P NRdUYJ]FDJ JZNJ `NY POMFRA

PD 3DR JZF WUEEFDJ VMND ?P NRdUYJ]FDJ JZNJ `NY POMFR OD

X?UE WUEEFDJ =?D[>6ND[F <ODNDWONM 7MND VE?QORFY JZNJ EFQFDUFY

OD F ŴFYY ?P VMND ÒMM IF UYFR P?E NRROJO?DNM ]OYYO?D

WEOJOWNM YVFDROD[e EO[ZJh

"D 9FYH NDX N]?UDJ JZNJ OY OD F^WFYY ?P JZF "'A( VFEWFDJ

EFYFEQF MFQFM OY ORFDJOPOFR NY N ]OYYO?D WEOJOWNM F^VFDROJUEF

NDR `F `?UMR EFNWZ JZNJ MFQFM OD NI?UJ "* XFNEY `ZFD JZF

EFYFEQFH ZOJY "'A( VFEWFDJH N]?UDJY JZNJ NWWEUF OD F^WFYY ?P

JZNJ EFYFEQF MFQFMH `ZOWZ `F NYYU]F `?UMR IF ]NODJNODFR ?QFE

JO]F NJ "'A(H `?UMR IF NIMF J? IF UYFR P?E JZF JXVFY ?P

City Supp. 000190

Case 12-32118    Filed 09/18/14    Doc 1714



"

#

$

%

&

'

(

)

*

"+

""

"#

"$

"%

"&

"'

"(

")

"*

#+

#"

##

#$

#%

#&

"#$%&'( )&*+, -./&+,.+0 1 23456 73813988

"#$

JZOD[Y . ]FDJO?DFR FNEMOFEH N DF`FE NWW?UDJOD[ YXYJF]H

O]VE?QFR YFEQOWFY OD NEFNY ?JZFE JZND V?MOWFH FQFD F^VNDROD[

V?MOWFH ]FFJOD[ RFPFEEFR ]NODJFDNDWF DFFRYH JZNJ Y?EJ ?P

JZOD[A

PD 3DR ]OYYO?D WEOJOWNM YVFDROD[H NY X?U RFPODF OJH OY

INYOWNMMX NDXJZOD[ D?J ?JZFE`OYF YVFWOPOFR OD JZF P?EFWNYJe

EO[ZJh

"D KFMMH OJbY ?UE UD]FJ DFFRYA

PD KFMMH RORDbJ X?U JFYJOPX NJ RFV?YOJO?D JZNJ ]OYYO?D

WEOJOWNM YVFDROD[ OY OD PNWJ NDXJZOD[ D?J ?JZFE`OYF YVFWOPOFR

OD JZF P?EFWNYJh

"D 3DXJZOD[ JZF P?EFWNYJ YJNEJY ?UJ `OJZ N INYFMODF

IUR[FJ `ZOWZ OY `ZNJbY IFOD[ R?DF EO[ZJ D?` NDR F̀ ZNQF JZF

PUJUEF W?YJY ?P JZ?YF INYFMODF YFEQOWFY IUOMJ ODA 3DR F̀

ZNQF JZF BNEYZNMM 7MND ?D WEO]F `ZOWZ OY NRRFRH NDR JZNJ NRRY

"'% V?YOJO?DY JZNJ OY IUOMJ ODH NDR JZFEFbY D? ODWEFNYF OD

NDX ?JZFE V?YOJO?DYA

2? JZ?YF NEF JZF N]?UDJY JZNJ `F ZNQF OD JZF IUR[FJH

NDR Y? NDXJZOD[ OD F̂ WFYY ?P EFYFEQF OY JZFD NQNOMNIMF J? VNX

P?E ?JZFE YFEQOWFY NDR ?JZFE DFFRY JZNJ NEF UD]FJA

PD 3MM EO[ZJA 3DR Y? JZF =?D[>6ND[F <ODNDWONM 7MND

R?FYDbJ VMNWF NDX MO]OJ ?D JZF N]?UDJ ?P ]OYYO?D WEOJOWNM

YVFDROD[H R?FY OJh

"D ;D JZF N]?UDJ JZNJ WND NWWEUFh

PD 3DR JZF F^VFDYFYh
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"D 9FNZH OJ RFVFDRY ?D JZF ZFNMJZ ?P JZF EFQFDUF INYF NY

J? Z̀NJ JZ?YF N]?UDJY `ODR UV IFOD[A

PD 2? OP JZF EFQFDUF INYF OY QFEX ZFNMJZXH OJ W?UMR IF

ZNMP N IOMMO?D R?MMNEYe EO[ZJh

"D KFMM NJ Y?]F V?ODJ X?U NEF [?OD[ J? [FJ YUWZ N ZFNMJZX

INYF JZNJ BFNYUEF 3 WFNYFY J? IF OD F^OYJFDWFH NDR NJ JZNJ

V?ODJ JZFD X?U `?UMR ZNQF J? RFNM ÒJZ JZF M?YY ?P ]?DFX

JZNJbY ?JZFE`OYF IUOMJ ODJ? JZF VMNDA

PD 6O[ZJA 4UJ JZFD JZF 8OJX W?DJODUFY J? EFW?QFE NDR

X?UbQF [?J N IOMMO?D R?MMNEY JZNJ W?UMR [? J? ]OYYO?D

WEOJOWNM YVFDROD[e EO[ZJh

"D KFMM . JZODT JZNJbY N ZXV?JZFJOWNMMX QFEX MNE[F DU]IFE

JZNJ `?UMR IF OD F^WFYY ?P NDXJZOD[ JZNJ `F `?UMR IF M??TOD[

NJA

PD ,Z>ZUZA -?` OD JZF =?D[>6ND[F <ODNDWONM 7MNDH `ZOMF

X?U RFYWEOIF `ZNJ ?̀UMR ZNVVFD OP EFQFDUFY `FEF ZNMP N

VFEWFDJ [EFNJFE JZND P?EFWNYJH X?U RORDbJ RFYWEOIF `ZNJ `?UMR

ZNVVFD OP EFQFDUFY F̀EF ZNMP ?E N VFEWFDJ MFYY JZND

P?EFWNYJFRe EO[ZJh

"D KFMMH JZFX `?UMR IF OD RFPOWOJA

PD 9?U RORDbJ ODWMURF NDX R?`DYORF ]?RFM ?E YWFDNEO? NJ

NMMe EO[ZJh

"D -?A /ZF 8OJX ǸY ODJFEFYJFR OD YZ?`OD[ `ZNJ `?UMR

ZNVVFD OP JZOD[Y [?J IFJJFE NDR JZF P?WUY PE?] JZF 8OJX `NY

JZFX `FEF WFEJNODMX Z?VOD[ JZOD[Y ?̀UMR [FJ IFJJFE NDR JZNJ
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- 2 - DIRECT TESTIMONY DECL. OF STEPHEN CHASE

ISO CONFIRMATION OF FIRST AMENDED PLAN

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

I, Stephen Chase, hereby declare:

1. I am the Director of the Community Development Department of the City of

Stockton, California (“the City” or “Stockton”). I make this declaration in support of

confirmation of the City of Stockton, California’s (“City”) First Amended Plan For The

Adjustment Of Debts Of City Of Stockton, California (November 15, 2013). In my role as

Director of Community Development, I oversee the City’s public facilities fees (“PFFs”) system,

floodplain management, long-range and current planning, building and life safety, and the

operations of the City’s permit center. Prior to joining the City as the Director of Community

Development in July 2012, I was the Planning and Environmental Services Director for the City

of Goleta, Deputy Director of Planning and Development for the County of Santa Barbara,

Deputy City Manager for the City of San Buenaventura, Aide and Field Deputy to the Board of

Supervisors of the County of Ventura, and as a junior level planner for the City of Camarillo and

the Counties of Santa Barbara and Ventura.

California’s PFF System

2. PFFs are charges levied on new development to pay for development’s fair share

of infrastructure needs to mitigate the incremental impacts of the development. They are

governed by the California Mitigation Fee Act of 1987 (the “Act,” also known as California

Assembly Bill 1600, or “AB 1600”), codified at Cal. Gov’t Code § 66000 et seq., which allows

cities to charge fees, among them PFFs, to provide a certain level of service or for public

infrastructure related to new development. The Act imposes several key requirements on the

City’s PFF system.

3. First, the Act requires that there be a “nexus” between the level of service and/or

infrastructure costs and the fee charged. In order to establish the nexus for a new PFF, the City

must identify the purpose of the fee, identify the use to which the fee is to be put, and determine

how there is a reasonable relationship between the fee’s use and the type of development project

on which the fee is imposed. These findings are contained in a fee study prepared by or for the

Community Development Department and the Administrative Services Department and submitted

to the City Council for approval.
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- 3 - DIRECT TESTIMONY DECL. OF STEPHEN CHASE

ISO CONFIRMATION OF FIRST AMENDED PLAN

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

4. Because of the Act’s nexus requirement, the permissible uses of PFF receipts are

restricted to the purposes for which the PFFs were imposed—in other words, the purposes set

forth in the fee study that was required to be undertaken by the City in order to levy the charges.

5. A second key requirement of the Act is that PFF receipts be placed in separate

funds allocated to each specific fee purpose. As described in the Vanessa Burke declaration

being submitted concurrently, these funds are restricted, meaning that these types of fees can only

be collected and used for mitigating the impacts of new development upon infrastructure needs

and/or service level demands.

6. Finally the Act requires that PFF receipts be allocated within five years of their

collection to a nexus-based capital improvement program, such as the land acquisition,

engineering and eventual construction of a freeway interchange. Reimbursement claims are

eligible for consideration beyond the five year window.

The Availability Of PFFs To Reimburse The General Fund For Portions Of The Lease Payments

On The 2009 Golf Course/Park Bonds

7. The proceeds of the 2009 Golf Course/Park Bonds2 funded certain infrastructure

improvements that would have otherwise been eligible for funding from certain PFF funds.

Because of this, the PFF funds from which the improvements would have otherwise been eligible

for funding may reimburse the General Fund for the portions of the lease payments on the

principal of (but not interest on, as explained below) the 2009 Golf Course/Park Bonds that are

allocable to those improvements. The authority to use PFF receipts to refund the principal

payments on the 2009 Golf Course/Park Bonds is based on the use of bond proceeds to finance

fee-eligible improvements.

8. It is important to note that the City is not required to use PFF funds to reimburse

the General Fund principal payments. This is because there is no separate pledge agreement

committing PFF receipts to refund the principal payments made by the General Fund to Franklin.

Rather, the City is permitted to use PFF funds for this purpose, if it so elects.

2 Capitalized terms used but not defined herein have the meaning ascribed to them in the First Amended Plan for the
Adjustment of Debts of City of Stockton, California (November 15, 2013) [Dkt. No. 1204].
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13. Franklin’s suggestion that a reserve fund of 10% or less is sufficient and that

money from this fund is available to pay the 2009 Bond Claim indicates a deep misunderstanding

of the purpose of reserves. Reserves are a one-time resource designed to help bridge a downturn

in the economy that results in lower revenues than projected, or to help meet an unexpected one-

time increase in expenditures. Reserves are not available to pay an ongoing increase in

obligations such as the 2009 Bond Claim. If the General Fund began paying the full $2.9 million

in 2009 Bond debt service starting in the current fiscal year 2013-14, the General Fund would be

in deficit within six years.

14. In addition to these reserves, the LRFP also incorporates a $2 million per year

annual contingency (approximately 1% of expenditures). The purpose of this annual contingency

is, like an annual operating reserve, to protect the City against financial setbacks. However,

whereas an annual operating reserve represents one-time emergency resources to deal with short-

term issues, the annual contingency serves as a long-term buffer against natural swings in

economic conditions. As evidenced by the recent recession, economic downturns can cause a city

to fall short of its projections by millions, or even tens of millions, of dollars over several years.

Moreover, it may take several additional years for a city’s revenues to return to their prior peak

year total, much less the level to which revenues would have grown given a continuation of pre-

recession trends. For example, in FY2013-14 Stockton is still $36 million below the $203 million

in General Fund revenue it received five years earlier in its peak fiscal year of 2008-09, and the

City is $93 million below the trended level of revenue produced by a continuation of the General

Fund growth rate that occurred in Stockton from FY1996-97 through FY2006-07. The annual

contingency is meant to provide a safeguard against these types of long-term setbacks by serving

as a “smoothing” mechanism – that is, the annual contingency spreads the impacts of economic

downturns over the entire period of the LRFP. This allows the City to make projections of its

future finances without having to make predictions about the timing or severity of future

recessions, with a reasonable level of assurance that adequate resources will always be available

to support the projected level of expenditures.
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15. Franklin argues that the $2 million annual contingency is unnecessary, and

contends that the City can simply pay that money to Franklin instead. This argument completely

misses the importance of the annual contingency to the City’s projections and the City’s long-

term fiscal health. While the City could theoretically eliminate the annual contingency from the

LRFP, the LRFP itself would then need to be altered in order to incorporate predictions as to the

timing and magnitude of economic swings and the impact of such swings on the City’s finances.

The reduction in contingency expenditures within the forecast would be offset by the loss of

resources from the projected economic downturns. Given the inherent difficulties of predicting

recessions, particularly over a 30-year period, budget forecasts do not typically do so, but rather

opt for a realistic linear growth trend for revenue and either build in a buffer against future

variations or require significantly higher reserves.4 However, if the City were to eliminate its

$2 million contingency and incorporate recessions into its revenue forecast, and at the same time

increase expenditures by $2 million annually to make payments toward the 2009 Bond Claim,

current projections indicate that this would cause the General Fund balance to rapidly erode and

result in a deficit within 7-9 years, depending on the timing and severity of the recessions, which

in turn would require another restructuring of City finances.

16. The City must be sustainable. The City recognizes that its financial plans and

budgets, however sound, will need to be amended as economic and financial circumstances

change. Maintaining a healthy reserve is essential to weather the “worst case scenarios” where

the City does worse than anticipated. The operating reserves and the annual contingency

projected in the LRFP are necessary to sustain the City as a viable municipality. This has been

4 The City of Sunnyvale is the “gold standard” for long-range financial plans, in that it has been adopting 20-year
budget forecasts bi-annually since the 1980’s. Sunnyvale’s current reserve policies are as follows: (1) “The General
Fund Contingency Reserve will be maintained at 15% of operations costs in year one of the long-term plan, with
annual increases based on projected increases in the Consumer Price Index”, (2) “The Budget Stabilization Fund will
be a minimum of 15% of projected revenues for the first two years of the 20-year planning period. Beyond year two
the Budget Stabilization Fund will always have a balance of at least zero”, and (3) “The Twenty-Year Resource
Allocation Plan Reserve shall be used to levelize economic cycles and maintain stable service levels over the long
term.” (http://sunnyvale.ca.gov/Portals/0/Sunnyvale/CodesAndPolicies/7.01.01.pdf) Sunnyvale’s total projected
reserves for FY2013-14 total $92.7 million, which is 63% of its budgeted total requirement of $146.6 million.
Sunnyvale does not attempt to predict the timing of recessions, but rather uses relatively linear forecasting trends (as
does Stockton); its projected property tax revenue averages 3.8% annual growth from FY2013-14 through 2032-33
(compared to 3.4% for Stockton over the same period), and its sales tax revenue averages 2.9% annual growth
(compared to 3.1% for Stockton over the same period).
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the City Council’s overarching policy objective starting with the AB 506 process initiated in early

2012. This is in the best interests of the City and its residents. Raiding these reserves for

payments to Franklin would imperil the City’s financial viability.

17. Similarly, if the City were to substitute Franklin’s business judgment for its own

by submitting a plan that impaired CalPERS, Franklin would fare worse than it would under the

City’s Plan. If the City were to impair CalPERS, then CalPERS would have an immediate

unsecured claim worth approximately $1.62 billion.5 The claim from CalPERS would represent

73.3% of the unsecured claims pool, compared with a roughly 24.7% share for Retiree Health

Benefit Claimants ($545 million) and an approximate 1.58% share for Franklin (even assuming

the Franklin claim is in the amount of $35 million as opposed to $10.4 million).

The City’s Projections Of Its CalPERS Obligations Are Sound

18. On the expense side, the City’s projections of its CalPERS obligations are sound.

In September 2013, the City received a long-range projection of CalPERS employer rates6 for its

Safety and Miscellaneous employee plans from its actuary, The Segal Company (“Segal”), using

the CalPERS June 30, 2011 valuation, the latest then available, and taking into account the

following anticipated changes7:

a. Rate smoothing and unfunded liability amortization changes phased in over five

years. These changes would result in significant short-term increases in rates, but with fixed

periods for amortization, rates would drop as various “layers” of unfunded liability become fully

amortized, ultimately leaving only the levy of a rate for “normal” costs with prior unfunded

liabilities completely paid off and all employees under the Public Employees’ Pension Reform

5 This $1.62 billion is the amount which CalPERS claims it would be due as the total of the “Unfunded Termination
Liability” for the combined Safety and Miscellaneous plans, using the “Termination Liability Discount Rate” of
2.98%, the yield of the 30-year US Treasury Separate Trading of Registered Interest and Principal of Securities
(STRIPS) as of June 30, 2012. Attached hereto as Exhibits N and O are true and correct copies of excerpts from the
CalPERS Annual Valuation Reports as of June 30, 2012 for the Miscellaneous and Safety Plans for the City of
Stockton, respectively. See page 28 of Exhibit N and page 28 of Exhibit O for CalPERS’ calculation of the
“Unfunded Termination Liability” for the Miscellaneous and Safety Plans, respectively. Because the City intends not
to terminate the CalPERS contracts, the City has not researched this number and thus does neither agrees nor
disagrees with this amount.
6 The employer rate consists of a “normal cost” rate to pay the cost of service accrued for active employees for the
upcoming fiscal year, and an “unfunded rate” to pay the fiscal year’s amortized portion of unfunded liability (the
amount by which accrued liabilities exceed the actuarial value of assets). These rates are applied to the “PERSable
income” of active employees to generate the amounts payable to CalPERS.
7 A true and correct copy of Segal’s rate forecast, with assumptions, is attached hereto as Exhibit P.
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buy time to implement budgetary changes that will enable the City to match its expenditures to

available ongoing revenues. Stating as Moore does that Stockton will not use its contingency,

and that it thus can be converted to annual payments to pay creditors, assumes that reality will

never deviate from the forecast, and that there will never be emergencies or “unexpected events”

that will arise. The Moore Report also assumes that the City’s reserve goal of two months, or

16.7%, of operating expenditures, a level not projected to be met for 20 years (in FY2033-34),

will prove adequate for absorbing all cumulative adverse economic effects for decades to come.

In fact, the Moore Report runs scenarios showing how the City can increase payments to Franklin

by both eliminating its contingency and maintaining a reserve as low as 5% of total expenditures,

a level far below GFOA’s recommendation. See Ex. M, at 1-2. Moore’s Table 1 shows past City

reserve levels in the General Fund, which averaged 5.0%, in support of his contention that this

should be considered adequate. Neither this 5% average reserve, nor the 10% reserve that the

City adopted as a policy in 2006 (and has since replaced with the 16.7% GFOA goal), proved

adequate to stave off bankruptcy in 2012.

26. Having adequate reserves gives a City options, and time, to deal with financial

adversity, and running out of reserves constrains or eliminates those options. Once the City

reaches its reserve goal, and assuming the contingency or a similar mechanism to address forecast

volatility is maintained over time, the City will have a reasonable, although not absolute, level of

assurance that it can achieve long-term financial sustainability. At that point, the City will have

the capacity to address unfunded needs, including the addition of staffing and services to address

increased workload demands from a growing community. The City cannot afford to spend all

revenue gains above forecasted levels that it may realize over time, because gains will be offset at

other times by losses from economic downturns. However, the gain-sharing approach of the

contingent payments agreement that the City negotiated with Assured Guaranty under the

auspices of Judge Perris, rather than the elimination of the forecast contingency or the spend-

down of reserves, is the less risky and more appropriate approach to the payment of creditors.

27. PFF Funds are not available to pay the Franklin Bonds: As discussed extensively

in the Chase DTD, PFF funds are not envisioned to be available to pay the Franklin bonds. The
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ARTICLE I
DEFINITIONS

Section 1.01. Definitions. Except as otherwise defined herein, the following words and
phrases shall have the following meanings.

“2007 Lease Ask Payments” means, for each Fiscal Year, the payments on the Payment
Dates and in the amounts set forth in Schedule 1 hereto

“Actual Core Revenue Increment” means, for each Fiscal Year, the amount, if any, by
which the Actual Core Revenues exceed the Baseline Core Revenues, as estimated and
reconciled as provided in Section 2.03(c) hereof.

“Actual Core Revenues” means the amount of Core Revenues actually received by the
City in a given Fiscal Year, as estimated and reconciled as provided in Section 2.03(c) hereof.

“Agreement” means this Reimbursement Agreement, dated as of ________ __, 2014,
between Assured Guaranty and the City, as such agreement may be amended or supplemented.

“Allocable Share” means a fraction, the numerator of which is the principal amount of
the Bonds and the denominator of which is the sum of all the principal amounts of all
Participating Creditors’ Obligations as of July 1, 2012; provided, however, that with respect to
the Contingent General Fund Payments (i) payable prior to June 1, 2039, the Allocable Share
shall be no less than 78%; and (ii) payable on or after June 1, 2039, the Allocable Share shall be
equal to 100%.

“Ambac Settlement Agreement” means the Stipulation and Settlement Agreement, dated
as of February 26, 2013, by and among (i) the City, (ii) the Stockton Public Financing Authority,
(iii) the 2003 Fire/Police/Library Certificates Trustee (as such term is defined in the Plan of
Adjustment), and Ambac Assurance Corporation, which is attached as Exhibit A to the
Declaration of Robert Deis in Support of the City of Stockton’s Motion Under Bankruptcy Rule
9019 for Approval of Its Settlement with Ambac Assurance Corporation, filed in the Chapter 9
Case on February 26, 2013 [Dkt. No. 725].

“Annexed Area Revenues” means the Core Revenues (except for revenue derived from
motor vehicle license fees) generated from any territory annexed to the City after the Effective
Date.

“Assured Guaranty” has the meaning set forth in the first paragraph of this Agreement.

“Bankruptcy Court” has the meaning set forth in the recitals of this Agreement.

“Baseline Core Revenues” means, for each Fiscal Year, the amount of Core Revenues set
forth for such Fiscal Year on Schedule 4 hereto.

“Bond Insurance Policy” means Municipal Bond Insurance Policy No. 208382-N, dated
April 5, 2007, issued by Assured Guaranty (formerly known as Financial Security Assurance
Inc.), insuring the scheduled payment of principal of and interest on the Bonds when due.

+.51 $%!&%$$) -2310 #%"$#"$' ,4/ $%(*
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“Measure A” means a ballot measure that was approved by voters of the City on
November 5, 2013, which imposes a three-quarter cent (0.75%) retail transactions and use tax to
be applied throughout the entire territory of the City to the fullest extent permitted by law and in
accordance with the provisions of Part 1.6 of Division 2 of the Revenue and Taxation Code
(commencing with Section 7251) and Chapter 2.3 of Part 1.7 of Division 2 of the Revenue and
Taxation Code (commencing with Section 7285.9) effective April 1, 2014, as such measure may
be extended by the City Council by its terms.

“MSRB” means the Municipal Securities Rulemaking Board.

“Neutral Accountant” means an accountant or municipal financial advisor having
significant experience in the auditing of California municipalities or the finances of such
California municipalities.

“Non-Contingent General Fund Payments” means, for each Fiscal Year, the payments
required to be made by the City pursuant to Section 2.02 hereof.

“Other Bonds” means Bonds owned by holders other than Assured Guaranty.

“Participating Creditors’ Obligations” means (i) the Bonds; and, (ii) in the event that the
City enters into a settlement with Franklin that (x) is approved by the Bankruptcy Court at or
before confirmation of the Plan of Adjustment and (y) includes participation in the Contingent
General Fund Payments, the Stockton Public Financing Authority Lease Revenue Bonds, 2009
Series A (Capital Improvement Projects) (which had a principal amount as of June 28, 2012 of
$35,080,000).

“Payees” means, collectively, the Trustee and Assured Guaranty or its assigns. Where
this Agreement requires payment to “Payees,” such payment shall be made to the applicable
Payee(s) as and to the extent provided in Section 2.05.

“Payment Date” means the day on which any payment is due and owing to Assured
Guaranty hereunder. If any Payment Date is not a Business Day, Payment Date shall mean the
next Business Day; provided, however, interest will accrue at the Prime Rate plus 3% per annum
through the date of payment.

“Pension Obligation Bond Claim” means the amount owing on account of the Bonds on
June 28, 2012, which is comprised of unpaid principal of $124.28 million plus accrued but
unpaid interest as of such date.

“Pension Obligation Bonds Payments” means, collectively, the Non-Contingent General
Fund Payments and the Contingent General Fund Payments.

“Plan of Adjustment” means the City’s plan of adjustment, as confirmed by an order
entered in the Chapter 9 Case.

“Prime Rate” means the floating rate of interest per year identified from time to time as
the Prime Rate as published in the “Consumer Rates and Returns to Investor” section of the Wall
Street Journal or any successor source for such rate. Changes in the rate of interest resulting
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Revised City of Stockton Long-Range Financial Plan

ALTERNATIVE FORMAT ATTACHMENT Al

63 Services Supplies

64 Internal Services-Equipment

65 General Liability Insurance

66 Utilities

67 Maintenance Repair Services

68 Labor/Legal Services

69 General Expenses

70 Tax Collection Election

71 Subtotal Services Supplies

72

73 Program Support for Other Funds

74 Library

75 Recreation

76 Golf Courses

77 Entertainment Venues

78 ROA Successor Agency

79 Downtown Marina

80 Capital Improvements

81 Administration Building

82 Grant Match

83 Development Services

84 Other

85 Subtotal Program Support

86

87 Debt Bonds/Other

88 Jarvis Utilities Settlement

89 Marina Settlement

90 2003 COPs

91 2004Arena Bonds

92 2006 LRBs-Parking SEB

93 2006 08W-Debt Marina

94 2007 POBs

95 2007 VRDLRB -400 E.Main

96 2009 LRBs-Pub Facil Bonds/CIP

97 Debt Other/Ad mm

98 Subtotal Debt

99

100 Mission Critical Expenditures

101 Efficiencies/Improved Cost Recovery

102 Contingency

103 Total General Fund Expenditures

104

105 SurplusShortfall

106 Transfer to Bankruptcy Fund

107 AB 506
Carryover

108 Encumbrance/Inventory Adjustment

109 Beginning Available Balance

110 Ending Available Balance

111 Balance as of Total Expenditures

112 Vacancy Rate of Base lineCOLAs

3/2/2014-1046 PM

CTY257708

11-12 12-13 13-14 14-15 15-16 16-17 17-18 18-19 19-20 20-21

12.18 13.40 13.51 1.29 15.10 15.91 16.12 16.33 16.54 16.76

2.24 3.18 3.37 3.44 3.49 3.54 3.60 3.65 3.71 .3.76

2.49 2.60 2.65 2.69 2.73 2.77 2.82 2.86 2.90 2.95

2.14 2.33 2.60 2.63 2.67 2.71 2.76 2.80 2.84 2.88

3.76 3.95 2.20 2.23 2.26 2.30 2.33 2.37 2.40 2.44

6.70 8.74 9.34 10.77 10.91 10.88 9.41 9.49 9.64 9.78

2.09 1.21 2.33 2.68 2.73 2.78 2.85 2.90 2.95 3.01

31.61 35.41 36.00 38.74 39.91 40.90 39.87 40.39 40.98 41.57

3.98 3.91 4.00 4.29 4.88 5.07 5.22 5.40 558 5.73

2.76 2.34 2.85 3.06 3.47 3.61 3.71 3.84 3.97 4.08

0.50 0.45 0.48 0.55 0.57 0.59 0.51 0.63 0.65

2.44 2.64 2.55 2.49 2.88 3.12 3.21 3.33 3.35 3.45

1.81 0.53 0.75 0.75 0.75 0.75 0.75 0.75 0.75 0.75

0.05 0.05 0.16 0.16 0.16 0.16 0.16 0.16 0.16 0.16

0.62 0.83 1.29 1.58 1.58 1.58 1.58 1.58 1.58 1.58

0.07 0.84 0.84 0.84 0.84 1.07 1.07 1.07

0.04 0.00 0.40 0.40 0.40 0.30 0.30 0.30 0.30 0.30

0.15 1.00 1.00 1.00 1.00 1.00

0.25 0.03 0.05 0.05 0.05 0.05 0.05 0.05 0.05

12.09 11.82 13.62 15.10 16.56 17.05 16.42 17.08 17.43 17.80

0.47

0.07 0.06 0.47 0.25

0.77 0.84 0.91 0.91 0.91 0.91 0.91 0.91 0.91 0.91

0.68

5.62 1.33 1.33 1.33 1.33

0.24

0.65

0.42 0.21 0.49 0.49 0.49 0.49 0.49 0.49 0.49 0.24

8.85 1.05 1.40 1.40 1.40 1.47 2.79 3.20 2.99 2.48

8.00 8.00

2.50 2.50 3.00 3.00 3.00 3.00 3.00

2.00 2.00 2.00 2.00 2.00 2.00 2.00 2.00

158.60 147.18 160.68 180.52 19891 204.33 210.39 217.74 224.46 230.28

1.67 15.05 6.68 11.41 111 0.73 1.08 0.02 0.45 1.19

5.59 13.01 0.31 0.29 0.25 0.21

2.71 2.71

1.67

6.64 3.07 9.75 21.16 20.05 20.78 21.55 21.23 20.53

3.07 9.75 21.15 20.05 20.78 21.55 21.23 20.53 19.13

0.0% 2.1% 5.1% 11.8% 10.1% 10.2% 10.3% 9.8% 9.2% 8.4%

4.2% 11.3% 1.0% 2.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Updated from Oct-2013 Plan of AdjustmentPage of
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MODIFIED DISCLOSURE STATEMENT FOR FIRST
AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS

OF CITY OF STOCKTON, CALIFORNIA

SUMMARY

The following pages summarize certain important information set forth elsewhere in

this Disclosure Statement. Capitalized terms are defined in the text of this Disclosure

Statement and in the Plan, and any capitalized term used but not defined in the Disclosure

Statement shall have the meaning ascribed to it in the Plan. Unless otherwise noted, all

references to a “section” are references to a section of title 11 of the United States Code (the

“Bankruptcy Code”).

The Disclosure Statement contains important information that is not summarized in

this Summary and that may influence your decision regarding whether to accept or reject

the Plan or may otherwise affect your rights. Please do not rely on this Summary standing

alone, and please thoroughly read this entire document and the accompanying materials.

* * * *

The City of Stockton, California (the “City”), filed a petition under chapter 9 of the

Bankruptcy Code on June 28, 2012 (the “Petition Date”), which was designated Case Number

2012-32118 (the “Chapter 9 Case”). The United States Bankruptcy Court for the Eastern

District of California, Sacramento Division (the “Bankruptcy Court”), Chief Judge Christopher

M. Klein presiding, entered an order for relief in the Chapter 9 Case on April 1, 2013, as docket

no. 843, and the Chapter 9 Case currently is pending before the Bankruptcy Court.

The First Amended Plan For The Adjustment Of Debts Of City Of Stockton, California

(November 15, 2013) (the “Plan” proposed by the City), 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.
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MODIFIED DISCLOSURE STATEMENT FOR FIRST

AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

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

benefits worth approximately $1 billion for current employees have been eliminated as a result of

negotiated agreements. This loss of retiree health benefits constitutes an approximate reduction

in pension benefits, which along with certain compensation changes for these employees amounts

to a 30-50% reduction from what they otherwise would have received. Additionally, pension

benefits for new employees hired after January 1, 2013 have been reduced by approximately 50-

70% (including lost retiree health benefits) for all employees and in some cases higher for certain

types of employees as a result of changes in state law and changes in labor agreements that the

City has negotiated. New hires are also required to pay a greater share of their future pension

benefits. Additionally, because of compensation reductions of up to 30% in pensionable income

negotiated in 2011 and 2012, the future pensions of employees will be lower than they otherwise

would have been, though no further reduction is imposed by the Plan. Such reductions in

compensation to City employees have the effect of lowering the costs of pension benefits funded

by the City. The City intends to fully fund the contributions to be made for the reduced pension

benefits of City employees. Such pension contributions will continue to be made to CalPERS in

its capacity as trustee for the City’s pension trust for its retired workers and their dependents who

are the beneficiaries of this trust, as well as for current employees and their beneficiaries (the City

has one contract with CalPERS, but there are three contract groups: police, fire, and

miscellaneous).

Payment to holders of General Unsecured Claims—which holders include, but are not

limited to, holders of lease rejection claims, the Retiree Health Benefit Claimants, and the holders

of Leave Buyout Claims—shall receive cash payment on the Effective Date in an amount equal to

a set percentage of the Allowed amount of such Claims. The percentage of the Allowed amount

paid on such claims will be the Unsecured Claim Payout Percentage (unless the amount of the

Retiree Health Benefit Claims changes, that percentage will be equal to 0.93578% (i.e.,

$5,100,000 divided by $545,000,000) or such other amount as is determined by the Bankruptcy
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MODIFIED DISCLOSURE STATEMENT FOR FIRST

AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

Court before confirmation of the Plan to constitute a pro-rata payment on such other General

Unsecured Claims. While the City regrets that it cannot pay a higher amount to holders of

General Unsecured Claims, the fact is that the City lacks the revenues to do so if it is to maintain

an adequate level of municipal services such as the provision of fire and police protection, the

maintenance and repair of the City’s streets and other public facilities, and the continued

availability of important municipal services such as library, recreation, and parks.

The Plan does not alter the obligations of those City funds that are restricted by grants, by

federal law, or by California law; pursuant to the Tenth Amendment to the United States

Constitution and the provisions of the Bankruptcy Code that implement the Tenth Amendment,

such funds cannot be impacted in the Chapter 9 Case. Thus, securities payable solely from

restricted funds are not altered by the Plan.

The following chart summarizes key information, including the proposed treatment of the

various classes of claims:

Debtor City of Stockton, California.

Bankruptcy Court United States Bankruptcy Court for the Eastern District of
California, Sacramento Division, The Honorable Chief Judge
Christopher M. Klein presiding.

Plan First Amended Plan For The Adjustment Of Debts Of City Of
Stockton, California (November 15, 2013).

Purpose of the Disclosure
Statement

To provide information of a kind, and in sufficient detail, that
would enable a typical holder of claims in a Class Impaired
under the Plan to make an informed judgment with respect to
voting on the Plan.

Balloting Information Ballots have been provided with this Disclosure Statement to
creditors known to have claims that are Impaired under the
Plan. Ballots must be returned to and received by the Ballot
Tabulator by no later than 4:30 p.m., Pacific Time, on February
10, 2014. Objections to confirmation also must be filed and
served by no later than February 10, 2014.

Ballot Tabulator Rust Consulting/Omni Bankruptcy, 5955 DeSoto Avenue,
Suite 100, Woodland Hills, CA 91367.
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MODIFIED DISCLOSURE STATEMENT FOR FIRST

AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

Class 16
Claims of Equipment
Lessors

Unimpaired. Any equipment leases not specifically rejected by
the Rejection Motion will be assumed under the Plan. The City
believes that it is current on all such equipment leases and
therefore no cure payments are required.

Class 17
Workers Compensation
Claims

Unimpaired. The City must pay Allowed SIR Claim Portions
related to Workers Compensation Claims in full. If not, the
City will lose its State workers compensation insurance for
those claims in excess of the SIR Claim Portions, exposing the
City’s current and former workers to grave risk. The City will
pay the SIR Claim Portions related to Worker Compensation
Claims from the Workers’ Compensation Internal Service Fund.

Class 18
SPOA Claims

Impaired. The City will honor the SPOA Claims held by
SPOA members on the terms and conditions set forth in the
SPOA MOU.

Class 19
Price Claims

Impaired. The City’s settlement with the Price Judgment
Creditors will have no material monetary impact on the City,
but will enable the City to fulfill its obligations under a previous
judgment relating to relocation of residents. The settlement
includes agreement on the manner of calculating the number of
replacement units the City has produced to date; a methodology
for creating a list of persons entitled to preference for housing
units; a means for reaching out to the community about the
availability of replacement units; the extinguishing of the City’s
obligation to make relocation assistance payments; and the
recognition that any claim for attorney fees is treated as an
unsecured claim in the Plan.

Questions: Questions can be submitted electronically on the City’s
chapter 9 website (stocktonchapter9.com) or by calling 866-
205-3144 and leaving a message. All questions will receive a
prompt response.

To the extent that there is any inconsistency between the Plan (including the exhibits and

any supplements to the Plan) and the description in the Disclosure Statement, the terms of the

Plan (including the exhibits to the Plan) will govern.

I. INTRODUCTION

The City of Stockton, California, filed this Chapter 9 Case on June 28, 2012, less than a

week prior to the beginning of its 2012-13 fiscal year. As a result of prior poor fiscal

management by the City, overspending on downtown improvement construction projects, the

general economic turndown that began in 2008, the resulting decline in real estate transactions

and values, high unemployment rates, and generally lower collections of tax revenues and user

fees, the City had virtually no General Fund reserves as of the Petition Date. It had slashed its
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AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

General Fund workforce by an aggregate of 30% during the preceding three years: sworn police

officers were cut by 25%, non-sworn police staffing by 20%, fire staffing by 30%, and non-safety

staffing by 43%. It had also reduced compensation by $52 million and cut staffing and service

levels by $38 million, for an overall General Fund budget reduction of approximately $90 million

during fiscal years 2009-10, 2010-11, and 2012-13.

The City reduced or ceased funding of community-based organizations, stopped replacing

worn-out vehicles (including police cars), was sending mechanics in separate vehicles to follow

fire engines on emergency calls, and was patching rather than repairing its streets. The City also

reduced compensation for all employees from 2008 through 2012. Employee compensation

reductions varied, but averaged 10% to 33%, of which 7% to 30% was in pensionable income

reductions that would impact future pensions as well as current income. Changes in overtime

calculation, health, and other insurance benefits and leave time also occurred. The reduction in

compensation resulted in litigation against the City by labor organizations, and labor relations

were at an all-time low.

Despite having taken these desperate measures, as of June 2012 the City’s General Fund

budget for the impending fiscal year was still $25.9 million underwater.1 The negative balance

meant that the General Fund was prohibited from borrowing from the City’s restricted funds and

that the City therefore could not pay the first payroll of the fiscal year, which was due in July

2012. The City was instead forced to enact its “Pendency Plan” budget, described in

Section III.A. below, which enabled it to meet payroll and debt obligations during the

Chapter 9 Case.

The City entered bankruptcy only after unsuccessful mediation with its major creditors,

although the mediation did produce agreements with the City’s labor organizations. The

Chapter 9 Case was contentious from the outset, with the so-called capital markets creditors

contending that the City was ineligible for bankruptcy relief. Their objections were overruled by

the Bankruptcy Court, but only after many months of costly discovery, briefing, legal

1 See City of Stockton Annual Budget, 2012-13, p. D-1, available at http://www.stocktongov.com/files/COS_2012_
2013_ProposedAnnualBudget_2012_5_15.pdf.
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AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

maneuvering, and ultimately a trial on the City’s eligibility to be a chapter 9 debtor. But prior to

filing the Chapter 9 Case, during the case, and even during the litigation phase, the City and its

creditors were engaging in mediation under the auspices of a court-appointed mediator—a United

States Bankruptcy Judge from Oregon. The mediation is ongoing and has resulted in several

settlements, the key one relating to retiree health benefits that was negotiated with the Retirees

Committee that represents the interests of the retirees. The City has reached settlement

agreements with Ambac, NPFG, and Assured Guaranty, but has not reached agreement with

Franklin, the holder of approximately $35,080,000 of bond debt.

The Plan, filed with the Bankruptcy Court as of the date hereof, as set forth on Exhibit A,

represents the City’s proposed adjustment of its debts. The Plan is a spartan one. It returns the

City to financial and public service provider solvency, but, in the absence of agreements with City

creditors whose obligations are secured by leases of City real estate, the Plan includes the

potential loss of City control of certain City properties.

The holders of General Unsecured Claims in Class 12, including retiree health benefit

claimants, will be paid a percentage of their claims equal to the Unsecured Claim Payout

Percentage (unless the amount of the Retiree Health Benefit Claims changes, that percentage will

be equal to 0.93578% (i.e., $5,100,000 divided by $545,000,000) or such other amount as is

determined by the Bankruptcy Court before confirmation of the Plan to constitute a pro-rata

payment on such other general unsecured claims. That is all the City can afford to pay and still

maintain even a bare minimum level of City services. In fact, the constituencies that will bear the

greatest burden as a result of the City’s inability to meet its financing obligations are its current

employees, and its retirees who collectively hold approximately $545 million in claims against

the City, but who have agreed, after months of negotiations, to accept $5.1 million in satisfaction

of those claims. Retirees who are receiving a CalPERS pension but no health benefits from the

City will not be affected by the Plan. Retirees who are receiving a CalPERS pension plus health

benefits will have their health benefits eliminated.

Current employees of the City have also agreed to forgo health benefits in retirement,

which along with changes in compensation results in the loss of their retirement “spike” and
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reduces their postemployment benefits by 30-50%. The loss of retiree health benefits is a

substantial concession of approximately $1 billion that has already been agreed to without

compensation for this loss. In addition, most current employees hired before January 1, 2013

have also agreed to a 7-30% reduction in pensionable compensation, which will reduce their

future CalPERS pension from what it otherwise would have been.

The Plan will enable the City to pay its future bills, including the reduced compensation

payable to its employees, and including its obligations to CalPERS, which will fund pension

contributions for its current and former employees. The maintenance of pensions is critical to the

City in order to retain employees—particularly police officers—rather than losing them to other

local governments, all of which have defined benefit pension plans similar in benefit structure to

CalPERS, and the overwhelming majority of which have pension plans administered by

CalPERS.

Unlike a corporate chapter 11 debtor, a city in chapter 9 simply cannot be allowed to fail.

It must continue to provide police and fire protection to its residents, to maintain streets and

highways, to treat its employees and retirees fairly, and generally to create an environment in

which its residents can prosper. Unlike a corporation, its assets cannot be liquidated or sold to a

competitor in order to satisfy its debts. The City believes that the financial restructuring set forth

in its Plan is its current best option for achieving such goals. It will continue to negotiate with its

creditors in an attempt to achieve settlements that provide better returns for creditors and better

economics for the City. If any additional agreements are reached, the Plan and Disclosure

Statement will be modified to reflect those agreements.

As described more fully herein, the City believes that the Plan provides the greatest and

earliest possible recoveries to holders of claims while preserving necessary City services and

operations. The City thus believes that acceptance of the Plan is in the best interests of creditors

and parties in interest, as well as in the best interests of the City’s residents and businesses, and

that any alternative debt adjustment or restructuring would result in additional delay, uncertainty,

expense, litigation, and, ultimately, smaller or no distributions to creditors. Accordingly, the City

urges that you cast your ballot in favor of the Plan.
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A. The Purpose of This Disclosure Statement.

The Bankruptcy Code requires that the proponent of a plan of adjustment in a chapter 9

case prepare and file a “disclosure statement” that provides information of a kind, and in

sufficient detail, that would enable a typical holder of claims in a class Impaired under that plan

to make an informed judgment with respect to the plan. See 11 U.S.C. § 1125. This Disclosure

Statement provides such information. Creditors and parties in interest should read this

Disclosure Statement, the Plan, and all of the exhibits accompanying these documents in their

entirety in order to ascertain:

1. How the Plan will affect their claims against the City;

2. Their rights with respect to voting for or against the Plan;

3. Their rights with respect to objecting to confirmation of the Plan; and

4. How and when to cast a ballot with respect to the Plan.

This Disclosure Statement, however, cannot and does not provide creditors with legal or

other advice or inform such parties of all aspects of their rights. Claimants are advised to consult

with their attorneys and/or financial advisors to obtain more specific advice regarding how the

Plan will affect them and regarding their best course of action with respect to the Plan. As noted

below, retirees are advised to consult with the Retirees Committee, which was appointed in April

2013 by the Office of the United States Trustee to represent the interests of the City’s

approximately 2,400 retirees in the Chapter 9 Case.

This Disclosure Statement has been prepared in good faith and in compliance with

applicable provisions of the Bankruptcy Code. Based upon information currently available, the

City believes that the information contained in this Disclosure Statement is correct as of the date

of its filing. This Disclosure Statement, however, does not and will not reflect some events that

occur after October 10, 2013 (and, where indicated, specified earlier dates), and the City assumes

no duty and presently does not intend to prepare or distribute any amendments or supplements to

reflect such events.
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B. Summary of Entities Entitled to Vote on the Plan and of Certain
Requirements Necessary for Confirmation of the Plan.

Holders of Allowed Claims in the following Classes are entitled to vote on the Plan

because the Claims in each such Class are “impaired” under the Plan within the meaning of

section 1124: 1A, 1B, 3, 4, 5, 6, 7, 9, 12, 14, 18, and 19.

The Bankruptcy Court may confirm the Plan only if at least one Class of Impaired Claims

has voted to accept the Plan (without counting the votes of any insiders whose claims are

classified within that Class) and if certain statutory requirements are met as to both nonconsenting

members within a consenting Class and as to any dissenting Classes. A Class of claims has

accepted the Plan only when at least more than one-half in number and at least two-thirds in

amount of the Allowed Claims actually voting in that Class vote in favor of the Plan.

In the event of a rejection of the Plan by any of the voting Classes, the City will request

that the Bankruptcy Court confirm the Plan in accordance with those portions of section 1129(b)

that are applicable to the Chapter 9 Case, which provisions permit confirmation by a process

known as “cramdown” notwithstanding such rejection if the Bankruptcy Court finds, among other

things, that the Plan “does not discriminate unfairly” and is “fair and equitable” with respect to

each rejecting Class. Other sections of this Disclosure Statement provide a more detailed

description of the requirements for acceptance and confirmation of the Plan.

C. Voting Procedures, Balloting Deadline, Confirmation Hearing, and Other
Important Dates, Deadlines, and Procedures.

1. Voting Procedures and Deadlines.

The City has provided copies of this Disclosure Statement and ballots to all known

holders of Impaired Claims in the voting Classes. Those holders of an Allowed Claim in each of

the voting Classes who seek to vote to accept or reject the Plan must complete a ballot and return

it to the Court-appointed ballot tabulator, Rust Consulting/Omni Bankruptcy, 5955 DeSoto

Avenue, Suite 100, Woodland Hills, CA 91367 (the “Ballot Tabulator”)—so that their ballots

actually are received by no later than the Balloting Deadline (as defined in the following
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paragraph), and must be returned directly to the Ballot Tabulator, not to the Bankruptcy Court.

Note that Ballots do not constitute proofs of claim.

All ballots, including ballots transmitted by facsimile, must be completed, signed,

returned to, and actually received by the Ballot Tabulator by not later than February 10, 2014,

at 4:30 p.m. Pacific Time (the “Balloting Deadline”). Neither Ballots received after the

Balloting Deadline, nor ballots returned directly to the Bankruptcy Court rather than to the

Ballot Tabulator, shall be counted in connection with confirmation of the Plan.

2. Date of the Confirmation Hearing and Deadlines for Objection to
Confirmation of the Plan.

The hearing to determine whether the Bankruptcy Court will confirm the Plan (the

“Confirmation Hearing”) will commence on March 5, 2014, at 9:30 a.m. Pacific Time in the

Courtroom of the Honorable Christopher M. Klein, Chief United States Bankruptcy Judge for the

Eastern District of California, in his Courtroom on the 6th floor of the United States Courthouse,

501 I Street, Sacramento, CA 95814. The Confirmation Hearing may be continued from time to

time, including by announcement in open court, without further notice.

Any objections to confirmation of the Plan must be filed with the Bankruptcy Court and

served on the following entities so as to be actually received by no later than February 10, 2014:

(a) John M. Luebberke, City Attorney’s Office, 425 N. El Dorado Street, 2nd Floor, Stockton, CA

95202; (b) Marc A. Levinson, Orrick, Herrington & Sutcliffe LLP, 400 Capitol Mall, Suite 3000,

Sacramento, CA 95814-4497 (counsel to the City); (c) Steven H. Felderstein, Felderstein,

Fitzgerald, Willoughby & Pascuzzi LLP, 400 Capitol Mall, Suite 1750, Sacramento, CA 95814

(counsel to the Retirees Committee); (d) Debra A. Dandeneau, Weil, Gotshal & Manges LLP,

767 Fifth Avenue, New York, NY 10153 (counsel to NPFG); (e) Jeffrey E. Bjork, Sidley Austin

LLP, 555 West 5th Street, Los Angeles, CA 90013 (counsel to Assured Guaranty); (f) David

Dubrow, Arent Fox LLP, 1675 Broadway, New York, NY 10019-5820 (counsel to Ambac); (g)

James O. Johnston, Jones Day, 555 South Flower Street, 50th Floor, Los Angeles, CA 90071

(counsel to Franklin); (h) William W. Kannel, Mintz, Levin, Cohn, Ferris, Glovsky and Popeo,

P.C., One Financial Center, Boston, MA 02111 (counsel to the Indenture Trustee); and (i)
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Michael J. Gearin, K&L Gates LLP, 925 Fourth Avenue, Suite 2900, Seattle, WA 98104 (counsel

to CalPERS). Objections that are not timely filed and served may not be considered by the

Bankruptcy Court. Please refer to the accompanying notice of the Confirmation Hearing for

specific requirements regarding the form and nature of objections to confirmation of the Plan.

D. Important Notices and Cautionary Statements.

The historical financial data relied upon in preparing the Plan and this Disclosure

Statement is based upon the City’s books and records. Although certain professional advisors of

the City assisted in the preparation of this Disclosure Statement, in doing so such professionals

relied upon factual information and assumptions regarding financial, business, and accounting

data provided by the City and third parties, much of which has not been audited. The City’s most

recent audited financial statement (i.e., its Comprehensive Annual Financial Report, or CAFR),

which covers the fiscal year ended June 30, 2011, is 282 pages in length, and is not attached

hereto. However, it is available on the City’s website or upon written request.2

The City’s professional advisors have not independently verified the financial

information provided in this Disclosure Statement, and, accordingly, make no representations

or warranties as to its accuracy. Moreover, although reasonable efforts have been made to

provide accurate information, the City does not warrant or represent that the information in this

Disclosure Statement, including any and all financial information and projections, is without

inaccuracy or omissions, or that actual values or distributions will comport with the estimates set

forth herein.

No entity may rely upon the Plan or this Disclosure Statement or any of the

accompanying exhibits for any purpose other than to determine whether to vote in favor of or

against the Plan. Nothing contained in such documents constitutes an admission of any fact or

liability by any party, and no such information will be admissible in any proceeding involving the

2 To locate the CAFR go to http://www.stocktongov.com/files/2011_CAFR.pdf. Alternatively, from the City’s
website, http://www.stocktongov.com: (1) click “Administrative Services”; (2) then click “Financial Reporting”;
(3) then click “Financial Reports”; and (4) then click “CAFR 2011”. A printed copy will be mailed to you upon your
request mailed to the following address: City Clerk, City Hall, 425 N. El Dorado Street, Stockton, CA 95202. The
City’s reproduction fee schedule will apply to any such request. More current unaudited financial statements for the
City are available on the Electronic Municipal Market Access website maintained by the Municipal Securities
Rulemaking Board, available at: http://emma.msrb.org.
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City or any other party, nor will this Disclosure Statement be deemed evidence of the tax or other

legal effects of the Plan on holders of claims in the Chapter 9 Case. This Disclosure Statement is

not intended to be a disclosure communication to the public capital markets and should not be

relied upon by investors as such in determining whether to buy, hold, or sell any securities of the

City or related entities.

Certain information included in this Disclosure Statement and its exhibits contains

forward-looking statements. The words “believe,” “expect,” “anticipate,” and similar expressions

identify such forward-looking statements. The forward-looking statements are based upon

information available when such statements are made and are subject to risks and uncertainties

that could cause actual results to differ materially from those expressed in the statements. A

number of those risks and uncertainties are described below. Readers therefore are cautioned not

to place undue reliance on the forward-looking statements in this Disclosure Statement. The City

undertakes no obligation to publicly update or revise any forward-looking statements, whether as

a result of new information, future events, or otherwise.

Neither the Securities and Exchange Commission nor any other regulatory agency has

approved or disapproved this Disclosure Statement, nor has any such agency determined whether

this Disclosure Statement is accurate, truthful, or complete.

E. Additional Information.

If you have any questions about the procedures for voting on the Plan, desire another copy

of a ballot, or seek further information about the timing and deadlines with respect to

confirmation of the Plan, please write to Rust Consulting/Omni Bankruptcy as follows: Rust

Consulting/Omni Bankruptcy, 5955 DeSoto Avenue, Suite 100, Woodland Hills, CA 91367

(facsimile: 818-783-2737), or write to counsel for the City as follows: Marc A. Levinson, Orrick,

Herrington & Sutcliffe LLP, 400 Capitol Mall, Suite 3000, Sacramento, CA 95814-4497

(facsimile: 916-329-4900, email malevinson@orrick.com). Please note that counsel for the City

cannot and will not provide creditors with any legal advice, including advice regarding how to

vote on the Plan or the effect that confirmation of the Plan will have upon claims against the City.

For additional information, City retirees should contact the Retirees Committee. The primary
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contact for the Retirees Committee is its chairperson, Dwane Milnes, 209-467-0224,

dwane.milnes@sbcglobal.net. The secondary contact for the Retirees Committee is Retirees

Committee member Gary Ingraham, 209-403-0076, gcingraham@comcast.net.

II. BACKGROUND INFORMATION

A. The City.

The City is a municipal corporation and charter city formed and organized under its

charter and the California Constitution. Its governing body is a seven-member City Council

(including the position of Mayor, who is elected by popular vote). The City encompasses

approximately 65 square miles in northern San Joaquin County. Approximately 300,000 people

reside within the City.

B. The City’s Financial Problems.

Over the past several years, the City has struggled with massive budget deficits. These

deficits have been the result of a combination of plummeting revenues and increasing costs. In

the wake of the Great Recession, housing prices plunged while unemployment skyrocketed,

which led to substantial declines in the City’s property tax and sales tax revenues. Stockton has

been among the top-ranked American cities in terms of foreclosures and declines in home prices

for the past several years. The median home price has dropped from $397,000 in 2006 to

$109,000 as of 2012, a decline of 72%. This collapse in property values and the flood of

foreclosures reduced the City’s gross property tax collections by roughly 29%, from $61.1 million

in fiscal year 2007-08 to $43.6 million in fiscal year 2012-13. Because of California tax laws

under Proposition 13, embodied in article 13A of the California Constitution, changes in

ownership that occurred at the bottom of the market due to foreclosures and short sales will

suppress property values for many years into the future. Adverse economic conditions also

caused a drop in the City’s income from assessments and development fees.

As the economy suffered, so too did the City’s residents, as the City saw its

unemployment rate rise steadily from 2007, peaking in early 2011 at 22%. The unemployment

rate within the City was 15.5% as of July 2013, and the unemployment rate for the Stockton

Metropolitan Area (including San Joaquin County) ranks ninth worst among 372 metropolitan
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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
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the funding of retirement benefits for its employees in fiscal years 2008-09 through 2010-11,

before the City’s pension reforms were fully implemented, averaged 13.3% of total General Fund

expenditures. By comparison, the City has forecast that its pension obligations from fiscal year

2011-12 through fiscal year 2020-21 (including the CalPERS portion of costs from additional

staffing under the Marshall Plan for improved public safety services) will average 15.5% of total

General Fund expenditures.5 A CalPERS defined benefit pension is the industry standard for city

employees throughout California. Over 97% of California cities contract with CalPERS for

pension benefits, and more than 99% of California city employees are covered by CalPERS or a

similar defined benefit plan. Additionally, all county employees in California receive a defined

benefit plan from CalPERS or another similar system, and all state employees receive a CalPERS

pension. Moreover, of the 26 new cities created in California since 1990, approximately 92%

have contracted with CalPERS or a similar plan. When it comes to public employee pensions in

California, CalPERS is the primary, and often only, option. This has provided a consistent

pension benefit package available to persons employed in public-sector jobs.

The City has no ready, feasible, and cost-effective alternative to the CalPERS system.

The City believes that its obligations to CalPERS constitute an executory contract between the

two. Under bankruptcy law, executory contracts can only be assumed or rejected (absent some

consensual restructuring of the obligations of the executory contract). CalPERS’s position is that,

under the California statutes governing its activities and operations, it does not have any legal

authority to negotiate changes to the pension plans authorized by the California State Legislature

to provide reduced benefits, different payment structures for the City, or other modification that

would provide material financial relief to the City. Thus, the City believes it has two paths to

pursue: assumption of the CalPERS contract or rejection of the CalPERS contract. Under the

Plan, the City assumes the CalPERS contract.

City leadership believes that rejecting its CalPERS contract would impose a significant

reduction in the City’s pension benefits to current retirees—by approximately two-thirds,

according to CalPERS. This is in addition to the previously mentioned reductions. This would

5 See Exhibit B (“Long Range Financial Plan of City of Stockton”) to this Disclosure Statement.
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result in many retirees receiving benefits below the poverty level. Meanwhile, current employees

would likely lose approximately two-thirds of their current-to-date earned benefit. Moreover,

such pension cuts would be in addition to the elimination of retiree health benefits that the City

has already imposed: the City has completely eliminated retiree health benefits for those

approximately 1,100 retirees who were receiving retiree health benefits. The elimination of City-

paid health benefits for current retirees and their dependents on average amounted to 30% of their

total postemployment benefits (the loss of City-paid health benefits given up by current

employees will reduce their future total postemployment benefits 28-41%). Thus, unless the City

were in a position to immediately restore approximately two-thirds of the pension benefits of all

of its employees, a rejection of the CalPERS contract would violate the City’s contracts with its

nine labor organizations. Given the City’s finances, it is no position to immediately fund two-

thirds of the pension benefits of all of its employees.

The City believes that the only means of obtaining relief from its obligation to make

contributions to CalPERS to fund the pension plans of its employees is through direct

negotiations with the employees and their union representatives, which the City already has

accomplished. The City’s recent labor agreements made substantial cuts to compensation and

benefit packages for current employees, including eliminating their future retirement health

coverage (worth approximately $26,000 per employee per year), requiring current employees to

pay 100% of the employee share of their CalPERS contribution (7-9% of salary), and imposing

compensation reductions that varied, but averaged 10% to 33%, of which 7% to 30% was in

pensionable income reductions that would impact future pensions as well as current income.

The City believes that the compensation changes made over the last three years, along

with the changes in pension benefits for new hires, have eliminated the excesses in its

compensation/pension system. Through changes in labor agreements as well as changes in state

law, the City has reduced the pension and health benefits for new hires after January 1, 2013 by

50-70% for all new employees and higher for some types of new hires. The major compensation

reductions that have occurred in the last three years will also reduce employee pensions from

what they would have been due to reductions in pensionable income.
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In light of the severe cuts that City employees and retirees already have experienced, the

City believes that any further significant reduction in pension benefits would almost certainly lead

to a mass exodus of City employees, as well as leaving the City hampered in its future

recruitment of new employees—especially experienced police officers—on account of the

noncompetitive compensation package it would be offering new hires. Moreover, due to recent

changes in California law, the exodus of City employees would be massive and sudden. In order

to preserve their pension benefit levels under new state law, Stockton employees would need to

leave the City’s employ and obtain employment with another public agency with CalPERS or

County Employees Retirement Act of 1937 benefits within six (6) months of the rejection of the

City’s CalPERS contract. Such a sudden loss of trained and experienced staff would be

catastrophic and would seriously jeopardize the City’s ability to provide even the most basic of

essential public protections.

The City is unwilling to further reduce or eliminate pensions thereby defaulting on its

contracts with its nine labor organizations, and, in effect, roll the dice to see if employees flee. In

addition to critically impairing the City’s ability to recruit new employees, were the City to reject

its CalPERS contract, California state law provides that such rejection would also trigger a

termination penalty, which CalPERS calculates at $946 million. Even then, the City would still

have to fund and operate an alternate pension plan providing market-level benefits in order to

remain a competitive employer. The City believes that even if it could locate or establish such a

plan, it could not do so at a cost materially lower than the cost of remaining in the CalPERS plan.

Additionally, because the City has not participated in the federal Social Security program since

1978, City employees receive no federal pension benefits from that source, and their CalPERS

pension is the only “retirement” provided by the City.

The City thus cannot unilaterally abandon the CalPERS system without incurring

additional obligations and seriously jeopardizing its ability to recruit qualified employees. The

current CalPERS benefits are 85-90% funded according to CalPERS and can be contrasted to the

City’s retiree health program, which was 0% funded before being terminated.
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AMENDED PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

D. The City’s Attempts to Avoid Insolvency.

In light of its economic crisis, the City took drastic steps in an attempt to avoid

insolvency, including depleting its reserves, renegotiating labor contracts, unilaterally imposing

compensation reduction, cutting jobs and services, defaulting on bond payments, and deferring

payouts to retiring employees, among others.

More specifically, the City instituted massive reductions in its workforce and employee

compensation. Between fiscal years 2008-09 and 2011-12, the City reduced its General Fund

full-time work force by 30%, including large reductions in sworn police positions (25%), non-

sworn police positions (20%), fire positions (30%), and non-safety staffing (43%).6 The City also

reduced its pay and benefits to City employees, imposed furloughs, imposed a hiring freeze, and

reduced City operational hours. By taking these extreme measures, the City was able to cut

approximately $90 million in General Fund expenses over three years from fiscal year 2008-09

through 2011-12.

Despite these heroic efforts, however, the City continued to project annual deficits in the

tens of millions of dollars. Revenues remained low, and labor costs, though markedly reduced,

were still higher than the City could afford to pay, and were expected to increase. And after four

consecutive years of reducing employee staffing, the City could not continue to make additional

service reductions without jeopardizing the health, safety, and welfare of its residents. As a

result, the City was forced to take further radical steps to balance its budget for fiscal year 2011-

12, which included sweeping its remaining available unrestricted funds into its General Fund

(thereby depleting critical funds such as workers compensation reserves, liability insurance

reserves, equipment replacement funds, and the like), suspending some payments to separating

employees, and electing not to pay over $2 million in debt service owed between March 2012 and

June 2012. These measures were necessary for the City to maintain sufficient liquidity to

continue to operate through June 30, 2012 (the end of fiscal year 2011-12). Even with such

measures, however, as of the June 28, 2012, filing of its bankruptcy petition, the City effectively

6 See City Budgets for 2008-09, 2009-10, 2010-11, and 2011-12, available on the website of the City of Stockton at
http://www.stocktongov.com (from the homepage, click “City Government” and then click “Budget).
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had no remaining reserves, and was facing a projected budget shortfall of almost $26 million in

fiscal year 2012-13.

E. The City’s Participation in Pre-Bankruptcy Negotiations.

Pursuant to Assembly Bill 506 (“AB 506”), codified at California Government Code

section 53760 et seq., the City participated in a “neutral evaluation process” with most of its

largest creditors prior to seeking bankruptcy relief. These negotiations occurred over a three (3)-

month span, from March 27, 2012 through June 25, 2012, and were conducted under the auspices

of the Honorable Ralph Mabey, a former bankruptcy judge and highly accomplished bankruptcy

lawyer and mediator. Judge Mabey was selected jointly by the City and its creditors.

While the City was unable to avoid insolvency and bankruptcy through the mediation

process, the City was able to reach agreements with almost all of its labor unions. The nine labor

unions with which the City conducted negotiations are: (1) Operating Engineers 3 (“OE3”)—

Operations and Maintenance Unit (“O&M”); (2) OE3—Water Supervisory Unit; (3) OE3—

Trades and Maintenance Unit (“STAMA”); (4) IAFF Stockton Firefighters Local 456—Fire Unit;

(5) IAFF Stockton Firefighters Local 456—Fire Management Unit, (6) Stockton Police Officers’

Association (“SPOA”); (7) Stockton Police Management Association (“SPMA”); (8) Stockton

City Employees’ Association (“SCEA”); and (9) Mid-Management/Supervisory Level Unit

(“B&C”).7

The City reached agreements with eight of these nine labor unions before or not long after

the Petition Date. These agreements, in addition to providing for further compensation and

benefit cuts, also eliminated retiree health benefits and other compensation claims that these

groups would have had against the City in bankruptcy. An agreement with the SPOA, discussed

in the section titled “Post-Bankruptcy Negotiations Conducted by Judge Elizabeth L. Perris,” was

reached in December 2012.

/ / /

/ / /

7 In addition, the Parking Attendant Services Unit is a bargaining unit of part-time parking attendant workers, but
they have little to no benefits and do not regularly negotiate. They are represented by OE3.
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J? JEX J? [FJ INWT ODJ? 8NM7062 P?E N JZEFF>XFNE VFEO?RH NJ

`ZOWZ JO]F JZFX `?UMR DFFR J? JNTF INWT JZ?YF UDPUDRFR

MONIOMOJOFY NDR YJNEJ J? VNX W?DJEOIUJO?DY J?̀ NERY JZ?YF

N]?UDJY OP JZFX RFWORFR JZNJ JZFX ?̀UMR `NDJ J? [FJ INWT OD

JZEFF XFNEY ZFDWFA

SI ;TNXA 2? MFJ ]F JNTF JZNJ ?DF NJ N JO]FA

/ZFEFbY N JZEFF>XFNE JO]F VFEO?R NPJFE JFE]ODNJO?D

IFP?EF JZF 8OJX `?UMR IF NIMF J? EFf?OD 8NM7062d

(I /ZNJbY EO[ZJA

SI 3DR `ZNJ `?UMR OJ ZNQF J? R? OP OJ `FEF J? JEX J?

EFODYJNJFd

(I .P OJ `FEF J? JEX J? EFODYJNJFH BEA =N]?UEFÛ

JFYJOPOFR JZNJ JZF 8OJX ?P 2J?WTJ?D `?UMR DFFR J? JNTF INWT

OJY UDPUDRFR MONIOMOJOFYH NDR `ZNJ JZNJ ]FNDY OY JZFX ?̀UMR

DFFR J? ]NTF W?DJEOIUJO?DY J? ǸER JZ?YF UDPUDRFR MONIOMOJOFY

J? ]NTF 8NM7062 `Z?MF N[NODA

SI 3MM EO[ZJA .bR MOTF J? WZND[F YUIfFWJY N MOJJMF IOJ

ZFEF OD ?ERFE J? JNMT NI?UJ Z̀NJ ?̀UMR ZNVVFD OP JZFEF ǸY N

RFPNUMJ NDR JZF 8OJX JEOFR ?JZFE ?VJO?DY OJ ]O[ZJ ZNQF ÒJZ

EFYVFWJ J? VE?QOROD[ VFDYO?D IFDFPOJYA

8ND X?U [OQF ]FH fUYJ IEOFPMXH `ZNJ NEF JZF ?VJO?DY

JZF 8OJX ]O[ZJ ZNQF J? JEX J? VE?QORF N VFDYO?D VMND P?E OJY

F]VM?XFFY OP OJ `FEF D?J VNEJ ?P 8NM7062d

(I /ZFEF NEF INYOWNMMX JZEFF ?VJO?DY NY . YFF OJA /ZF

8OJX W?UMR YJNEJ OJY ?`D VFDYO?D VMNDH N YOD[MF F]VM?XFE JXVF
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?P N VFDYO?D VMND Z̀OWZ ?̀UMR ]FND RFJFE]ODOD[ Z?̀ JZNJ VMND

`?UMR ?VFENJF NDR Y? P?EJZH `F W?UMR VOD R? D̀ JZF RFJNOMY ?P

JZNJA /ZNJ `?UMR IF ?DF ?VJO?DA

/ZF 8OJX NMY?H ODYJFNR ?P VUJJOD[ OD N RFPODFR IFDFPOJ

VE?[EN]H VUJ OD N RFPODFR W?DJEOIUJO?D VE?[EN]A

/ZF JZOER ?VJO?D `?UMR IF J? DF[?JONJF `OJZ

2ND _?NgUOD 8?UDJX J? FDJFE ODJ? JZF "*$( 3WJ VMND JZNJ

2ND _?NgUOD 8?UDJX OY WUEEFDJMX ODA

@?`FQFEH JZFYF JZEFF ?VJO?DY NEF NMM YFW?DRNEX J? JZF

PNWJ JZNJ ?DWF JZF 8OJX ?P 2J?WTJ?D F]VM?XFFY NEF D?J W?QFEFR

IX 8NM7062H JZFD JZFX `?UMRDbJ IF W?QFEFR IX NDX VFDYO?D VMND

?E NDX RFPODFR IFDFPOJ ?E RFPODFR W?DJEOIUJO?D VMND NDR JZFX

NEF WUEEFDJMX D?J W?QFEFR IX 2?WONM 2FWUEOJXA

3DR JZF EFNY?D JZNJ JZFX NEF NIMF J? D?J IF W?QFEFR IX

2?WONM 2FWUEOJX OY IFWNUYF JZFX ZNQF N RFPODFR IFDFPOJ VMNDA

;DWF JZNJ RFPODFR IFDFPOJ VMND ?E NDX VMND OY D?J ?PPFEFRH

JZF F]VM?XFFY `?UMR DFFR J? FDJFE 2?WONM 2FWUEOJX NDR J?

YJNEJ VNXOD[ JZF W?DJEOIUJO?DY J? ǸERY 2?WONM 2FWUEOJXH `ZOWZ

NEF 'A# VFEWFDJ JZNJ JZF ]F]IFE VNXY NDR 'A# VFEWFDJ JZNJ JZF

F]VM?XFE `?UMR VNXH P?E N J?JNM ?P "#A% VFEWFDJA

;DWF X?U [FJ ODJ? 2?WONM 2FWUEOJXH X?U WND DFQFE W?]F

?UJA

SI 3MM EO[ZJA .bMM W?]F INWT J? JZNJ P?E N YFW?DRH IUJ

MFJ ]F NYT X?U N W?UVMF ?P gUFYJO?DY NI?UJ JZF POEYJ ?VJO?DA

9?U YNOR YFJJOD[ UV JZF 8OJXbY ?`D ODRFVFDRFDJ VFDYO?D VMNDA
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/ZFD X?U NRR J? JZNJ `ZNJ X?U JZODT X?UE ODPMNJO?D

`OMM IF M?D[>JFE]A 3DR MFJbY YNX JZNJ OD J?RNXbY FW?D?]X NDR

VE?fFWJFR P?E ǸER JZNJ ]O[ZJ IF # NDR N ZNMP VFEWFDJA 2? #

NDR N ZNMP VFEWFDJ NRRFR J? & VFEWFDJ `?UMR IF ( NDR N ZNMP

VFEWFDJ OD ]X F^N]VMFA

SI 3MM EO[ZJA BEA =N]?UEFU^ JFYJOPOFR NI?UJ `ZNJ ZF

WNMMFR iEFWOVE?WOJXi JZNJ `NY NMY? JFE]FR iV?EJNIOMOJXAi

<OEYJ ?P NMMH WND X?U JFMM UY `ZNJ JZNJ W?DWFVJ ]FNDY

`OJZ EFYVFWJ J? 8NM7062d

(I 9?U TD? H̀ .b] D?J YUEF . PODOYZFR ]X MNYJ EFYV?DYF J?

X?UE MNYJ gUFYJO?DA

SI L? EO[ZJ NZFNRA

(I ;TNXA

SI . NV?M?[OaFA

(I 2? . JNMTFR NI?UJ Z?` `F YFJ JZF ROYW?UDJ ENJF

NYYU]VJO?D P?E VUIMOW YFWJ?E VMNDA 3DR P?E JZF F N̂]VMF JZNJ

. [NQF JZOY VMND ZNR NYYFJYH &+ VFEWFDJ OD YJ?WTY NDR &+

VFEWFDJ OD I?DRYA

/ZF DF` 2J?WTJ?D VMND `?UMR ZNQF aFE? NYYFJY `ZFD OJ

YJNEJY ?UJA .J `?UMR YJNEJ ?UJ `OJZ aFE? NYYFJY NDR OJ `?UMR

W?MMFWJ W?DJEOIUJO?DY FQFDJUNMMXH Y? JZF NYYFJY `?UMR YJNEJ

J? NWWU]UMNJFA

4UJ NJ JZF ?UJYFJ OJ `?UMR ZNQF D?JZOD[ OD JZF JEUYJ

NDR `?UMR ZNQF N QFEX Y]NMM N]?UDJY UDJOM OJ IUOMRY UV Y?]F

NYYFJYA 2? X?U DFWFYYNEOMX W?UMRDbJ ZNQF JZOY &+ VFEWFDJ OD
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YJ?WTY NDR &+ VFEWFDJ OD I?DRY JXVF ?P NMM?WNJO?DH X?U ]O[ZJ

ZNQF "++ VFEWFDJ OD I?DRY P?E N PF` XFNEY `ZOMF X?U IUOMJ UV

X?UE NYYFJYA

/ZF EFJUED ?D I?DRY M?D[>JFE] OY M?̀ FE OD ]X F^N]VMF

JZND OJ `?UMR IF P?E JZF EFJUED ?D YJ?WTYA 2? JZNJ `?UMR

]FND JZNJ JZF ROYW?UDJ ENJF P?E JZF 2J?WTJ?D YJNDR>NM?DF

VFDYO?D VMND `?UMR DFFR J? IF >> NYYU]FR J? IF M?`FE JZND (

NDR N ZNMP VFEWFDJH IFWNUYF JZF NYYFJY ?D ZNDR J? YJNEJ `OJZ

`?UMR FNED ( NDR N ZNMP VFEWFDJA

2? JZF M?̀ FE JZF ROYW?UDJ ENJFH JZNJ ]FNDY JZF MFYY

JZNJ JZOY VFDYO?D VMND WND FNED ?D ODQFYJ]FDJY J? VNX P?E

IFDFPOJYA 3Y N EFYUMJH JZNJ ]FNDY JZF W?DJEOIUJO?DY J? ǸER

JZF IFDFPOJY DFFR J? IF [EFNJFE J? ]NTF UV P?E JZNJ

ROPPFEFDWFA 2? JZNJ `?UMR WNUYF JZF 8OJX ?P 2J?WTJ?D

YJNDR>NM?DF VFDYO?D VMND J? ZNQF W?YJY JZNJ `?UMR IF [EFNJFE

JZND JZF 8NM7062 VFDYO?D VMNDA

SI 3MM EO[ZJA 3DR N[NODH . NV?M?[OaF P?E ODJFEEUVJOD[

X?UE NDY`FEA .bR MOTF J? ]?QF NZFNRH Z?̀ FQFEH J? JZNJ OYYUF

?P EFWOVE?WOJXH NY BEA =N]?UEFU^ WNMMFR OJH ?E V?EJNIOMOJX

P?E N YFW?DRA

K?UMR X?U fUYJ IEOFPMX RFYWEOIF P?E JZF 8?UEJ Z?` JZNJ

W?DWFVJ POJY OD `OJZ 2J?WTJ?D VFEZNVY JEXOD[ J? YJNEJ OJY ?`D

DF` VFDYO?D VMNDd

(I 2? JZF `NX JZNJ EFWOVE?WOJX `?ETY OD 8NMOP?EDON OY

JZNJ ND F]VM?XFF WND ]?QF PE?] ?DF F]VM?XFE J? ND?JZFE
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F]VM?XFEH PE?] WOJX J? WOJXH ?E W?UDJX J? W?UDJXH NDR D?J

M?YF ZOY ?E ZFE VFDYO?D IFDFPOJH Y? JZNJ `ZFD JZF F]VM?XFF

UMJO]NJFMX EFJOEFY OJY NY OP JZNJ F]VM?XFF ZNR `?ETFR ÒJZ

?DF F]VM?XFE P?E ZOY ?E ZFE FDJOEF WNEFFEH NDR FNWZ FDJOJX

VNXY P?E N VOFWF ?P JZNJ IFDFPOJA

3DR JZF EFNY?D JZOY OY O]V?EJNDJ OY IFWNUYF NY X?U

`?ET JZE?U[Z X?UE WNEFFE X?U [FJ YNMNEX ODWEFNYFY NDR ÒJZ?UJ

EFWOVE?WOJX X?UE VFDYO?D IFDFPOJ NJ X?UE POEYJ F]VM?XFE `?UMR

IF INYFR ?D X?UE FNEDOD[Y NJ JZNJ POEYJ F]VM?XFEH NDR OP X?U

`?ET P?E ND?JZFE "& ?E #+ XFNEY X?U W?UMR O]N[ODF JZNJ X?UE

FNEDOD[Y NEF [?OD[ J? [E?`A

2? X?UE IFDFPOJ `?UMR IF ]UWZ M?`FE PE?] JZNJ POEYJ

F]VM?XFE `OJZ?UJ EFWOVE?WOJXH Y? OJbY N QFEX QNMUNIMF

IFDFPOJA

SI 3MM EO[ZJA .P 2J?WTJ?D `FEF J? ZNQF OJY ?`D VFDYO?D

VMNDH `?UMR OJ IF NIMF J? IF V?EJNIMF J? 8NM7062d

(I .J `?UMR DFFR J? DF[?JONJF EFWOVE?WOJX `OJZ 8NM7062A

3DR . W?UMR YFF EFNY?DY Z̀X 8NM7062 `?UMR D?J `NDJ J?

DF[?JONJF EFWOVE?WOJX `OJZ 2J?WTJ?DA

<OEYJ ?P NMMH OD ?UE F^N]VMF ZFEFH 2J?WTJ?D ZNY

JFE]ODNJFR OJY W?DJENWJ ÒJZ 8NM7062A

2FW?DRMXH JZF IFDFPOJY JZNJ 2J?WTJ?D `?UMR IF NIMF J?

ZNQF J? OJY F]VM?XFFY `Z? NEF OD JZF 2J?WTJ?D VMNDH `?UMR

MOTFMX IF M?`FE JZND JZF 8NM7062 IFDFPOJYH IFWNUYF .

]FDJO?DFR JZNJ JZFYF F]VM?XFFY `?UMR IF W?QFEFR IX 2?WONM
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2FWUEOJXH NDR JZFEFP?EF "#A% VFEWFDJ ?P VNXE?MM `?UMR IF

[?OD[ J? ǸERY 2?WONM 2FWUEOJX IFDFPOJY NDR D?J J? ǸER JZF DF`

2J?WTJ?D VFDYO?D VMNDA 2? JZNJ `?UMR ]FND JZNJ JZF IFDFPOJY

PE?] 2J?WTJ?D `?UMR DFFR J? IF M? F̀E J? NWW?UDJ P?E JZNJ

ROPPFEFDWFA

2? P?E JZ?YF EFNY?DYH . ?̀UMR . JZODT OJ `?UMR IF

UDMOTFMX JZNJ 8NM7062 `?UMR NMM?` EFWOVE?WOJX `OJZ JZF 8OJX

?P 2J?WTJ?DbY DF` VFDYO?D VMNDA

SI -?`H .bR MOTF J? JUED J? N RF]?DYJENJOQFH OP . ]NXA

3DRH 9?UE @?D?EH .b] [?OD[ J? >> JZOY ZNY NMEFNRX IFFD

YZ? D̀ J? W?UDYFMH IUJ .b] [?OD[ J? [OQF N W?VX J? W?UDYFM NDR

N W?VX P?E JZF 8?UEJ J? M??T NJA

1? X?U ZNQF N W?VX UV JZFEFd /ZOY `?UMR IF JZF 3DDUNM

7FDYO?D <?UE 2WFDNEO?Y <?E 2NPFJX 0]VM?XFFYA .P X?U R?DbJH

.bMM ZNDR ?DF UV J? X?UA

(I . R?DbJ YFF OJH UDMFYY OJbY OD ?DF ?P JZFYF JNIYA

SI 9?U NEF VE?INIMX JZF ]?YJ O]V?EJNDJ VFEY?D J? ZNQF

?DFA

(I /ZNDT X?UA

SI /ZF POEYJ VN[F ?P JZOY RF]?DYJENJOQF OY FDJOJMFR

3DDUNM 7FDYO?D <?UE 2WFDNEO?Y <?E 2NPFJX 0]VM?XFFYA

1? X?U ZNQF JZNJ OD PE?DJ ?P X?Ud

(I . R?A

SI 3DR WND X?U RFYWEOIF `ZNJ JZF INE WZNEJ OY JZNJ

NVVFNEY ?D JZF POEYJ VN[F ?P JZOY RF]?DYJENJOQFd
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JZF 8OJX ?P 2J?WTJ?DbY <OEYJ 3]FDRFR 7MND 3RdUYJ]FDJA . JNTF

OJ 8NM7062 YJNDRY ?D JZ?YFh

#(D 2$"(+%B KF R?H 9?UE @?D?EH NWJUNMMX . IFMOFQF

JZFEF NEF J`? ?JZFE W?]V?DFDJYA 4EOFPMXH OD NRROJO?D J? JZF

?DFY X?U ]FDJO?DFRH `F POMFR J̀ ? ?JZFE IEOFPY IFP?EF X?U JZNJ

NEF EFMFQNDJH ]?ROPOFR V?YOJO?D `OJZ EFYVFWJ J? JZF MFNRFEA

4UJ JZF V?ODJ NJ JZOY VZNYF ?P JZF VE?WFFROD[Y OYH 8NM7062 OY

VEFVNEFR J? EFYJ ?D JZF ROEFWJ JFYJO]?DX RFWMNENJO?D ?P 1NQOR

=N]?UEFÛ H NDR UDMFYY JZF 8?UEJ ROEFWJY ?JZFÈ OYFH JZNJbY

`ZNJ `F ODJFDR J? R?A

KF ODJFDR J? VNEJOWOVNJF OD JZF JEONM JZE?U[Z
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Moore Report. The LRFP incorporated projected PEPRA savings, and assumes the additional

positions filled under the Marshall Plan are all hired under PEPRA benefit levels.

35. However, the fact that CalPERS rates are increasing is not cause to assume that

these costs are any more unpredictable than the multitude of other expenditures and revenues

about which the City must make assumptions. That is life in the budget world. The City makes

assumptions about the future growth of all items in its LRFP. The issue of unpredictability is

being addressed by CalPERS, which has become more transparent in their dealings with its

member agencies: CalPERS staff holds annual briefings and workshops; Chief Actuary Alan

Milligan and his staff regularly make presentations at meetings of the League of California Cities

and other professional organizations such as the California Society of Municipal Finance

Officers; and CalPERS valuation reports have extended the rate projection term from three to six

years and provide expanded information. The recent rate smoothing, amortization and mortality

improvements enacted by CalPERS, while significantly increasing rates over the next several

years, are financially prudent changes that will improve the long-term funded status of the

pension system, and reduce employer rates in the long run. Finally, the increase in CalPERS

costs is built into the LRFP and the forecast remains balanced, with the City’s reserve goal

reached by 2034. This should be the ultimate test: even if certain costs increase, does the budget

remain balanced? Stockton’s LRFP meets that test.

36. In his conclusion, Moore calls for “impairment” of the CalPERS pension

obligation, but gives no description of what this scenario would look like, how the City would

deal with the termination liability that would be levied by CalPERS against the City, what the

implications would be for employee retention if the City is the only major public employer in the

state without a defined benefit pension plan, what the legal basis would be for any alternative

plan, and what the costs of such an alternative would be. These issues are addressed in the Direct

Testimony Declarations of Kim Nicholl and Kurt Wilson.

37. Pension costs are not an unsustainably high percentage of General Fund

expenditures: Moore compares projected CalPERS costs as a percent of total expenditures and

pronounces them “unsustainably high.” This is a flawed analysis for several reasons.
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First, he compares the peak of CalPERS costs (18.8% of total expenditures), to a median

of 8.9% for the period of FY1998-99 through FY2011-12 (see Moore Exhibit 15). That 8.9%

figure is significantly biased by the extraordinarily low CalPERS rates levied during the first third

of that period, including three years during which the Miscellaneous Plan has zero rates and the

Safety Plan averaged rates of 10.1%. In hindsight, no one thinks levying such low rates was a

good idea, so including them in a comparison period makes no sense.

Second, CalPERS costs actually rose to 13.7% in FY2009-10, before the City

implemented significant pension cost savings measures, including making employees pay their

own full share of the employee rate, eliminating Employer-Paid Member Contributions (which

had previously increased retirement pay by 9% for Safety employees and 7% for Miscellaneous),

and eliminating salary COLAs and various add-pay compensation. This reduced CalPERS costs

to 8.9% of total expenditures in FY2011-12.

Third, CalPERS costs only rise to 18.8% in future years because of the addition of 164

employees under the Marshall Plan on Crime. Without these new employees, CalPERS costs are

projected to peak at 15.9% of total expenditures. This is only 2.2 percentage points higher than

the 13.7% level that existed before the City’s pension cost-cutting reforms.

Fourth, the 18.8% figure is a peak amount that begins to fall when CalPERS unfunded

liabilities are paid off starting in 2032. By FY2040-41, CalPERS costs are projected to fall to

11.7% of total expenditures.

Fifth, Moore believes the 18.8% represents an unsustainable figure, but compared to

what? Each city pays for different costs from its General Fund. The greater the cost of items

paid for from the General Fund, the smaller pension costs will be as a percentage of the total

expenditures. For example, some cities pay for capital projects out of the General Fund (Stockton

does not), or pay for a broader array of services than does Stockton, or their total expenditures are

swollen by significant transfers out to other funds because of their budgeting and accounting

practices or other factors unique to that city. Such cities would appear to have “lower” pension

costs by this measure, simply because the total expenditures and transfers out of the fund boost

the base against which the pension costs are measured. Another identical city with the same
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financial commitment but different fund structure and budgeting practices could appear to have

“higher” pension costs using this analysis. Stockton’s General Fund has sustained budget cuts that

took out many non-personnel services, and the personnel services that are left are weighted

toward Safety employees which have proportionately higher pension costs. Therefore, saying a

particular percentage is “unsustainable” is unsupportable without factoring in considerations of

what the General Fund pays for versus other restricted funds. Again, the test should be whether or

not the LRFP is projected to remain balanced, even with the anticipated increase in CalPERS

costs (and addition of staff under the Marshall Plan), and it meets this test.

38. Moore’s reference to Vallejo is irrelevant to Stockton: Whether Vallejo’s pension

costs are increasing, or its Safety rate and pension costs as a percentage of total expenditures are

higher than the comparable figures for Stockton, are irrelevant to the case at hand. Vallejo has,

however, taken important steps to balance its budget, including imposing by a unanimous Council

vote a new Police contract last fall with a 5% pay cut and higher employee contributions to their

health insurance. In March 2014, Vallejo’s mid-year budget review showed the General Fund’s

built-in $5.2 million budget shortfall was reduced to just under $1 million. The $12 million in

new annual sales tax revenue from its Measure B is being directed toward one-time needs,

although as a general tax it is also available for meeting any General Fund shortfalls. In its

revised FY2013-14 Budget, Vallejo’s General Fund reserve is 10.2% of total expenditures,

including reserves funded with Measure B. Vallejo is also the first city in the nation to implement

participatory budgeting, a citywide process now in its second year that promotes civic

engagement by allowing residents to decide how to spend a certain amount of public money.

Moore mentions none of these considerations in painting Vallejo as “a cautionary tale.”

Conclusion

39. The City has endeavored to maintain budgetary solvency through forecasting a

higher level of pension costs that even the most recent CalPERS actuarial valuation projections

do not incorporate. The City has incorporated inflationary cost increases over time, including

modest 2% salary and health COLAs to remain competitive within the labor market. The forecast

also builds in higher contributions to replace the City’s aging technology, fleet and equipment,
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?J ;EOB=CD MU MPSEMTIH DVRGNVRQ YMOO OEGN TIURWTGIU VR GTIEVI E UWFUVMVWVI TIVMTIPIQV SOEQ*

9UUWPHU ?LUF HPSORZHH THVLTHU DV DJH 11 YLVK /, ZHDTU RI UHTXLFH* -, RI YKLFK DOTHDGZ FRPSOHVHG YLVK BVRFNVRQ+

=LQDO 9XHTDJH BDODTZ (=9B) RI #5.*,,,+

#2*12,

#.4*.0,

#/7*/2,

#07*.,,

#, #.,*,,, #0,*,,, #2,*,,, #5,*,,,

;DO@<AB @HQULRQ >PSDLTHG* <PSORZHH UVDZU YLVK

BVRFNVRQ

;DO@<AB @HQULRQ >PSDLTHG* <PSORZHH OHDXHU

DIVHT 2 PRQVKU IRT DQRVKHT DJHQFZ DQG EHFRPHU

"QHY KLTH" WQGHT @<@A9

;DO@<AB @HQULRQ >PSDLTHG* <PSORZHH OHDXHU

YLVKLQ 2 PRQVKU IRT DQRVKHT DJHQFZ DQG THVDLQU

"FODUULF" UVDVWU WQGHT @<@A9

;DO@<AB @HQULRQ CQLPSDLTHG* <PSORZHH BVDZU

YLVK BVRFNVRQ

9QQWDO @HQULRQ

=RWT BFHQDTLRU IRT ?LUFHOODQHRWU <PSORZHH

[ -/% RI WQLPSDLTHG SHQULRQ

[ 5,% RI

WQLPSDLTHG SHQULRQ

[ 11% RI

WQLPSDLTHG SHQULRQ
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W?DROJO?Dg

"F KFMMH . EFQOF`FR N YUIYJNDJONM N]?UDJ ?P JZF `EOJJFD

]NJFEONM JZNJbY IFFD VE?RUWFR OD JZOY WNYFA .JbY W?DJNODFR

OD 0 ẐOIOJ # ?P ]X EFV?EJA

QF =??TOD[ NJ 0^ZOIOJ #H . YFF N YUIYJNDJONM N]?UDJ ?P

]NJFEONM MOYJFR JZFEFA . R?DbJ `NDJ X?U J? [? JZE?U[Z OJ

NMMH IUJ IEOFPMX W?UMR X?U YU]]NEOaF JZF [FDFENM WNJF[?EOFY

?P ODP?E]NJO?D X?U EFQOF F̀Rg

"F . `?UMR VUJ OJ ODJ? JZEFF WNJF[?EOFY ?P ODP?E]NJO?DA

/ZF POEYJ WNJF[?EX OY ZOYJ?EOWNM PODNDWONM ODP?E]NJO?DA /ZNJ

ODWMURFY NUROJFR PODNDWONM YJNJF]FDJYH NWJUNEONM FQNMUNJO?D

EFV?EJYH EFQFDUF EFYUMJY [?OD[ INWT "& XFNEYA

/ZF YFW?DR WNJF[?EX OY JZF 8OJXbY M?D[>END[F PODNDWONM

VMND NDR JZF QNEO?UY R?WU]FDJY JZNJ YUVV?EJ JZNJA

3DR JZFD JZF JZOER WNJF[?EX EFMNJFY J? FYYFDJONMMX JZF

JEFNJ]FDJ ?P <ENDTMOD NDR JZF QNEO?UY R?WU]FDJY NYY?WONJFR

`OJZ JZF EFW?QFEOFY J? <ENDTMODA

QF KZNJ FMYF ROR X?U R? IFYORFY M??T NJ R?WU]FDJYg

"F . NMY? QOYOJFR JZF 8OJXA

QF KZFD ROR X?U R? JZNJg

"F . QOYOJFR JZF 8OJX ?D BNEWZ #"YJ ?P JZOY XFNEA

QF KZNJ ROR X?U R? `ZFD X?U `FEF JZFEFg

"F KFMMH N W?MMFN[UF ?P ]ODFH BNJJ 8?QOD[?D NDR .H

W?DRUWJFR N `NMTOD[ J?UE ?P JZF FDJOEF R?̀ DJ? D̀ NDR

`NJFEPE?DJ NEFN NYYOYJFR IX BEA BNDUNM =N[UDN `OJZOD JZF
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QOYOJ?E WFDJFEA . NMY? QOYOJFR JZF 2`FDY?D NDR CND 4UYTOET

[?MP W?UEYFYH NM?D[ `OJZ ;NT 7NETH NDR . NMY? RE?QF NE?UDR

JZF 8OJX J? N QNEOFJX ?P NEFNYH ODWMUROD[ EFYORFDJONM NEFNYA

QF 1OR X?U R? NDXJZOD[ FMYF J? IFW?]F ODP?E]FR NI?UJ JZF

8OJX NDR JZF YUIdFWJY X?U `FEF NYTFR J? W?DYORFEg

"F . EFNR UV ?D JZF ZOYJ?EX ?P JZF 8OJX NDR . WFEJNODMX

ZNQF P?MM?̀ FR QNEO?UY DF̀ Y NEJOWMFYA

QF 1OR NDXI?RX ZFMV X?U `OJZ X?UE NDNMXYOYg

"F BEA CND 8?D`NXH JZF 80; ?P ?UE POE]H NM?D[ `OJZ BNJJ

8?QOD[?D NDR _FPP 7FEONH `Z? NEF I?JZ ?UJ ?P ?UE =?Y 3D[FMFY

?PPOWF NDR ZNQF F^JFDYOQF F^VFEOFDWF OD 8NMOP?EDONA

QF @?` ]UWZ JO]F ROR X?U YVFDR R?OD[ X?UE NDNMXYOY NDR

`EOJOD[ X?UE EFV?EJg

"F 3VVE?̂ O]NJFMX (+ Z?UEYA

QF 3DR Z?` NI?UJ JZF ]F]IFEY ?P X?UE JFN]g

"F BEA 7FEON YVFDJ NVVE?^O]NJFMX &++ Z?UEYH NDR

BEA 8?QOD[J?DH NVVE?̂ O]NJFMX %++ Z?UEYA /ZF ?JZFEY `FEF

RF ]ODO]OYA

QF @NQF X?U R?DF NRROJO?DNM `?ET YODWF X?U `E?JF X?UE

EFV?EJg

"F 9FYA . `NY RFV?YFRA . EFQOF F̀R JZF EFV?EJ ?P JZF

8OJXbY EFIUJJNM F^VFEJH BYA -OWZ?MMH EFIUJJOD[ WFEJNOD VNEJY

?P ]X JZOER ?VODO?DA

. NMY? EFNR JZF RFV?YOJO?D JENDYWEOVJ P?E BYA -OWZ?MMA

. ZNQF NMY? EFQOF`FR N ]UMJOJURF ?P VMFNROD[Y JZNJ
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QF 9?U ]FDJO?DFR JZNJ X?U QOYOJFR JZF 8OJX ?P 2J?WTJ?D OD

X?UE JFYJO]?DX FNEMOFE J?RNXf JZNJbY JZF ?DMX JO]F JZNJ X?U

ZNQF VFEY?DNMMX QOYOJFR JZF 8OJX ?P 2J?WTJ?DH W?EEFWJg

"F 9FYA

QF 3DR NMJZ?U[Z X?U YNX X?U QOYOJFR JZF 2`FDY?D NDR

CND 4UYTOET L?MP 8?UEYFY NDR ;NT 7NETH NDR J?UEFR R?`DJ?`D

2J?WTJ?DH OJbY JEUFH OY OJ D?JH X?U RORDbJ [? ODJ? 8OJX ZNMMg

"F . ROR D?J [? ODJ? 8OJX ZNMMH W?EEFWJA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D 8OJX F]VM?XFFYH ROR

X?Ug

"F /ZNJbY W?EEFWJH . ROR D?JA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D RFVNEJ]FDJ ZFNRYg

"F . ROR D?JA

QF -?`H OD JZF 8OJX ?P 1FJE?OJ WNYF Z? F̀QFEH X?U R? ZNQF

NWWFYY J? RFVNEJ]FDJ ZFNRY OD 1FJE?OJH W?EEFWJg

"F 9FYA

QF 3DR X?U R? ZNQF JZF ?VV?EJUDOJX J? JNMT J? JZF] NI?UJ

`NXY JZNJ JZNJ JZF 8OJX ?P 1FJE?OJ WND O]VE?QF JZF

?VFENJO?DYH W?EEFWJg

"F 9FYA

QF 4UJ OD JZOY WNYFH X?U RORDbJ ZNQF JZNJ ?VV?EJUDOJXH

W?EEFWJg

"F . ROR D?J ZNQF JZNJ ?VV?EJUDOJXH JZNJbY W?EEFWJA

QF 9?U RORDbJ JNMT J? NDX 2J?WTJ?D 8OJX 8?UDWOM ]F]IFEYH

ROR X?Ug
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"F . ROR D?JA

QF .D JZF _FPPFEY?D 8?UDJX ]NJJFE JZNJ X?U JFYJOPOFR

NI?UJ OD X?UE ROEFWJ F^N]ODNJO?D Z̀FEF X?UE POE] `NY `?ETOD[

?D _FPPFEY?D 8?UDJXbY VMND ?P NRdUYJ]FDJH X?U ]FJ `OJZ

_FPPFEY?D 8?UDJX ?PPOWONMY J? [? ?QFE JZFOE ?VFENJO?DY NDR

NYYU]VJO?DYH ROR X?U D?Jg

"F . RORA

QF 3DR X?U VNEJOWOVNJFR OD YJENJF[X YFYYO?DY `OJZ

?PPOWONMY PE?] _FPPFEY?D 8?UDJX `OJZ EFYVFWJ J? `ZNJ JZF

VE?V?YFR VMND `?UMR IFH ROR X?U D?Jg

"F 9FYA

QF 3DR JZNJ `NY X?UE E?MF NY `?ETOD[ ?D IFZNMP ?P N

WEFROJ?EH W?EEFWJg

"F 9FYA

QF 9?U RORDbJ NYT P?E NDX ?P JZNJ NWWFYY ZFEFH ROR X?Ug

"F . ROR D?JA

B6 @.=0G 9?UE @?D?EH JZOY NWJUNMMX ]O[ZJ IF N [??R

IEFNTOD[ V?ODJA .b] ZNVVX J? [? P?E`NER OP X?U MOTFA

'L$ *-N('D .JbY N ]NJJFE ?P JZEFF ]ODUJFYH Y? `F WND

IEFNT EO[ZJ D?̀ A KFbMM EFYU]F NJ "G$+A LFJ N Z?MR ?P JZF

FD[ODFFEOD[ P?MTY OD JZOY IUOMROD[A

c6FWFYYAS

9$&%$)&"0> #"0 ?@> AB?@> )"*("#$%'-> *"/+1-(%+"> ?DEB ,F#F

'L$ *-N('G 3MM EO[ZJA BEA @OMFH X?U ]NX VE?WFFRA

. JZODT `F PO[UEFR ?UJ JZF MO[ZJ VE?IMF]YH NDR OJ
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WZND[F IFP?EF JZFX ]O[ZJ IF YUIdFWJ J? JZF EFRUWFR N]?UDJ NY

N EFYUMJ ?P N RFPNUMJ OD JZF YOJUNJO?D JZNJ `F ROYWUYYFR

`ZFEF JZF UDPUDRFR MONIOMOJX OY D?J VNOR IX JZF N[FDWXg

"F 2? X?UbEF EFPFEEOD[ J? JZF JFE]ODNJO?D VE?WFYY JZNJ

`NY ROYWUYYFR FNEMOFEg

QF 9FYA

"F .D JZF FQFDJ JZNJ ?UE I?NER `FEF J? RFWORFH JZFX ?̀UMR

EFRUWF JZF IFDFPOJY OD JZNJ WNYF Y? JZFX WND NPP?ER J? D?J

VNX JZF N]?UDJ RUF NJ JFE]ODNJO?DA .D JZF FQFDJ JZF F]VM?XFE

R?FY D?J VNX JZF N]?UDJ RUF NJ JFE]ODNJO?DA

.D JZOY WNYFH MFJbY YNX ZXV?JZFJOWNMH OP JZF IFDFPOJY

ZNQF J? IF EFRUWFR IX "+ VFEWFDJH JZFD NDX?DF JZNJbY FQFE

`?ETFR `OJZ 2J?WTJ?D >> NDR N[NODH OJbY NMM ZXV?JZFJOWNM

ZFEF >> `F R?DbJ TD?` `ZNJ JZF JFE]Y `?UMR IFA

4UJ MFJbY YNX N RFWOYO?D `NY ]NRF JZNJ FQFEX?DFbY

IFDFPOJ ZNY J? IF EFRUWFR IX JFD VFEWFDJA /ZFD FQFD OP

Y?]F?DF MFPJ 8OJX ?P 2J?WTJ?D "& ?E #+ XFNEY N[?H JZNJ

IFDFPOJ `?UMR IF YUIdFWJ J? N EFRUWJO?DA

2? JZF N]?UDJ ?P JO]F >> FQFD OP JZFX MFPJ >> . [UFYY

JZF NRQNDJN[F ?P MFNQOD[ J?RNX QFEYUY MFNQOD[ POQF XFNEY PE?]

D?` `?UMR IF JZNJH NJ MFNYJ JZF IFDFPOJY FNEDFR IFJ`FFD D?`

NDR POQF XFNEY PE?] D?`H `?UMR D?J IF YUIdFWJ J? NDX

EFRUWJO?D IFWNUYF OJ `?UMR IF UDRFE N DF̀ F]VM?XFEA 4UJ

NDXJZOD[ JZNJ NWWEUFR UV J? JZF RNJF JZFX MFNQF 8OJX ?P

2J?WTJ?D ?E JZF F]VM?XFE P?E Z̀OWZ IFDFPOJ NEF EFRUWFRH JZ?YF
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IFDFPOJY `?UMR IF EFRUWFRA

QF 8ND ND N[FDWXH N 8NM7062 N[FDWXH WZND[F IFDFPOJY

EFJE?NWJOQFMX P?E IFDFPOJY NMEFNRX NWWEUFRg

"F -?J UDRFE WUEEFDJ MN`A

QF 8ND N 8NM7062 N[FDWX ]?QF DF` F]VM?XFFY J? N M?`FE

JOFEg

"F 9FYH OJ WNDA 3DR JZF 8OJX ?P 2J?WTJ?D ZNY R?DF Y?A

#(F L+/$D /ZNDT X?UA

'L$ *-N('D . dUYJ ǸDJ J? ]NTF YUEF . UDRFEYJNDR Z̀NJ

X?UE NDY F̀EY `FEF J? BEA @OMFA =FJ ]F YFF OP . WND VUJ N

ZXV?JZFJOWNMA 9?U ZNQF J̀ ? N[FDWOFYH J ?̀ W?DJENWJOD[

N[FDWOFYA 2?]FI?RX `?UMR eUNMOPX P?E #+>XFNE EFJOEF]FDJ NDR

`?ETFR P?E F^NWJMX "+ XFNEY P?E N[FDWX " NDR JZFD ]?QFR J?

N[FDWX #H NDR N[FDWX " IFWN]F N JFE]ODNJFR N[FDWX JZNJ ROR

D?J VNX OJY UDPUDRFR >> OJY JFE]ODNJO?D MONIOMOJXH NDR JZF

8NM7062 I?NER ]NRF N RFWOYO?D `OJZ EFYVFWJ J? JZNJ JFE]ODNJFR

N[FDWX JZNJ N #+ VFEWFDJ NWE?YY>JZF> I?NER WUJ `NY

NVVE?VEONJFA

/ZF VFEY?D `Z? ?̀ETFR "+ XFNEY P?E JZNJ N[FDWXH NDR

JZFD "+ XFNEY P?E ND?JZFE FDJOJX JZNJ OY OD [??R YJNDROD[

`OJZ 8NM7062H `?UMR [FJH OD FPPFWJH N "+ VFEWFDJ EFRUWJO?D IX

QOEJUF ?P ZNQOD[ `?ETFR ZNMP ?P JZF JO]F P?E ND FDJOJX JZNJ

ZNR N #+ VFEWFDJ EFRUWJO?Dg

'L$ 9+'%$))D 8?EEFWJA 4UJ OD EFNMOJXH JZFXbMM [FJ N

PUMM IFDFPOJ PE?] JZF YFW?DR F]VM?XFE NDR )+ VFEWFDJ PE?] JZF
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