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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 Plan For The Adjustment Of Debts Of City Of Stockton, California (October 10,

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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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, bondholders for any shortfall in the payment by the City of certain bond issuances, 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 $5,100,000/$545,000,000 = 0.93578%) or such other amount as is determined
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by the Bankruptcy 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 Plan For The Adjustment Of Debts Of City Of Stockton,
California (October 10, 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
[__________], 2013. Objections to confirmation also must be
filed and served by no later than [__________], 2013.

Ballot Tabulator Rust Consulting/Omni Bankruptcy, 5955 DeSoto Avenue,
Suite 100, Woodland Hills, CA 91367.

Confirmation Hearing and
Confirmation Objections

A hearing regarding confirmation of the Plan will be held by the
Bankruptcy Court on [__________], 2014, commencing at
[__________] a.m., Pacific Time.
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Treatment of Claims If the Court confirms the Plan and the Plan becomes effective,
claims will be treated as follows:

Administrative Claims Postpetition claims meeting the definition of Administrative
Claims will be paid in full, except to the extent that the holder
of an Administrative Claim agrees to different treatment.

Class 1A
Claims of Ambac –
2003
Fire/Police/Library
Certificates

Impaired. Ambac’s Claims shall receive the treatment set forth
in the Ambac Settlement Agreement, 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].

Class 1B
Claims of Holders of
2003
Fire/Police/Library
Certificates

Impaired. The treatment of the Class 1B claimants, the 2003
Fire/Police/Library Certificates holders, is identical to the
treatment of Ambac, the Class 1A claimant.

Class 2
SEB Claims of the
2006 SEB Bond
Trustee/NPFG – 2006
SEB Bonds

Unimpaired. On the Effective Date, the City will assume the
SEB Lease Back and the SEB Lease Out under section 365(a)
pursuant to the NPFG SEB Settlement. The finding by the
Bankruptcy Court that the Plan is feasible shall constitute
adequate assurance of future performance of the SEB Lease
Back and the SEB Lease Out.

Class 3
Arena Claims of the
2004 Arena Bond
Trustee/NPFG – 2004
Arena Bonds

Impaired. The treatment of the Class 3 Claims will be as set
forth in the NPFG Arena Settlement, which should be consulted
for the precise terms of the treatment. In summary, with respect
to these Claims, after modification of the payment terms of the
Arena Lease Back, as provided in the NPFG Arena Settlement,
on the Effective Date, the City will assume the Arena Lease
Back (as modified), and as a result, the City will continue to
remain in possession, custody, and control of the Arena.

Class 4
Parking Structure
Claims of the 2004
Parking Bond
Trustee/NPFG – 2004
Parking Bonds

Impaired. The treatment of the Class 4 Claims will be as set
forth in the NPFG Parking Settlement, which should be
consulted for the precise terms of the treatment. In summary,
with respect to these Claims, the City will create a new parking
authority for the City and will transfer ownership and control of
the Parking Structure Properties, other downtown parking
structures and lots, and downtown parking meters, as well as
parking enforcement revenues, to the parking authority. The
City Council members will sit ex officio as the board members
of the new parking authority. Revenues from the newly created
parking authority will be pledged to the 2004 Parking Bond
Trustee in support of a new schedule of installment payments to
NPFG in exchange for (i) transfer of the possessory interest
currently held by the 2004 Parking Bond Trustee on behalf of
NPFG and the bondholders to the new parking authority and
(ii) a forbearance agreement on the part of NPFG and the 2004
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Parking Bond Trustee with respect to remedies for default on
the Parking Structure Lease Back. The General Fund will have
no liability for such new installment payments schedule, nor
any obligation to make payments under the Parking Structure
Lease Back.

The effectiveness of the NPFG Settlement is contingent upon
the entry into the SCC 16 Settlement Agreement. In the event
the parties are unable to agree to the terms of such settlement
that is acceptable to NPFG, then the City, at the request or
direction of the 2004 Parking Bond Trustee or NPFG shall take
such actions (if any) that may be required by the 2004 Parking
Bond Trustee or NPFG to terminate the Parking Structure Lease
Back as part of an alternative arrangement that is acceptable to
the City and the 2004 Parking Bond Trustee that is not
conditioned on the occurrence of such settlement.

Class 5
Office Building Claims
of the 2007 Office
Building Bond
Trustee/Assured
Guaranty – 2007
Office Building Bonds

Impaired. The treatment of the Class 5 Claims will be as set
forth in the Assured Guaranty Settlement, which should be
consulted for the precise terms of the treatment. A summary of
the treatment follows:

 The Office Building Lease Out and Lease Back will be
terminated, and the City shall have no obligations under
the same. The City will transfer fee title in the
400 E. Main Office Building Property to Assured
Guaranty or its designee at Assured Guaranty’s election,
subject to the New 400 E. Main Lease. Assured
Guaranty may elect to keep the property or to sell it at
some future date, subject to the New 400 E. Main Lease.
Assured Guaranty shall be entitled to all net rent and
profits of the property after the transfer and to all of the
sales proceeds of the property should Assured Guaranty
elect to sell the property, and Assured Guaranty shall be
obligated to pay all costs of operation and maintenance
of the property. The City shall be released from any and
all liability with respect to the 2007 Office Building
Bonds and associated documents and the terminated
Office Building Lease Out and Lease Back and other
related bond documents.

 The New 400 E. Main Lease shall include the terms set
forth in the Assured Guaranty Term Sheet, including
without limitation the following: the initial term shall
begin on the Effective Date and end on June 30, 2022;
the City shall enjoy exclusive use of the City Space (as
defined in the Assured Guaranty Term Sheet); the City
shall make monthly rent payments as specified in the
Assured Guaranty Term Sheet; the New 400 E. Main
Lease supersedes the Fourth Floor Lease of
400 E. Main.
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Class 6
Pension Obligation
Bonds Claims of
Assured Guaranty

Impaired. The treatment of the Class 6 Claims will be as set
forth in the Assured Guaranty Settlement, which should be
consulted for the precise terms of the treatment. A summary as
it relates to these Claims follows.

 The City agrees to make non-contingent payments on
the Pension Obligation Bonds in each fiscal year equal
to the sum of the 2007 Lease Ask Payments, Special
Fund Payments, and Supplemental Payments on the
dates and in the amounts set forth in the Assured
Guaranty Term Sheet.

 Assured Guaranty shall also be entitled to Contingent
Payments in accordance with the City’s Contingent
Payment Model, a copy of which is attached to the
Assured Guaranty Term Sheet as Exhibit A. If the City
does not exceed its baseline financial projections in the
upcoming years, Assured Guaranty would receive no
Contingent Payments. However, if the City were to
exceed its financial projections over the years—which
the City and Assured Guaranty believe may be
achievable—Assured Guaranty would receive
Contingent Payments until Assured Guaranty has
received payment in full on the Pension Obligation
Bond Class 6 Claims; provided, that the last date a
Contingent Payment is required to be paid is June 1,
2052. Contingent Payments will be based upon the
City’s budget in each year, subject to adjustment
following year-end audit.

 Contingent Payments on the Pension Obligation Bonds
for each fiscal year shall be paid on June 1 of such fiscal
year, commencing June 1, 2018 and ending on June 1,
2052, subject to adjustment based on audits as
mentioned above.

Class 7
Claims of DBW

Impaired. The General Fund will not be required to pay debt
service on this obligation or to reimburse operating expenses to
DBW should DBW take over operations of the Marina Project.
DBW will retain its pledge of rents and leases generated from
the Marina Project. However, the pledge of gross revenues will
be converted to a pledge of revenues net of all reasonable and
direct operating expense of the Marina Project, calculated on a
fiscal year basis ending June 30 of each year pursuant to
section 928(b). Should DBW decide to take over operations of
the Marina Project, DBW will be responsible for payment of all
operating expenses of the Marina Project and the City will have
the right to ensure that the Marina Project is operated in a
responsible and safe manner, including providing adequate
security, and the City shall have the right to compel DBW to
alter its manner of operations if such operations pose a threat to
the public welfare or if such operations abet a public nuisance.
The General Fund shall have no liability, directly or indirectly,
for the Claims of DBW, and the City may decide at any time to
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cease subsidizing the operating deficits of the operation of the
Marina Project. DBW has stated to the City an interest in
exercising its remedy of taking possession of the Marina
Project.

Class 8
SCC 16 Claims

Impaired. To the extent SCC 16 has any offset rights arising
under the Construction Agreement or the Disposition and
Development Agreement, SCC 16 shall apply any such offsets
against amounts owing under the SCC 16 Promissory Note. To
the extent SCC 16 has an Unsecured Claim, it will be entitled to
the treatment of General Unsecured Claims in Class 12.

Class 9
Thunder Claims

Impaired. The treatment of the Class 9 Claims will be as set
forth in the Thunder Settlement. The Thunder Settlement is
summarized as follows (the Thunder Settlement Term Sheet
should be consulted for the precise terms of the Thunder
Settlement):

 The Base Rent payable to the City will be increased by
$2,000 per regular season home game. Base Rent for
pre-season and playoff games remains unchanged.

 Catering Services Adjusted Gross Revenue paid to the
team will be reduced from 30% to 10%.

 The team will have the exclusive right to sell team
merchandise, will retain 100% of revenues from the
same and bear the expenses of the same.

 The team will purchase the use of five luxury suites
from the City each year for a total cost of $150,000,
adjusted annually for any increases in the costs of other
luxury suites sold by the City. The team shall have the
right to sublease the luxury suites (but not to current
luxury suite lessees of the City or prospective lessees—
as specified in the Thunder Settlement Term Sheet).
Revenues received on account of such leases shall be
subject to the existing sharing formula of 65% to the
City and 35% to the team.

 Additional payments to the City shall be made once
certain performance benchmarks of paid attendees and
advertising are reached.

Class 10
Claims of Holders of
Restricted Revenue
Bond and Note Payable
Obligations

Unimpaired. The City’s Restricted Revenue Bond and Notes
Payable Obligations are secured by a pledge of and lien on
revenues of various of the City’s systems and enterprises, which
are restricted revenues pursuant to the California Constitution,
and are “special revenues” as defined in section 902(2). These
revenues are not a part of or available to the General Fund, and
the General Fund is not obligated to make any payment on the
Restricted Revenue Bond and Notes Payable Obligations. The
City may transfer amounts from the restricted revenues to the
General Fund only to pay costs which are incurred by the
General Fund to provide facility or enterprise-related services



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

- 8 - DISCLOSURE STATEMENT FOR CITY OF
STOCKTON’S PLAN OF ADJUSTMENT

This draft disclosure statement has not been approved by the Bankruptcy Court. The distribution of this
draft and of the accompanying draft plan of adjustment is not intended as, and should not be construed to
be, the solicitation of a vote on such draft plan or on any other plan.

and are allocated to the enterprises on a reasonable basis in
accordance with the City’s accounting and allocation policies
and pursuant to the provisions of the relevant documents related
to the Restricted Revenue Bonds and Notes Payable
Obligations. Such transfers are treated by the facility or
enterprise as operation and maintenance expenses. The City
will continue to apply restricted revenues to pay the Restricted
Revenue Bond and Notes Payable Obligations as required by
the terms of such obligations.

Class 11
Claims of Holders of
Special Assessment
and Special Tax
Obligations

Unimpaired. Class 11 consists of Claims of the holders of
Special Assessment and Special Tax Obligations that are
secured by special and restricted sources of revenues consisting
of specific levies on real property within certain financing
districts created by the City and are not payable from the
General Fund.

Special Assessment and Special Tax Obligations. The Special
Assessment and Special Tax Obligations are secured by certain
special assessments and special taxes levied on specific real
property within the respective districts for which these
obligations were issued. These special assessment and special
tax revenues are legally restricted to the payment of debt service
on the Special Assessment and Special Tax Obligations under
California statutes and the California Constitution, are “special
revenues” as defined in section 902(2), and cannot be used for
any other purpose or be transferred to the General Fund. The
General Fund is not obligated to pay debt service on the Special
Assessment and Special Tax Obligations. The City will
continue to apply revenues from the applicable special
assessments and special taxes to pay the Special Assessment
and Special Tax Obligations as required by the terms of such
obligations.

Class 12
General Unsecured
Claims

Impaired. The major claims in this Class include without
limitation: (1) the Retiree Health Benefit Claims; (2) the Golf
Course/Park Claims of the 2009 Golf Course/Park Bond
Trustee/Franklin; (3) the Leave Buyout Claims; (4) the Price
Claims; and (5) Other Postpetition Claims.

The Retiree Health Benefit Claims are held by approximately
1,100 of the City’s former employees. The Retirees Committee
maintains that the aggregate amount of the Retiree Health
Benefit Claims is approximately $545,000,000 (this does not
include the retiree health benefit claims of employees employed
as of July 1, 2012, who waived their claims of approximately
$1 billion of previously earned benefits for no additional
compensation, as part of memorandums of understanding
negotiated in 2012). Pursuant to the Retirees Settlement, on the
Effective Date, the City will pay the Retirees an aggregate
amount of $5,100,000 in full satisfaction of Allowed Retiree
Health Benefit Claims, and no other retiree health benefits will
be provided by the City. If required by state or federal law, the
City will withhold from the aggregate $5,100,000 payment any
taxes or other deductions to be withheld from the individual
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payment to each Retiree Health Benefit Claimant. The
individual recipient is responsible for any tax liability for this
payment, and the City will not provide any advice to any
recipient as to the taxable impact of this payment.

All other General Unsecured Claims shall receive cash on the
Effective Date in the amount equal to a percentage of the
Allowed Amount of such Claims, which such percentage equals
the Unsecured Claim Payout Percentage, or such other amount
as is determined by the Bankruptcy Court before confirmation
of this Plan to constitute a pro-rata payment on such other
General Unsecured Claims; provided, however, the dollar
amount to be paid on account of General Unsecured Claims
other than the Retiree Health Benefit Claims on the Effective
Date shall not exceed $500,000. If the amounts to be paid
exceed $500,000, then such excess amounts shall be made in
two equal annual installments on the first and second
anniversary of the Effective Date, together with simple interest
accruing from and after the Effective Date at 5% per annum.
Such excess amounts may be prepaid at the option of the City.

Class 13
Convenience Class
Claims

Impaired. Holders of Convenience Class Claims will receive
cash on the Effective Date in the amount of their Allowed
Convenience Class Claim, but not to exceed $100.

Class 14
Claims of Certain Tort
Claimants

Impaired. The SIR Claim Portion of each Allowed General
Liability Claim will be paid on the Effective Date from the Risk
Management Internal Service Fund, and will receive the same
percentage payment on the dollar of Allowed Claim as will the
holders of Allowed Class 12 Claims. The Insured Portion of
each Allowed General Liability Claim is not Impaired, and shall
be paid by the applicable excess risk-sharing pool.

Class 15
Claims Regarding
City’s Obligations to
Fund Employee Plan
Contributions to
CalPERS, as Trustee
under the CalPERS
Pension Plan for the
Benefit of CalPERS
Pension Plan
Participants

Unimpaired. In order to be both clear and transparent, the Plan
designates the CalPERS contract in a separate Class. The Plan
expressly provides that CalPERS will continue as the Trustee
for the City’s pension plan for its employees and that the
contract will be assumed by the City.

The City will continue to honor its obligations to its employees
and retirees to fund employee retirement benefits under the
CalPERS Pension Plan, and CalPERS as trustee and the
CalPERS Pension Plan Participants retain all of their rights and
remedies under applicable nonbankruptcy law. Thus, CalPERS
and the CalPERS Pension Plan Participants will be entitled to
the same rights and benefits to which they are currently entitled
under the CalPERS Pension Plan (as a result of negotiated labor
contracts that changed certain pension provisions, as well as
changes in state law, pension benefits for new hires effective
January 2013 have been reduced by 50-70% (including loss of
retiree health benefits) and in some cases higher for some types
of new hires; new hires are also required to pay a greater share
of their future pensions; additionally, while the loss of retiree
health benefits and the loss of “pension spiking” will reduce the
postemployment retirement benefits of current employees 30-
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50%; and lastly, employee compensation reductions that
occurred in 2011 and 2012, which ranged up to 30% in
pensionable compensation in some cases, will further reduce
their future pension benefit that they otherwise would have
received; these concessions are unaffected by the Plan).
CalPERS, pursuant to the CalPERS Pension Plan, will continue
to be made available to provide pension benefits for participants
in the manner indicated under the provisions of the CalPERS
Pension Plan and remedies under applicable nonbankruptcy
law.

Class 16
Claims of Equipment
Lessors

Unimpaired. Any equipment leases not specifically rejected by
the Rejection Motion will be assumed under this 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, which in general provides each SPOA member
with 44 hours of additional paid leave time through fiscal year
2014-15.

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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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

outworn 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, 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

maneuvering, and ultimately a trial on the City’s eligibility to be a chapter 9 debtor. But prior to

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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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.

Unsecured creditors, 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 $5,100,000/$545,000,000 = 0.93578%) 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

reduces their postemployment benefits by 30-50%. The loss of retiree health benefits is a
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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.

The Plan is premised on the passage on November 5, 2013, of Measure A, which will

impose a 3/4 cent sales tax increase. Should Measure A fail, the projections attached to this

Disclosure Statement, upon which the Plan is premised, will not be achievable. Not only will the

City be unable to fund the Plan, but it will be unable to pay its current operating costs. The result

will be further and significant staff and service reductions, ultimately to be decided by the City

Council However, in order to protect police services, the magnitude of necessary cuts could be

along the lines of shutting down the City library system, elimination of recreation programs,

closing all community centers, and an additional 14% cut to the fire department budget, which

will likely mean station closures. In addition, the City will likely be unable to consummate the

proposed settlements with Ambac, Assured Guaranty, and NPFG.

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
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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.

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.
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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.

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, 8, 9, 12, 13, 14, and 18.

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.
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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

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 [__________],

2013, 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 [__________], 2014, at [__] 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 [__________]

2013: (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
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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 Fifth Street, Los Angeles, CA 90013 (counsel to Assured

Guaranty); and (f) David Dubrow, Arent Fox LLP, 1675 Broadway, New York, NY 10019-5820

(counsel to Ambac). 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

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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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

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



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

- 19 - DISCLOSURE STATEMENT FOR CITY OF
STOCKTON’S PLAN OF ADJUSTMENT

This draft disclosure statement has not been approved by the Bankruptcy Court. The distribution of this
draft and of the accompanying draft plan of adjustment is not intended as, and should not be construed to
be, the solicitation of a vote on such draft plan or on any other plan.

(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

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
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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

areas nationwide at 12.8%, compared to the national unemployment rate of 7.7%. Partially as a

result of the City’s employment troubles, the City’s sales tax revenues also plummeted, from a

peak of $47.0 million in fiscal year 2005-06 to $32.7 million in 2009-10 (a drop of roughly 30%).

In addition, the fiscal crisis had an impact on public safety. As Judge Klein recounted,

“[i]n 2010, Stockton’s violent crime rate bucked a nationwide drop and rose to rank it 10th

nationally, with 13.81 violent crimes per 1,000 residents. Homicides were at an all-time record.”

In re City of Stockton, California, 493 B.R. 772, 780 (Bankr. E.D. Cal. 2013). Yet, while

homicides increased from 28 in 2008 to 71 in 2012, budget reductions carved away the Stockton

Police Department: 99 police officers, 50 civilian positions, 40 part-time positions, and the

narcotics unit have been eliminated since 2009.3 In response, in 2012 the City began the planning

process for the “Marshall Plan.” Named after the original Marshall Plan that guided Europe’s

economic recovery after World War II, the City’s Marshall Plan aims to reduce homicides and

gun violence in the City. One of the Marshall Plan’s recommendations is to increase the Stockton

Police Department staffing ratio of sworn officers to population, which is well below the average

for cities of its size.4 However, implementation of the Marshall Plan, including the hiring of

additional police officers, will require new funding.

While the City’s revenues have been dwindling, its expenses have either remained

constant or increased as a result of the City’s population boom. Between 2000 and 2007, the

City’s population grew from roughly 243,000 to 285,000, an increase of around 17%. Since

3 David M. Bennett and Donna D. Lattin, The Marshall Plan: Violence Reduction Strategy, Stockton, California,
March 7, 2013, submitted to Stockton City Council, at 50, available at http://www.stocktongov.com/files/Council
Agenda_2013_4_02_item_15_01_MarshallPlan.pdf.
4 Id. at 53-54.
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2007, there has been a more moderate increase to approximately 300,000 today. Not only did the

additional number of residents put an increased demand on existing City services during that

period, but the City also took on substantial financial obligations to expand infrastructure, civic

amenities, and essential public services. Moreover, as discussed above, the City is also subject to

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, by placing a 3/4 cent sales tax measure on the November 5, 2013

ballot, the City is attempting 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),
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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

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

5 See Exhibit B (“Long Range Financial Plan of City of Stockton”) to this Disclosure Statement.



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

- 23 - DISCLOSURE STATEMENT FOR CITY OF
STOCKTON’S PLAN OF ADJUSTMENT

This draft disclosure statement has not been approved by the Bankruptcy Court. The distribution of this
draft and of the accompanying draft plan of adjustment is not intended as, and should not be construed to
be, the solicitation of a vote on such draft plan or on any other plan.

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

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
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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.

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 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.
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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.

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

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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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

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-

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

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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in the section titled “Post-Bankruptcy Negotiations Conducted by Judge Elizabeth L. Perris,” was

reached in December 2012.

III. ADMINISTRATION OF THE CHAPTER 9 CASE

A. Pendency Plans.

On June 26, 2012, the City Council adopted a “Pendency Plan” budget based on the

assumption that it would file its chapter 9 petition prior to the start of the 2012-13 fiscal year less

than a week later. The Pendency Plan provided for balanced General Fund expenditures in fiscal

year 2012-13, but only by unilaterally modifying the City’s financial obligations in ways that,

outside of bankruptcy, would otherwise violate the City’s contractual obligations or state law.

Specifically, the City was able to impose further cuts in health care benefits and payments to

retirees, as well as suspend General Fund payments on some of its bonds. While these cuts

allowed the City to continue operating under a “balanced” budget, the effectiveness of the

reductions made under the Pendency Plan ultimately depend upon the confirmation of a plan of

adjustment. The City has continued to operate under subsequent versions of the Pendency Plan

during the Chapter 9 Case.

B. Eligibility Litigation.

On June 5, 2012, the City Council voted to authorize the City to file a petition for relief

under chapter 9 of the Bankruptcy Code in the event that its pre-bankruptcy negotiations did not

enable it to avoid insolvency. Following the conclusion of the pre-bankruptcy negotiations, the

City filed its chapter 9 petition on June 28, 2012.

Certain of the City’s creditors—National Public Finance Guaranty Corporation, Assured

Guaranty Corporation, Assured Guaranty Municipal Corporation, Franklin High Yield Tax Free

Income Fund, and Franklin California High Yield Municipal Fund—objected to the City’s

petition for an order for relief under chapter 9. Their objections were joined by Wells Fargo Bank

in its capacity as indenture trustee. Following nine months of discovery and briefing, on

March 25-27, 2013, the Bankruptcy Court conducted a trial to determine whether the City was

eligible for bankruptcy protection. On April 1, 2013, the Bankruptcy Court delivered its oral

ruling that the City had established its eligibility, and the Bankruptcy Court entered an order for
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chapter 9 relief later that day. On June 12, 2013, the Bankruptcy Court issued a written Opinion

Regarding Chapter 9 Order for Relief, elaborating on its reasons for its ruling. In re City of

Stockton, 493 B.R. 772 (Bankr. E.D. Cal. 2013).

C. Post-Bankruptcy Negotiations Conducted by Judge Elizabeth L. Perris.

In July 2012, the Honorable Alex Kozinski, Chief Judge of the United States Court of

Appeals for the Ninth Circuit, appointed the Honorable Elizabeth L. Perris, a United States

Bankruptcy Judge for the District of Oregon, to serve as a judicial mediator in the Chapter 9 Case

[Dkt. Nos. 384, 385]. Judge Perris conducted an initial meeting on August 30, 2012, inviting key

creditors and the City. Thereafter, and continuing through the date hereof, Judge Perris has

devoted countless (but certainly hundreds of) hours conducting face-to-face negotiations among

the parties to the Chapter 9 Case. Such negotiations are confidential, and cannot be revealed, but

the City can and does represent that it continues to believe that if it is able to reach agreement

with certain key creditors hereafter, such agreement will occur only with the continued proactive

participation of Judge Perris.

One of the parties with which the City reached agreement in the mediation conducted by

Judge Perris is the SPOA. On December 11, 2012, the City Council adopted the Memorandum of

Understanding between the City of Stockton and the SPOA. For further discussion of the

relevant terms of the SPOA MOU, see Section V(A)(2)(s) below.

Judge Perris brokered the settlements between Ambac and the City and between Assured

Guaranty and the City, the terms of which are reflected in the Plan.

After long and arduous negotiations, concluding just before the City first went public with

the Plan, Judge Perris also successfully guided the parties to an extremely complex settlement

between the City and NPFG, involving no less than three bond issues and three sets of financing

leases involving numerous City properties.

D. Formation of an Official Committee to Represent Retirees.

On April 1, 2013, with the support of the City, the United States Trustee appointed the

members of the Official Committee of Retirees (“Retirees Committee”). As the name indicates,

the Retirees Committee represents only the interests of retirees from the City. The Retirees
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Committee does not represent current City employees or any other creditors. The Retirees

Committee consists of retired City employees—namely Dwane Milnes (Chair), Robert Sivell,

L. Patrick Samsell, Mark Anderson, Larry Long, Mary Morley, Cynthia Neely, Morris Allen,

Rick Butterworth, Anthony Delgado, Shelley Green, Gary Ingraham, and Frank Johnston. The

Retirees Committee is represented by Felderstein, Fitzgerald, Willoughby & Pascuzzi LLP.

Since its appointment, the Retirees Committee has met with the City and discussed the

claims of its constituencies. The overwhelming majority of such claims in dollar amount relate to

two categories of claims: (1) health benefits promised by the City and then reduced in the first

Pendency Plan for fiscal year 2012-13 and eliminated for the following fiscal year and thereafter

(which the City and the Retirees Committee estimate to amount to approximately $545 million

for the approximately 1,100 retirees eligible for health benefits); and (2) pension benefits paid

through the CalPERS Pension Plan. As discussed below, the Plan proposes to pay $5.1 million

on the Effective Date in full satisfaction of the health benefit claims, and the Plan assumes the

City’s obligations to CalPERS, preserving in full the pension benefits of the approximately 2,400

current recipients thereof and of current employees who are participating in CalPERS. The

Retirees Committee has agreed to support the Plan and recommends that retirees vote to accept

the Plan.

E. Motions for Relief from Stay to Pursue or Commence Litigation.

Pursuant to sections 362 and 922, the filing of the Chapter 9 Case imposed an automatic

stay, which, among other things, prohibits the commencement or continuation of actions against

the City on account of claims that arose prior to the commencement of the Chapter 9 Case. The

automatic stay provisions also bar any actions to obtain possession of or control over City

property. Section 922 extends the automatic stay to actions against officers or inhabitants of the

City that seek to enforce claims against the City. The Bankruptcy Court specifically addressed

the application of the automatic stay to suits against City officers in In re City of Stockton, 484

B.R. 372 (Bankr. E.D. Cal. 2012) (“Hittle”). In Hittle, the City’s former Fire Chief sued the City,

City Manager, and Deputy City Manager for wrongful termination. The Court, however, ruled

that the stay imposed by section 922 prevented the suit against the officers as an indirect means of
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suing the City, which is required by state law to indemnify its officers. Id. at 376, 378; CAL.

GOV’T CODE §§ 825, 825.2 (requiring indemnification of officers).

Several motions requesting relief from the automatic stay have been filed by plaintiffs in

lawsuits pending in other courts in which damages have been sought based on allegations of civil

rights violations and other General Liability Claims. The City stipulated to relief from the stay

being granted in those cases in which the movant agreed to liquidate its claims in another forum,

agreed not to enforce any claim so liquidated against City assets or property, agreed to look

exclusively to insurance proceeds, or agreed to proceed with its underlying lawsuit but seek

further leave of the court should it obtain a monetary award (but only in cases in which the

continuance of the underlying action would not impose a burden on the Office of the City

Attorney). The City has not opposed relief from the automatic stay for parties with claims strictly

against City Restricted Funds, which are not a part of the Chapter 9 Case (e.g., Preston Pipelines,

Dkt. Nos. 1045, 1092). Nor has the City opposed relief from the automatic stay for the Indenture

Trustee to distribute funds it has collected acting pursuant to a state court receivership order [Dkt.

Nos. 506, 533, 695, 721, 1080, 1097]. The City has also not opposed the commencement or

continuation of actions challenging certain political processes, on the grounds that such actions

are not within the scope of the automatic stay (Ralph Lee White [Dkt. No. 560], Dean Andal

[Dkt. No. 1035]). The Bankruptcy Court agreed with the City’s position on such cases in an

opinion rendered in connection with the Dean Andal motion [Dkt. No. 1110]. The City has

successfully opposed other motions for relief from the automatic stay, including motions brought

in Hittle, the Association of Retired Employees of the City of Stockton (see Association of

Retired Employees of the City of Stockton v. City of Stockton, California (In re City of Stockton,

California)), 478 B.R. 8 (Bankr. E.D. Cal. 2012)), Greg and Beverly Kent [Dkt. No. 892], and

Salvador Benavides [Dkt. No. 622].

IV. THE CITY’S LIABILITIES AND ASSETS

As noted in Section I(D) and in footnote 2 above, the City’s CAFR for its fiscal year

ending June 30, 2011, is not attached, but is available online or by written request. The CAFR

provides all manner of information and financial data and includes the City’s independently
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audited financial statements. Set forth below is a summary of the liabilities and assets that are

relevant to the Plan.

A. Liabilities.

1. Liabilities Listed by the City in Its Filings on the Petition Date.

As required by sections 924 and 925, Bankruptcy Rules 1007(a) and 1007(d), and Rule

1007-1 of the Local Rules of Bankruptcy Procedure, on the Petition Date the City filed a list of

creditors and claims (the “Creditors’ List”) [Dkt. No. 2] and a list of creditors holding the 20

largest unsecured claims against the City (the “20 Largest List”) [Dkt. No. 4]. The cover sheet

to the Creditors’ List disclosed as follows:

The Creditors’ List represents obligations of the City’s General
Fund as well as obligations of the City’s designated special use
funds, for example the Municipal Water Utility Fund. Such
obligations are included on the Creditors’ List for purposes of full
disclosure. The City maintains that California or federal law
prohibits the use of such special use funds to pay General Fund
obligations. Moreover, certain of such obligations are payable only
from such special use funds. Thus, such special use funds are
beyond the scope of this chapter 9 case pursuant to Bankruptcy
Code §§ 903 and 904.

While the City believes that the Creditors’ List and 20 Largest List were accurate at the

time they were filed, subsequent events have negated if not eliminated the relevance of the

amounts disclosed therein. For example, in the Plan, the City assumes the retiree pension

obligations to CalPERS listed in the 20 Largest List. And the over $255 million listed in the 20

Largest List as amounts owed to the Indenture Trustee is being adjusted under the Plan. In short,

the City submits that while the Creditors’ List and 20 Largest List may have been helpful tools at

the outset of this case, they are largely irrelevant for purposes of the Plan and the Disclosure

Statement.

2. Liabilities Listed by the City in Its Updated Creditors’ List.

In October 2013, the City will file an updated list of creditors and claims (“Updated

Creditors’ List”). The Updated Creditors’ List includes new (or newly discovered) claims and

updated contact addresses for certain creditors. Although the Updated Creditors’ List discloses
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new estimated claim amounts, many of these estimates are rough. For example, where the value

of a liability claim is unknown but is estimated to be more than $25,000 (the threshold established

by Cal. Gov’t Code § 85 for unlimited civil claims), its estimated value is listed as $25,000.

Thus, while the Updated Creditors’ List should serve as a helpful tool for purposes of identifying

the universe of the City’s creditors, it is not the final word on the amount of the City’s liabilities.

3. Proofs of Claim.

The Bankruptcy Court established three deadlines for filing proofs of claim against the

City. The first bar date, August 16, 2013, applied to all claims except those specifically excluded

by the relevant order [Dkt. No. 960]. The excluded claims were primarily those relating to

pension benefits and the loss of retiree healthcare benefits. The second bar date, September 30,

2013, which was set by the same order, was limited to claims of governmental units. The third

bar date, November 26, 2013, which was established by an order filed on October 7, 2013

[Dkt. No. 1126], was limited to claims relating to the loss of retiree healthcare benefits.

Approximately 241 proofs of claim were filed on or prior to the August 16, 2013, bar date.

Though many of the proofs of claim did not specify their classification as general unsecured,

priority, secured, etc., the City classified these claims to the best of its ability based on other

groups of claims received and on the City’s knowledge of property pledged to secure certain

claims. Accordingly, the City catalogued approximately 104 General Unsecured Claims, 16

Unsecured Priority Claims, and 69 Secured Claims. Approximately 34 of the proofs of claim,

rather than listing a specific amount being sought, were filed with amounts shown as “unknown,”

“to be determined,” or “unliquidated.” The proofs of claim listing a specific amount aggregate

approximately $1.181 billion, comprised of approximately $158 million of General Unsecured

Claims as calculated by the filing entities, $2.8 million of Unsecured Priority Claims, and $1.021

billion of Secured Claims.

Approximately 12 proofs of claim were filed by governmental units prior to the

September 30, 2103 bar date applicable to governmental units. Altogether, the proofs of claim

filed by governmental units assert approximately $38.3 million in claims.
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Approximately [__] proofs of claim were filed by claimants prior to the November 26,

2013 bar dated for claims applicable to the loss of retiree healthcare benefits. Altogether, the

proofs of claim filed by these claimants assert approximately $[__________] in claims.

In furtherance of its continuing claims analysis and resolution process, the City will be

filing a series of omnibus objections and specific objections to various classes of Claims. Such

objections will be both on the merits as well as to claims based on obligations for which the City

contends it is not liable.

Finally, General Liability Claims, as filed, amount to an aggregate of $156 million. The

$1 million SIR Claim Portions of such Claims will be Class 14 Claims under the Plan and will

receive the same pro-rata payment received by General Unsecured Creditors in Class 12.

Note that although the City is confident in its defenses to the disputed Claims, there is no

assurance that the City will succeed in eliminating or reducing any or all of these claims.

4. General Unsecured Claims, Including General Liability Claims.

Through August 16, 2013, a total of 104 proofs of claim were filed as General Unsecured

Claims. The General Unsecured Claims include, but are not limited to: (1) the Retiree Health

Benefit Claims; (2) the Golf Course/Park Claims of the 2009 Golf Course/Park Bond

Trustee/Franklin; (3) the Leave Buyout Claims; (4) the Price Claims; and (5) Other Postpetition

Claims.

By its analysis and calculations, the City believes that the Allowed amount of General

Unsecured Claims in Class 12 will aggregate approximately $550 million to $575 million. This

estimate is comprised of Claims for (1) loss of retiree healthcare benefits of approximately

$545 million; (2) approximately $806,000 related to leave buyouts; (3) approximately $10 million

for lease rejection claims for the Golf Course/Park leases, as capped by Bankruptcy Code

section 502(b)(6); and (4) miscellaneous other claims.

The General Unsecured Claims, as filed, greatly exceed the high end of such range, and,

as noted above, the City has engaged in a process aimed at ascertaining the differences between

the amounts asserted in the proofs of claim and the amounts reflected as owing to the claimants in

the City’s books and records or as otherwise evaluated by the City.
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If the City’s estimate of the allowable amounts of the General Unsecured Claims is too

low, the City would likely need to amend the Plan to, among other possibilities, provide for a

payout over a term of years as opposed to payment in cash on the Effective Date as is proposed in

the Plan.

5. Priority Unsecured Claims.

Sixteen proofs of claim were filed as priority unsecured Claims, which assert an aggregate

of approximately $2.8 million in obligations against the City.

The City believes that most, if not all, of these claims are properly characterized as

General Unsecured Claims and treats them as such in this Disclosure Statement. Moreover,

because chapter 9 incorporates only those administrative claims allowed under section 507(a)(2),

as discussed in Section V(A)(1)(a) below, the City submits that virtually all Claims filed as

priority Claims are not entitled to priority status under chapter 9. Accordingly, the City intends to

object to the characterization of virtually every Claim filed as a priority Claim. The City expects

that this objection and reclassification will substantially reduce the priority claim pool, if not

eliminate it altogether.

6. Secured Claims.

The City has categorized one proof of claim as a Secured Claim: the SCC 16 Claims.

SCC 16 asserts a Secured Claim against the City in the amount of $455,123.99. The City has not

yet verified the balance of the SCC 16 Claims as of the Petition Date or as of the date hereof.

The SCC 16 Claims relate to any Claim of SCC 16 arising out of the Construction

Agreement, to the extent of any right to offset from any monies owing from SCC 16 to the City

pursuant to the Construction Agreement. In the event the Parking Structure Lease Back is

terminated, the Master Lease between the City and SCC 16, dated as of February 26, 2008 (as

amended and supplemented) likewise, will terminate, and the Claim by SCC 16 will be treated as

a General Unsecured Claim.

7. Workers Compensation Liabilities.

As of June 30, 2013 (the most recent date for which data is available), the City had an

outstanding liability of approximately $51,087,000 in workers compensation claims. Pursuant to
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the Plan, such claims will be paid in the ordinary course of business as holders of Class 17 claims.

Accordingly, no proofs of claim were required for members of Class 17.

8. Claims Relating to the Lease Out/Lease Back Transactions.

a. Background.

The City has a number of outstanding General Fund financing lease obligations. The

lease financing transactions involving Ambac, Assured Guaranty, and NPFG as insurers of the

related bond issues have been compromised and settled during the case (the terms of which are

incorporated in the Plan), one will be assumed and thus will be Unimpaired, and the financing

leases involving Franklin as the sole holder of the related bonds will be rejected.

In general, the financing lease obligations have a similar structure: a lease out of City-

owned property to either the Financing Authority or the Redevelopment Agency, and the

simultaneous lease back of the same property to the City by the Financing Authority or the

Redevelopment Agency. The lease out generally involved pre-paid rent for the entire term of the

lease or a token payment of rent plus delivery of the related bond proceeds to the Financing

Authority or the Redevelopment Agency. The lease back involved the City paying rent semi-

annually for the leased premises.

The Financing Authority or the Redevelopment Agency then assigned its right to receive

rental payments (along with certain other rights relevant to the enforcement of remedies) under

the applicable lease back to an Indenture Trustee. Finally, the Financing Authority or the

Redevelopment Agency issued bonds, or the Indenture Trustee executed and delivered certificates

of participation, and transferred the proceeds to the City for expenditure on capital improvements.

Payment of the principal of and interest on the bonds and certificates is made through the

applicable Indenture Trustee, pursuant to, inter alia, the terms of the related indenture or trust

agreement, from the proceeds of rental payments received from the City pursuant to the terms of

the applicable lease back and related assignment.

For transactions involving certificates of participation, the lease payments are divided into

“principal components” and “interest components,” the sum of which in each rental period make

up the rent payable for that rental period. This allocation is required in order for the interest
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components to be treated as tax-exempt under federal tax law. The sum of the principal

components is referred to as the principal amount of the transaction. Transactions such as the

ones into which the City entered are structured this way to comply with the so-called “lease

exception” to the indebtedness limitations in article 16, section 18 of the California Constitution,

as described in City of Los Angeles v. Offner, 19 Cal. 2d 483 (1942) and Dean v. Kuchel, 35 Cal.

2d 444 (1950), the California Supreme Court cases that establish the lease exception. These types

of leases are often referred to as “Offner-Dean” leases (referred to herein as financing leases).8

An important feature of these leases is that they cannot be accelerated, which is a

corollary to the requirement of the Offner and Dean cases that the City’s obligation to pay rent

under the leases back is limited to payment for beneficial use and occupancy of the leased

premises during the rental period for which payment is due.

b. 2003 Fire/Police/Library Leases.

The Ambac Settlement Agreement restructures the City’s obligations under the 2003

Fire/Police/Library Certificates and provides additional liquidity for the City.

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the City of Stockton Certificates

of Participation (Redevelopment Housing Projects) Series 2003A, issued on June 27, 2003, in the

original principal amount of $1,160,000 (the “2003A Fire/Police/Library Certificates”) and the

Certificates of Participation (Redevelopment Housing Projects) Taxable Series 2003B, issued on

June 27, 2003, in the original principal amount of $12,140,000 (the “2003B Fire/Police/Library

Certificates”, and together with the 2003A Fire/Police/Library Certificates, the “2003

Fire/Police/Library Certificates”). Wells Fargo is the trustee under the 2003

Fire/Police/Library Certificates Trust Agreement (together with any successor trustee, the “2003

Fire/Police/Library Certificates Trustee”). A reserve fund exists for the 2003A

Fire/Police/Library Certificates with a balance as of September 1, 2013 of $59,746.48 and for the

2003B Fire/Police/Library Certificates with a balance as of September 1, 2013 of $706,781.35

8 Were the obligations to stretch over more than one year, they would require voter approval as per article 16,
section 18.
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(together, the “2003 Fire/Police/Library Certificates Reserve Fund”). The funds in the 2003

Fire/Police/Library Certificates Reserve Fund are pledged to support payment of the lease

payments under the Fire/Police/Library Lease Out evidenced and represented by the 2003

Fire/Police/Library Certificates. The 2003 Fire/Police/Library Certificates are insured by Ambac.

The City also entered into a Reimbursement Agreement, dated as of June 1, 2003 (the “2003

Fire/Police/Library Certificates Reimbursement Agreement”), with the former

Redevelopment Agency of the City of Stockton (the “Former Redevelopment Agency”). The

City, as successor (the “Successor Agency”) to the Former Redevelopment Agent per California

Assembly Bill AB x1 26 (2011-12) which dissolved California’s redevelopment agencies as of

February 1, 2012, is successor in interest to the Former Redevelopment Agency under the 2003

Fire/Police/Library Certificates Reimbursement Agreement. Pursuant to the terms of the 2003

Fire/Police/Library Certificates Reimbursement Agreement, the Successor Agency is obligated to

reimburse the City for lease payments the City makes under the Fire/Police/Library Lease Bank

(as defined below) from Housing Set-Aside Amounts (as defined in the 2003 Fire/Police/Library

Certificates Reimbursement Agreement).

(ii) Leased Properties.

As described in more detail below, the properties that are involved in this transaction are

three fire stations, the City’s Main Police Facility, and the Maya Angelou Southeast Branch

Library (collectively, the “Fire/Police/Library Properties”). In order to facilitate the financing

to be provided by the 2003 Fire/Police/Library Certificates, the City, as owner of the

Fire/Police/Library Properties, leased the properties to the Financing Authority pursuant to that

certain Site and Facility Lease dated as of June 1, 2003, for a term ending on June 1, 2033, with a

possible extension of the term to the date upon which the 2003 Fire/Police/Library Certificates

are paid in full (the “Fire/Police/Library Lease Out”). Pursuant to section 510 of the City

Charter, the term of the Fire/Police/Library Lease Out cannot extend for more than 55 years or to

May 31, 2058. The City contemporaneously leased the Fire/Police/Library Properties back from

the Financing Authority for the same number of years pursuant to the terms of a Lease Agreement

dated as of June 1, 2003 (the “Fire/Police/Library Lease Back”). Thus, the City is the lessor
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and the Financing Authority is the tenant under the Fire/Police/Library Lease Out, and the

Financing Authority is the lessor and the City is the tenant in the Fire/Police/Library Lease Back.

As tenant under the Fire/Police/Library Lease Out, the Financing Authority paid rent for

the entire lease term in a lump sum payment in the amount of $11,838,678.30, being the net

proceeds of the 2003 Fire/Police/Library Bonds. As tenant under the Fire/Police/Library Lease

Back, the City agreed to make semi-annual rental payments in varying amounts (the

“Fire/Police/Library Lease Back Rental Payments”). The Financing Authority assigned to the

2003 Fire/Police/Library Certificates Trustee its rights, other than certain retained rights, under

the Fire/Police/Library Lease Back, including the rights to enforce the lease after default by the

City, and including the stream of Fire/Police/Library Lease Back Rental Payments from the City,

to support the repayment of the 2003 Fire/Police/Library Certificates. The repayment obligation

is non-recourse to the Financing Authority, and the 2003 Fire/Police/Library Certificates are

payable solely from the 2003 Fire/Police/Library Certificates Reserve Fund and the

Fire/Police/Library Lease Back Rental Payments.

The subject properties are the Fire/Police/Library Properties, which consist of City’s Main

Police Facility, located at 22 E. Market Street; the Maya Angelou Southeast Branch Library,

located at 2324 Pock Lane; Fire Station No. 1, located at 1818 Fresno Avenue; Fire Station No. 5,

located at 3499 Manthey Road; and Fire Station No. 14, located at 3019 McNabb Street.

 Fire Stations. The City owns 13 fire stations, of which 12 are operating. Fire

Stations No. 1, 5, and 14 were built in 1995-96. Each station primarily serves the

neighborhood in which it is located and occupies a half-acre site with a building of

approximately 5,000 square feet. Station No. 1 is located in the south area of the

City in the South Stockton Redevelopment Project Area; it was closed as a result

of budget cuts. Station No. 5 is located in the south area off Interstate 5 in the

Weston Ranch Subdivision. Station No. 14 is located in the north area in a newer

residential community commonly referred to as Spanos Park located off

Interstate 5 and Eight Mile Road.
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 Main Police Facility. The Main Police Facility is located in the downtown area of

the City. It was built in 1970 on a two-acre site and includes approximately

44,000 square feet of building space with 140 parking spaces.

 Library. The Maya Angelou Southeast Branch Library is located in the south

area of the City. It was built in 1996 on a 1.8-acre site and includes approximately

20,000 square feet of building space. The library serves the residents of both the

City and San Joaquin County in multiple South Stockton neighborhoods and is one

of 12 libraries that comprise the Stockton-San Joaquin County Public Library

System.

(iii) Ambac Settlement Agreement.

On February 26, 2013, the City filed a motion with the Bankruptcy Court in which it

requested the Bankruptcy Court to enter an order approving the Ambac Settlement Agreement

[Dkt. No. 723]. A copy of the Ambac Settlement Agreement 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 on

February 26, 2013 [Dkt. No. 725]. On April 24, 2013, the Bankruptcy Court entered its order

granting the Ambac Settlement Agreement Motion in its entirety and approving the Ambac

Settlement Agreement in its entirety [Dkt. No. 888].

Pursuant to the Ambac Settlement Agreement, Ambac and the 2003 Fire/Police/Library

Certificates Trustee will forbear from exercising their rights under the 2003 Fire/Police/Library

Certificates in exchange for payment of their attorneys’ fees, certain General Fund Payments (as

defined in the Ambac Settlement Agreement) towards the principal of and interest on the

Certificates, the assignment to the 2003 Fire/Police/Library Certificates Trustee of the City’s

rights under the Certificates, the collateral assignment and pledge to the 2003 Fire/Police/Library

Certificates Trustee of all of the City’s rights, title and interest under the 2003 Fire/Police/Library

Certificates Reimbursement Agreement, including its right to the Housing Set-Aside Amounts

(the “2003 Housing Set-Aside Rights”), the further assignment of the 2003 Housing Set-Aside

Rights by the 2003 Fire/Police/Library Certificates Trustee to Ambac if and when required by the
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terms of the 2003 Fire/Police/Library Certificates Supplemental Trust Agreement (as defined

below), and the sale of certain City and Successor Agency properties for proceeds that will be

paid toward the principal of and interest on the Certificates. It also requires that the 2003

Fire/Police/Library Certificates Reserve Fund be distributed toward the principal of and interest

on the Certificates. Finally, the agreement requires that Ambac support and vote in favor of the

Plan so long as it is consistent with the agreement approved by the Bankruptcy Court.

c. 2004 Arena Leases.

The Plan does not alter the payment of principal of, or payment of interest on, the 2004

Arena Bonds (defined below), which payments shall continue to be made in accordance with, and

subject to, the terms of the applicable policy issued by NPFG. Pursuant to the terms of the NPFG

Arena Settlement and the Plan, the City will assume the Arena Lease Out and the Arena Lease

Back as modified by the NPFG Arena Settlement.

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the Redevelopment Agency of

the City of Stockton Revenue Bonds, Series 2004, (Stockton Events Center – Arena Project)

issued on March 16, 2004, in the aggregate principal amount of $47,000,000 (the “2004 Arena

Bonds”). Wells Fargo is the indenture trustee under the 2004 Arena Bonds Indenture (together

with any successor trustee, the “2004 Arena Bond Trustee”). A reserve fund exists for the 2004

Arena Bonds with a balance as of September 1, 2013, of $3,511,392.02 (the “2004 Arena Bond

Reserve Fund”). The funds in the 2004 Arena Bond Reserve Fund are pledged to support

repayment of the 2004 Arena Bonds. The 2004 Arena Bonds are insured by NPFG.

As described in more detail below, the property and facility involved in this transaction is

the Stockton Arena (as more particularly described below, the “Arena”). In order to facilitate the

financing provided by the 2004 Arena Bonds, the City, as owner of the Arena, leased the Arena to

the Redevelopment Agency pursuant to that certain Site Lease dated as of March 1, 2004, for a

term ending on September 1, 2036, with a possible extension of the term, or reduction in term, to

the date upon which the 2004 Arena Bonds are paid in full (the “Arena Lease Out”). Under

section 510 of the City Charter, the Arena Lease Out may not extend for more than 55 years, or
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until February 28, 2059. The City contemporaneously leased the Arena back from the

Redevelopment Agency for the same number of years (but the lease term cannot extend beyond

September 1, 2046) pursuant to the terms of that certain Lease Agreement dated as of March 1,

2004 (the “Arena Lease Back”). Thus, the City is the lessor and the Redevelopment Agency is

the tenant under the Arena Lease Out transaction, and the Redevelopment Agency is the lessor

and the City is the tenant in the Arena Lease Back transaction.

As tenant under the Arena Lease Out, the Redevelopment Agency paid rent for the entire

lease term in the amount of $1.00. The Redevelopment Agency agreed under the Arena Lease

Back to allow the City to use the proceeds of the 2004 Arena Bonds to construct the Arena

facilities. As tenant under the Arena Lease Back, the City agreed to make semi-annual rental

payments in varying amounts ($2,570,687 for fiscal year 2012-13, $2,621,346 for fiscal year

2013-14, $2,673,221 for fiscal year 2014-15, etc.) (the “Arena Lease Back Rental Payments”).

The Redevelopment Agency assigned its rights under the Arena Lease Back, including the rights

to enforce the lease after default by the City, and including the stream of Arena Lease Back

Rental Payments from the City, to support the repayment of the 2004 Arena Bonds. In addition,

pursuant to the terms of that certain Pledge Agreement between the City as pledgor and the

Redevelopment Agency as pledgee dated as of March 1, 2004 (the “Arena Pledge Agreement”),

the City pledged certain incremental tax revenues (the “Pledged Tax Increment”) expected to be

collected from the West End Urban Renewal Project No. 1, a former development project area

consisting of 642 acres surrounding and including the Arena, located in the heart of downtown

Stockton, just north of the City’s Crosstown Freeway and east of Interstate 5, containing a mix of

commercial, industrial, and residential uses (the “West End Project Area”). As a result of the

enactment of Assembly Bill X1 26 (“AB 26”) as modified by Assembly Bill 1484 (“AB 1484”),

amending certain sections of the California Health and Safety Code, which together effected the

dissolution of redevelopment agencies in the State of California, certain other tax increment

monies formerly allocated to the former redevelopment agencies have been transferred to their

successor agencies (in this case, the City acting in that capacity) and are available in addition to

pledged revenues to pay enforceable obligations such as the Arena Pledge Agreement (the
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“Additional Tax Increment Revenues”). No other revenues or assets are pledged to support the

repayment of the 2004 Arena Bonds, the repayment obligation is non-recourse to the

Redevelopment Agency, and the 2004 Arena Bonds are payable solely from the 2004 Arena Bond

Reserve Fund, the Arena Lease Back Rental Payments, the Pledged Tax Increment, and the

Additional Tax Increment Revenues.

(ii) Leased Property.

The subject property is the land described as Parcel 4, as shown on the Parcel Map filed

for record in the office of the Recorder of the County of San Joaquin, State of California, on

March 4, 2003, in Book 23 of Maps, Page 15, and the Arena located thereon, an indoor facility

capable of hosting events such as ice hockey, indoor football, indoor soccer, concerts, boxing

events, rodeos, and other such indoor events, and located at 248 West Fremont Street in

downtown Stockton. The Arena includes officials’ facilities, media facilities, food services

facilities, 24 luxury suites for approximately 288 patrons, the Record Press Club Level with 344

Club Seats, 5,000 square feet of conference space, and ample backstage amenities. The Arena

can be configured for 8,600 to 12,000 seats, based upon the nature of the event. The Arena sports

an 85 by 200 foot ECHL regulation ice sheet and is home to the Stockton Thunder ice hockey

team.

The Arena is part of the Stockton Events Center project (the “Events Center Project”),

which also includes a baseball stadium with a seating capacity of approximately 5,000 people, the

University Plaza Waterfront Hotel and University Lofts, the Stockton Events Center Parking

Structure, and approximately 60,000 square feet of retail/commercial space. The Events Center

Project, including the Arena, is located in downtown Stockton on approximately 24 acres

immediately north of and adjacent to the Stockton Channel and within the West End Project Area.

The Arena currently operates at a net loss before debt service and requires a General Fund

subsidy to support operations.

(iii) NPFG Arena Settlement.

The City has reached an agreement with NPFG and the 2004 Arena Bond Trustee

regarding the Arena Lease Out, the Arena Lease Back, and the Pledged Tax Increment. The
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terms are contained in the NPFG Arena Settlement. In general, with respect to the Arena, the

NPFG Arena Settlement provides that, subject to the modification of the payment terms of the

Arena Lease Back in accordance with the terms of the NPFG Arena Settlement, on the Effective

Date, the City will assume the Arena Lease Back (as modified), and as a result, the City will

continue to remain in possession, custody, and control of the Arena.

d. 2004 Parking Structure Leases.

The Plan does not alter the payment of principal of, or payment of interest on, the 2004

Parking Bonds (defined below), which payments shall continue to be made in accordance with,

and subject to, the terms of the applicable policy issued by NPFG. Pursuant to the terms of the

NPFG Parking Settlement and the Plan, the City will assume the Parking Structure Lease Out and

the Parking Structure Lease Back as modified by the NPFG Parking Settlement.

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the Stockton Public Financing

Authority Lease Revenue Bonds, Series 2004, (Parking and Capital Projects) issued on June 25,

2004, in the aggregate principal amount of $32,785,000 (the “2004 Parking Bonds”). Wells

Fargo is the indenture trustee under the 2004 Parking Bonds Indenture (together with any

successor trustee, the “2004 Parking Bond Trustee”). A reserve fund exists for the 2004

Parking Bonds with a balance as of September 1, 2013, of $78,693.23 (the “2004 Parking Bond

Reserve Fund”). The funds in the 2004 Parking Bond Reserve Fund are pledged to support

repayment of the 2004 Parking Bonds. The 2004 Parking Bonds are insured by NPFG.

As described in more detail below, the properties and facilities involved in this transaction

are the Edmund S. Coy Parking Structure, the Stockton Events Center Parking Structure, and the

Market Street Garage (as more particularly defined below, the “Parking Structure Properties”).

In order to facilitate the financing provided by the 2004 Parking Bonds, the City, as owner of the

Parking Structure Properties, leased the properties to the Financing Authority, pursuant to a site

and facility lease dated as of June 1, 2004, for a term ending on September 1, 2034, with a

possible extension of the term to the date upon which the 2004 Parking Bonds are paid in full (the

“Parking Structure Lease Out”). Pursuant to section 510 of the City Charter, the term of the
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Parking Structure Lease Out cannot extend for more than 55 years or to May 31, 2059. The City

contemporaneously leased the properties back from the Financing Authority for the same number

of years pursuant to the terms of the Lease Agreement dated as of September 1, 2004 (the

“Parking Structure Lease Back”). Thus, the City is the lessor and the Financing Authority is

the tenant under the Parking Structure Lease Out transaction, and the Financing Authority is the

lessor and the City is the tenant in the Parking Structure Lease Back transaction.

As tenant under the Parking Structure Lease Out, the Financing Authority paid rent for the

entire lease term in the amount of $1.00. Pursuant to the Parking Structure Lease Back, the

Financing Authority agreed to provide to the City the net proceeds of the 2004 Parking Bonds

(with gross proceeds equal to $32,785,000), which were used by the City to fund the construction

of the Edmund S. Coy Parking Structure (described below) and other capital improvements. As

tenant under the Parking Structure Lease Back, the City agreed to make semi-annual rental

payments in varying amounts ($1,960,916 for fiscal year 2012-13) (the “Parking Structure

Lease Back Rental Payments”). The Financing Authority assigned its rights under the Parking

Structure Lease Back, including the rights to enforce the lease after default by the City, and

including the stream of Parking Structure Lease Back Rental Payments from the City, to support

the repayment of the 2004 Parking Bonds. No other revenues or assets are pledged to support the

repayment of the 2004 Parking Bonds, the repayment obligation is non-recourse to the Financing

Authority, and the 2004 Parking Bonds are payable solely from the Parking Structure Lease Back

Rental Payments.

Even before filing the Chapter 9 Case, due to a lack of revenues generated by the Parking

Structure Properties, and as a result of the deteriorating finances of the City, the City defaulted in

the payment of the Parking Structure Lease Back Rental Payments. As a result of these

circumstances, the 2004 Parking Bond Trustee filed suit to enforce the Parking Structure Lease

Back, with the result that the Superior Court of the State of California for the County of San

Joaquin issued two decisions on April 19, 2012, one granting the 2004 Parking Bond Trustee

“Judgment of Possession After Unlawful Detainer” and also appointing a receiver for the Parking

Structure Properties under an “Order Appointing Receiver.” See Wells Fargo Bank, National
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Association v. City of Stockton, Superior Court of the State of California, County of San Joaquin,

case no. 39-2012-00277622-CU-UD-STK.

(ii) Leased Properties.

The subject properties consist of three parking structures that continue to be owned by the

City (subject to the Parking Structure Lease Out to the Financing Authority and the Parking

Structure Lease Back from the Financing Authority) (the “Parking Structure Properties”).

(a) Edmund S. Coy Parking Structure.

This structure is located at N. Hunter Street and E. Channel Street in downtown Stockton.

The six-story parking structure provides approximately 575 parking spaces to the Central

Business District to accommodate parking for existing retail, commercial, and office

development. The structure has approximately 7,500 square feet of ground-level

commercial/retail fronting E. Channel Street and was constructed using a single-threaded helix

design. The total cost of construction was originally estimated at $9,540,000, with all such

amounts provided by proceeds of the 2004 Parking Bonds.

(b) Stockton Events Center Parking Structure.

This structure is located in the vicinity of Fremont and Van Buren Streets in downtown

Stockton. The seven-story parking structure provides approximately 600 parking spaces on the

north shore of the Stockton Channel to accommodate sports fans, concert goers, and event

attendees. The structure has approximately 7,500 square feet of ground-level commercial/retail

fronting Fremont Street and was constructed using a single-threaded helix design. The total cost

of construction was originally estimated at $9,595,000, with all such amounts provided by

proceeds of the 2004 Parking Bonds.

(c) Market Street Garage.

This structure is located within the City’s Central Parking District on Market Street

between Sutter and California Streets and was constructed in 1989. The four-story parking

structure provides approximately 780 parking spaces and provides both monthly parking for

employees of downtown businesses and hourly parking for patrons of downtown businesses. The

structure also houses the Central Parking District management offices.
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(iii) NPFG Parking Settlement.

The City has reached an agreement with NPFG and the 2004 Parking Structure Bond

Trustee regarding the Parking Structure Lease Out and the Parking Structure Lease Back. The

terms are contained in the NPFG Parking Settlement. In general, with respect to the Parking

Structure Properties, the NPFG Parking Settlement provides that the City will create a new

parking authority for the City that will be comprised of the Parking Structure Properties plus other

downtown parking structures and lots, and downtown parking meters and parking enforcement

revenues; that revenues from the newly created parking authority will be pledged to the 2004

Parking Bond Trustee to make payments from the revenues of the parking authority; and that the

City’s General Fund will have no liability for the modified payment schedule.

The effectiveness of the NPFG Settlement is contingent upon the entry into the SCC 16

Settlement Agreement. In the event the parties are unable to agree to the terms of such settlement

that is acceptable to NPFG, then the City, at the request or direction of the 2004 Parking Bond

Trustee or NPFG, shall take such actions (if any) that may be required by the 2004 Parking Bond

Trustee or NPFG to terminate the Parking Structure Lease Back as part of an alternative

arrangement that is acceptable to the City and the 2004 Parking Bond Trustee that is not

conditioned on the occurrence of such settlement. As a result, the parking authority will obtain

possession, custody, and control of the Parking Structure Properties.

e. 2006 SEB Leases.

The Plan does not alter the payment of principal of, or payment of interest on, the 2006

SEB Bonds (defined below), which payments shall continue to be made in accordance with, and

subject to, the terms of the applicable policy issued by NPFG. On the Effective Date, pursuant to

the NPFG SEB Settlement, the City will assume the SEB Lease Back and the SEB Lease Out

under section 365(a).

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the Stockton Public Financing

Authority 2006 Lease Revenue Refunding Bonds, Series A, issued on April 6, 2006, in the

aggregate principal amount of $13,965,000 (the “2006 SEB Bonds”). Wells Fargo is the
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indenture trustee under the 2006 SEB Bonds Indenture (together with any successor trustee, the

“2006 Bond Trustee”). A reserve fund exists for the 2006 SEB Bonds in an amount equal to the

initial reserve requirement funded by a surety policy for the reserve fund issued by NPFG, which

such initial reserve requirement equals $919,093.75 (the “2006 SEB Bond Reserve Fund”). The

funds in the 2006 Bond Reserve Fund are pledged to support repayment of the 2006 SEB Bonds.

Payment of principal of and interest on the 2006 SEB Bonds is insured by NPFG pursuant to the

terms of an insurance policy with respect to the 2006 SEB Bonds.

As described in more detail below, the properties that are involved in this transaction are

the Stewart/Eberhardt Building and the adjacent parking facility (the “SEB Properties”). In

order to facilitate the financing to be provided by the 2006 SEB Bonds, the City, as owner of the

SEB Properties, leased the properties to the Financing Authority pursuant to that certain Ground

Lease dated as of March 1, 2006, for a term ending on August 1, 2031, with a possible extension

of the term to the date upon which the 2006 SEB Bonds are paid in full, but in any event no later

than August 1, 2041 (the “SEB Lease Out”). The City contemporaneously leased the SEB

Properties back from the Financing Authority for the same number of years pursuant to the terms

of Lease Agreement dated as of March 1, 2006 (the “SEB Lease Back”). Thus, the City is the

lessor and the Financing Authority is the tenant under the SEB Lease Out transaction, and the

Financing Authority is the lessor and the City is the tenant in the SEB Lease Back transaction.

As tenant under the SEB Lease Out, the Financing Authority paid rent for the entire lease

term in the amount of $1.00. As tenant under the SEB Lease Back, the City agreed to make semi-

annual rental payments in varying amounts ($907,494 for fiscal year 2012-13, $906,194 for fiscal

year 2013-14, $909,194 for fiscal year 2014-15, etc.) (the “SEB Lease Back Rental Payments”).

The Financing Authority assigned to the 2006 SEB Bond Trustee its rights under the SEB Lease

Back, including the rights to enforce the lease after default by the City, and including the stream

of SEB Lease Back Rental Payments from the City, to support the repayment of the 2006 SEB

Bonds. No other revenues or assets are pledged to support the repayment of the 2006 SEB

Bonds, the repayment obligation is non-recourse to the Financing Authority, and the 2006 SEB

Bonds are payable solely from the 2006 Bond Reserve Fund and the SEB Lease Back Rental
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Payments. The City is not in default under the SEB Lease Back, and to date all amounts due on

the 2006 SEB Bonds have been paid in full and on time.

(ii) Leased Properties.

The subject properties consist of the Stewart/Eberhardt Building (the “Eberhardt

Building”) located at 22 East Weber Avenue and the adjacent public parking facility located at

15 North El Dorado Street in downtown Stockton, both of which continue to be owned by the

City (subject to the SEB Lease Out to the Financing Authority and the SEB Lease Back from the

Financing Authority) (as described below, the “SEB Properties”).

(a) Stewart/Eberhardt Building.

The Eberhardt Building is a four-story, 99,792-square-foot, steel and precast concrete-clad

office building constructed in 2001. It was designed to meet the standard for, and is certified as,

an Essential Services Building, as defined in the Essential Services Buildings Seismic Safety Act

of 1986, commencing with section 16000 of the California Health and Safety Code. It currently

houses several city departments including Human Resources, Police Investigations, Public

Works, and the Police Crime Lab.

(b) SEB Parking Facility.

The SEB public parking facility is a 284,423-square-foot, eight-level, reinforced masonry

and cast-in-place concrete structure with approximately 780 parking spaces. Constructed in 2001,

it also includes approximately 7,000 square feet for Police Department property storage and a

“sally port” exclusively for police functions on the ground floor.

(iii) Lease Assumption; NPFG SEB Settlement.

The City has determined that the SEB Properties constitute mission-critical facilities for

the continued operations of City departments housed in the SEB Properties, and that rejection of

the SEB Lease Back and the SEB Lease Out and the resulting need for the City to provide

alternative facilities for the City departments located at the SEB Properties, would result in

serious jeopardy to the uninterrupted provision of essential services to the citizens of the City, and

would cause the City to incur significant relocation expenses and alternative facility expenses. As
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a result, the City has decided to assume the SEB Lease Back and the SEB Lease Out under

section 365(a).

The City has reached an agreement with NPFG and the 2006 SEB Bond Trustee regarding

the SEB Lease Out and the SEB Lease Back. The terms are contained in the NPFG SEB

Settlement. In general, with respect to the SEB Properties, the NPFG SEB Settlement provides

that the City will assume the SEB Lease Back, and as a result, the City will continue to remain in

possession, custody and control of the SEB Properties.

f. 2007 Office Building Leases.

The Plan does not alter the payment of principal of, or payment of interest on, the 2007

Office Building Bonds (defined below), which payments shall continue to be made in accordance

with, and subject to, the terms of the applicable policy issued by Assured Guaranty.

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the Stockton Public Financing

Authority Variable Rate Demand Lease Revenue Bonds, 2007 Series A (Building Acquisition

Financing Project), issued on November 29, 2007, in the aggregate principal amount of

$36,500,000 (the “2007 Series A Bonds”) and the Stockton Public Financing Authority Taxable

Variable Rate Demand Lease Revenue Bonds, 2007 Series B (Building Acquisition Financing

Project), issued on November 29, 2007, in the aggregate principal amount of $4,270,000 (the

“2007 Series B Bonds” and together with the 2007 Series A Bonds, the “2007 Office Building

Bonds”). Wells Fargo is the indenture trustee under the 2007 Office Building Bonds Indenture

(together with any successor trustee, the “2007 Office Building Bond Trustee”). The 2007

Office Building Bonds are insured by Assured Guaranty.

As described in more detail below, the property that is involved in this transaction is an

office building that was purchased with the net proceeds of the 2007 Office Building Bonds and

located at 400 E. Main Street in Stockton (the “400 E. Main Office Building Property”). In

order to facilitate the financing to be provided by the 2007 Office Building Bonds, the City, as

prospective owner of the 400 E. Main Office Building Property, leased the property to the

Financing Authority pursuant to that certain Site and Facility Lease dated as of November 1,
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2007, for a term ending on September 1, 2048, with a possible extension of the term to the date

upon which the 2007 Office Building Bonds are paid in full, but in any event no later than

September 1, 2058 (the “Office Building Lease Out”). The City contemporaneously leased the

400 E. Main Office Building Property back from the Financing Authority for the same number of

years pursuant to the terms of the Lease Agreement dated as of November 1, 2007 (the “Office

Building Lease Back”). Thus, the City is the lessor and the Financing Authority is the tenant

under the Office Building Lease Out transaction, and the Financing Authority is the lessor and the

City is the tenant in the Office Building Lease Back transaction.

As tenant under the Office Building Lease Out, the Financing Authority paid rent for the

entire lease term in the amount of $1.00. Pursuant to the Office Building Lease Back, the

Financing Authority agreed to provide to the City the net proceeds of the 2007 Office Building

Bonds (with gross proceeds equal to $40,355,000), which the City then used to acquire the 400 E.

Main Office Building Property. As tenant under the Office Building Lease Back, the City agreed

to make annual rental payments in the amount of interest accruing on the 2007 Office Building

Bonds plus principal amortization specified in the Office Building Lease Back (such principal

amortization is scheduled as $155,000 due on September 1, 2012, $165,000 due on September 1,

2013, and $175,000 due on September 1, 2014, etc.) (the “Office Building Lease Back Rental

Payments”). The Financing Authority assigned its rights under the Office Building Lease Back,

including the rights to enforce the lease after default by the City, and including the stream of

Office Building Lease Back Rental Payments from the City, to support the repayment of the 2007

Office Building Bonds. No other revenues or assets are pledged to support the repayment of the

2007 Office Building Bonds, the repayment obligation is non-recourse to the Financing

Authority, and the 2007 Office Building Bonds are payable solely from the Office Building Lease

Back Rental Payments. Even before filing its Chapter 9 Case, due to a lack of revenues generated

by the 400 E. Main Office Building Property, and as a result of the deteriorating finances of the

City, the City defaulted in the payment of the Office Building Lease Back Rental Payments. As

a result, the 2007 Office Building Bond Trustee filed suit to enforce the Office Building Lease

Back, with the result that the Superior Court of the State of California for the County of San
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Joaquin entered a Judgment of Possession on May 31, 2012 authorizing Main Street Stockton

LLC, as designee of the 2007 Office Building Bond Trustee, to enter into possession of the 400 E.

Main Office Building Property. See Judgment of Possession, filed May 31, 2012, Wells Fargo

Bank, National Association v. City of Stockton, Superior Court of California, County of San

Joaquin, case no. 39-2012-00280741-CU-UD-STK.

The 2007 Office Building Bonds were issued as variable rate demand bonds under the

terms of which the interest rate was reset on a weekly basis. Holders of the 2007 Office Building

Bonds had the right to tender their bonds for purchase by the 2007 Office Building Bonds

Trustee, acting as tender agent, on any date. Tendered bonds were to be remarketed to other

investors pursuant to a remarketing agreement between the Financing Authority and a registered

broker dealer. In order to provide liquidity to holders of the 2007 Office Building Bonds in the

event that the tendered bonds could not be so remarketed, the Financing Authority and the City

entered into a Standby Bond Purchase Agreement, dated as of November 29, 2007 (the “Office

Building Standby Agreement”), with Dexia. Under the Office Building Standby Agreement,

Dexia agreed to purchase any 2007 Office Building Bonds that could not be remarketed. In the

event of such a purchase, the bonds so purchased (“Bank Bonds”) were subject to adjustments to

their terms so long as they were held by Dexia. On February 28, 2012, the City Council voted to

commence the AB 506 process, and on April 26, 2012 an event of default of occurred in the

payment by the City of the amounts due under the Office Building Lease Back. As a result of the

announcement of the commencement of the AB 506 process, the occurrence of the default, and

the filing of the Chapter 9 Case, all of the 2007 Office Building Bonds were tendered for

purchase and were unable to be remarketed (the final tender date for the 2007 Series A Bonds is

February 29, 2012, and the final tender date for the 2007 Series B Bonds is September 14, 2012).

Accordingly, Dexia purchased the 2007 Office Building Bonds and is now the sole holder

thereof. As Bank Bonds, the 2007 Office Building Bonds now bear interest at the Default Rate

under the Office Building Standby Agreement, which is equal to the Base Rate plus 3%

(currently, 6.25%).9 In addition, the Bank Bonds are subject to mandatory early redemption over

9 As defined in the Office Building Standby Agreement, Default Rate “means a rate per annum equal to the Base
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a seven-year period, and Assured Guaranty is obligated to insure payment of such early

redemption amounts pursuant to its bond insurance policy.

(ii) Leased Property.

The 400 E. Main Office Building Property is located at 400 East Main Street, Stockton. It

consists of a Class A, eight-story, steel-framed office building totaling approximately 246,541

square feet. The office building is situated on a 2.07-acre site, which is a square block fronting on

East Main Street, Market Street, South California Street, and South Sutter Street. The building

has an “H”-shaped floor plate with office wings flanking a central lobby on the first floor. The

lower three floors step back successively to form terraces extending around the building at

Floors 2, 3, and 4, while the tower above Floor 4 has planar walls. The building’s exterior

consists of polished granite walls with tinted single-pane glass window and painted bronze

aluminum sections. It was constructed in 1988 and is supported by a foundation of cast-in-place

concrete pile in the form of a two-floor subterranean parking garage, which offers a parking ratio

of approximately 2.1 per 1,000 square feet, for a total of approximately 518 stalls. The

400 E. Main Office Building Property continues to be owned by the City (subject to the Office

Building Lease Out to the Financing Authority and the Office Building Lease Back from the

Financing Authority).

The City entered into the Office Building Lease Back in the expectation of making the

400 E. Main Office Building Property its new City Hall—replacing the outdated and crumbling

City Hall built over 100 years ago. While the 400 E. Main Office Building Property did not

become the new City Hall, the City did move certain of its operations there, including its

information technology, and invested several million dollars in upgrades to provide the necessary

cabling and chillers for its main computer servers and related equipment.

Rate plus an amount equal to three hundred basis points (3.00%).” Base Rate “means the higher of (a) the fluctuating
rate per annum equal to the ‘prime rate’ listed daily in the ‘Money Rate’ section of The Wall Street Journal, or if The
Wall Street Journal is not published on a particular Business Day, then, the ‘prime rate’ published in any other
national financial journal or newspaper selected by Dexia, and if more than one such rate is listed in the applicable
publication, the highest such rate shall be used or (b) the Fed Funds Rate plus fifty basis points (0.5%). Any change
in the Base Rate shall take effect on the date specified in the announcement of such change.”
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Because of this investment, after the 2007 Office Building Bond Trustee took possession

of the 400 E. Main Office Building Property, the City and the 2007 Office Building Bond Trustee

entered into a short-term lease pursuant to which the City occupies the fourth floor of the building

(the “Fourth Floor Lease of 400 E. Main”). As described in the Assured Guaranty Settlement

Term Sheet, the Fourth Floor Lease of 400 E. Main, will be superseded by the New 400 E. Main

Lease. The City currently occupies (and pays above market rent for) only the fourth floor of the

400 E. Main Office Building Property. Including the City’s occupancy, the 400 E. Main Office

Building Property is approximately 60% vacant as of September 2013, and barely breaks even on

an operating basis before debt service.

(iii) Assured Guaranty Settlement as Applicable to the 400 E. Main

Office Building Property.

The City has reached an agreement with the 2007 Office Building Bond Trustee and

Assured Guaranty regarding the treatment under the Plan of the Claims arising out of the Office

Building Lease Back Transaction (as well as the Pension Obligation Bonds). The terms are

contained in the Assured Guaranty Settlement. In general, with respect to the 400 E. Main

Property, the Assured Guaranty Settlement provides that the Office Building Lease Out and Lease

Back will be terminated. The City will transfer fee title in the 400 E. Main Office Building

Property to Assured Guaranty or its designee at Assured Guaranty’s election, subject to the New

400 E. Main Lease. Assured Guaranty may elect to keep the property or sell it at some future

date to another purchaser, subject to the New 400 E. Main Lease. Assured Guaranty shall be

entitled to all rent and profits of the property after the transfer, and to all of the sales proceeds of

the property should Assured Guaranty elect to sell the property. The City shall be released from

any and all liability with respect to the 2007 Office Building Bonds and the terminated Office

Building Lease Out and Lease Back and other related bond documents.

Further, the Assured Guaranty Settlement provides that the New 400 E. Main Lease shall

include the terms set forth in the Assured Guaranty Term Sheet, including without limitation the

following: the initial term shall begin on the Effective Date and end on June 30, 2022; the City

shall enjoy exclusive use of the City Space (as defined in the Assured Guaranty Term Sheet); the
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City shall make monthly rent payments as specified in the Assured Guaranty Term Sheet; the

New 400 E. Main Lease supersedes the Fourth Floor Lease of 400 E. Main.

g. 2009 Golf Course/Park Leases.

(i) Financial Instruments Involved.

The financial instruments involved in this transaction are the Stockton Public Financing

Authority Lease Revenue Bonds, 2009 Series A (Capital Improvement Projects), issued on

September 9, 2009, in the aggregate principal amount of $35,080,000 (the “2009 Golf

Course/Park Bonds”). Wells Fargo is the indenture trustee under the 2009 Golf Course/Park

Bonds Indenture (together with any successor trustee, the “2009 Golf Course/Park Bond

Trustee”). A reserve fund exists for the 2009 Golf Course/Park Bonds with a balance as of

September 1, 2013, of $904,380.81 (the “2009 Golf Course/Park Bond Reserve Fund”). The

funds in the 2009 Golf Course/Park Bond Reserve Fund are pledged to support repayment of the

2009 Golf Course/Park Bonds. The 2009 Golf Course/Park Bonds are not insured; however,

Franklin is the sole holder of the bonds.

(ii) Leased Properties.

As described in more detail below, the properties that are involved in this transaction are

Oak Park, the Van Buskirk Golf Course, and the Swenson Golf Course (as defined below, the

“Golf Course/Park Properties”). In order to facilitate the financing to be provided by the 2009

Golf Course/Park Bonds, the City, as owner of the Golf Course/Park Properties, leased the

properties to the Financing Authority, pursuant to a site and facility lease dated as of

September 1, 2009, for a term ending on September 1, 2038, with a possible extension of the term

to the date upon which the 2009 Golf Course/Park Bonds are paid in full. Pursuant to section 510

of the City Charter, the term of the lease cannot extend for more than 55 years or to August 31,

2064 (the “Golf Course/Park Lease Out”). The City contemporaneously leased the properties

back from the Financing Authority for the same number of years pursuant to the terms of the

Lease Agreement dated as of September 1, 2009 (the “Golf Course/Park Lease Back”). Thus,

the City is the lessor and the Financing Authority is the tenant under the Golf Course/Park Lease
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Out transaction, and the Financing Authority is the lessor and the City is the tenant in the Golf

Course/Park Lease Back transaction.

As tenant under the Golf Course/Park Lease Out, the Financing Authority paid rent for the

entire lease term in a lump sum payment in the amount of $1.00. Pursuant to the terms of the

Golf Course/Park Lease Back, the Financing Authority agreed to provide the net proceeds of the

2009 Golf Course/Park Bonds (with gross proceeds equal to $35,080,000) to the City for the

purpose of financing various capital projects. As tenant under the Golf Course/Park Lease Back,

the City agreed to make semi-annual rental payments in varying amounts ($2,415,838 fiscal year

2012-13, $2,923,119 for fiscal year 2013-14, $2,926,332 for fiscal year 2014-15, etc.) (the “Golf

Course/Park Lease Back Rental Payments”). The Financing Authority assigned to the 2009

Golf Course/Park Bond Trustee its rights under the Golf Course/Park Lease Back, including the

rights to enforce the lease after default by the City, and including the stream of Golf Course/Park

Lease Back Rental Payments from the City, to support the repayment of the 2009 Golf

Course/Park Bonds. No other revenues or assets are pledged to support the repayment of the

2009 Golf Course/Park Bonds, the repayment obligation is non-recourse to the Financing

Authority, and the 2009 Golf Course/Park Bonds are payable solely from the Golf Course/Park

Lease Back Rental Payments. A default occurred on March 1, 2012 in the payment by the City of

amounts due under the Golf Course/Park Lease Back.

The subject properties consist of three separate properties, each of which continues to be

owned by the City (subject to the Golf Course/Park Lease Out to the Financing Authority and the

Golf Course/Park Lease Back from the Financing Authority) (as described below, the “Golf

Course/Park Properties”).

(a) Oak Park.

This property is a public park of approximately 61.2 acres, bounded on the east by Union

Pacific railroad tracks, on the north by East Fulton Street, on the south by East Alpine Street, and

on the west by North Sutter and Alvarado Streets. This park features group picnic areas, 20 picnic

tables, two tot lots, 15 barbecue pits, and four restrooms. In addition, Oak Park features 11 tennis

courts; two regulation softball fields; the Billy Hebert Field; a 6,000 seat, regulation professional
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minor league baseball field (renovated in 2002); a multi-use field; a community swimming pool

complex with changing facilities; and an approximately 13,875-square-foot ice-rink facility with

seating for 350. A one-story senior center of approximately 5,000 square feet, which is available

for rental to the public is also located at Oak Park.

(b) Swenson Golf Course.

This property was opened in 1952 and is located on approximately 219 acres at 6803

Alexandria Place. Swenson Golf Course features a classic championship 18-hole, par 72 course;

a nine-hole executive, par three course; a 15-station driving range; two putting greens and a

practice bunker; and paved cart paths. Also located on this property is a clubhouse, an

approximately 2,000-square-foot pro shop, an approximately 5,000-square-foot maintenance and

storage facility, and an approximately 2,500-square-foot café with seating.

(c) Van Buskirk Golf Course.

This property was opened in 1962 and is located on approximately 214.0 acres at 1740

Houston Avenue. The Van Buskirk Golf Course features a classically designed par 72, 18-hole

course, an all-grass driving range with 15 stations, two practice greens, and partially paved cart

paths. Also located on this Property is a clubhouse, an approximately 2,000-square-foot pro shop,

an approximately 5,000-square-foot maintenance and storage facility, and an approximately

2,500-square-foot cafe with seating. The Van Buskirk real property is subject to a senior

reversionary interest, and if it were to be converted from a public recreational use it may revert to

private parties.

All three properties are zoned for their current use, and it would be unlikely that the

zoning could be changed for commercial development, even assuming that commercial

development of any of the properties would be economically viable given Stockton’s current real

estate market. As owner of the fee interest in the property, the City would have to approve any

application for a zoning change.
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(iii) Operating Revenue Shortfalls Experienced for the Golf

Course/Park Properties.

The Golf Course/Park Properties generate revenues, but these revenues have historically

been short of the amounts necessary to cover operating expenses.

The table below lists revenues, expenses, and operating deficits for the two golf courses:10

FY 2010-11
Actual ($)

FY 2011-12
Unaudited
Actual ($)

FY 2012-13
Projected ($)

Revenues
Swenson Golf Course
Van Buskirk Golf Course

1,126,374
532,091

1,260,192
597,066

1,073,415
495,366

Expenses
Swenson Golf Course
Van Buskirk Golf Course

1,195,093
802,591

1,390,097
816,755

1,289,120
702,248

Operating Deficit
Swenson Golf Course
Van Buskirk Golf Course

(68,719)
(270,500)

(129,905)
(219,689)

(215,705)
(206,882)

Operating deficits for Oak Park are difficult to calculate with precision because revenues

for certain facilities, such as the pool, the softball fields, and the senior center, are pooled with

revenues from related City facilities. For the past three years, however, these operating deficits

are estimated to be approximately $400,000 per year.

As a result, each of the properties generates no revenues at all to service the debt

obligations of the 2009 Golf Course/Park Bonds. Instead, the City has historically utilized certain

unpledged revenues and made expenditures from the General Fund to cover the operating

shortfalls of the Golf Course/Park Properties and to pay debt service on the 2009 Golf

Course/Park Bonds.

(iv) Lease Rejection by City.

The City has determined that it cannot afford to pay the debt service on the 2009 Golf

Course/Park Bonds from General Fund revenues or from other unpledged revenues. As a result,

10 Data from “Community Services Department, Golf – 481, 2013-14 Adopted Budget,” in City of Stockton 2013-
2014 Annual Budget (2013) at H-23, available at http://www.stocktongov.com/files/2013-
2014_Adopted_Budget.pdf.
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the City has decided to reject the Golf Course/Park Lease Out and the Golf Course/Park Lease

Back under section 365(a).

The practical consequences of such lease rejection are difficult to predict. As a result of

the rejection by the City of the Golf Course/Park Lease Out, the 2009 Golf Course/Park Bond

Trustee, as the tenant pursuant to the assignment from the Financing Authority of all of its rights

under the Golf Course/Park Lease Out, may have the option under section 365(h) to remain in

possession of the Golf Course/Park Properties for the balance of the term of the Golf Course/Park

Lease Out so long as the rent is paid and other amounts to be paid by it under the Golf

Course/Park Lease Out are paid (and the City reserves its rights to contest or place limitations

upon such election), or to treat the rejection of the Golf Course/Park Lease Out as a termination

of the same and thereby allow possession and control of the Golf Course/Park Properties to

remain with the City. Should the 2009 Golf Course/Park Bond Trustee succeed in remaining in

possession and control of the Golf Course/Park Properties, the City would be relieved of the

obligation under the Golf Course/Park Lease Back to pay for expenses associated with the Golf

Course/Park Properties, including utilities, insurance, and maintenance expenses, all of which

would instead be borne by the 2009 Golf Course/Park Bond Trustee. The rent under the Golf

Course/Park Lease Out was paid in a lump sum from the proceeds of the 2009 Golf Course/Park

Bonds. The City would, however, continue to ensure that the Golf Course/Park Properties are run

in a professional manner.

The actual decision will likely be made by Franklin, as the current holder of the 2009 Golf

Course/Park Bonds, or its successor(s) should Franklin transfer ownership of the bonds. Franklin

would have at least these options: (1) treat the rejection as a breach of the lease, make a claim for

damages for breach of lease and allow possession and control of the Golf Course/Park Properties

to remain with the City (and the City would then need to make the decision of whether to

continue to operate the Golf Course/Park Properties and underwrite the operating losses or close

the Golf Course/Park Properties and pay for the closure, maintenance and other holding costs);

(2) attempt to exercise the option under section 365(h) to remain in possession and either operate

the Golf Course/Park Properties (and underwrite the operating deficits, likely in the hope that
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such operating deficits can be converted into operating profits), or hold the Golf Course/Park

Properties without operating them (and underwrite the closure, maintenance and other holding

costs) in order to sell the rights to the remaining term of the Golf Course/Park Lease Out to a third

party. Although theoretically possible, the City believes it is unlikely that Franklin would decide

to remain in possession of the Golf Course/Park Properties for the balance of the term of the Golf

Course/Park Lease Out and shut the properties down, which would obligate Franklin to pay all of

the holding costs of the Golf Course/Park Properties without realizing any revenue at all from the

operation of the properties.

The City is party to executory contracts with vendors, managers and operators of services

and facilities located at the Golf Course/Park Properties (e.g., the Golf Courses are operated by a

management company, as is the ice rink, etc.). Should the City not be in a position to continue to

operate the Golf Course/Park Properties (because Franklin is successful in causing the 2009 Golf

Course/Park Bond Trustee to remain in possession), the City will likely reject the executory

contracts related to the properties. However, if the City remains in possession and control of the

properties, the City will likely re-negotiate such contracts or may assume such executory

contracts.

At this time the City does not know whether the 2009 Golf Course/Park Bond

Trustee/Franklin would decide to attempt to remain in possession (which the City may contest or

attempt to impose conditions upon). When the City is in a position to make such decisions, the

City will decide to reject, assume or renegotiate executory contracts with such vendors and other

parties.

Should the 2009 Golf Course/Park Bond Trustee/Franklin be successful in remaining in

possession of the Golf Course/Park Properties, at the end of the term of the Golf Course/Park

Lease Out, possession, custody and control of the Golf Course/Park Properties will revert to the

City as the owner of the Golf Course/Park Properties.

9. Pension Obligation Bonds.

The Pension Obligation Bonds are the City of Stockton 2007 Taxable Pension Obligation

Bonds issued on April 5, 2007 in the aggregate principal amount of $125,310,000 pursuant in part
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to an Indenture of Trust, dated as of April 1, 2007, by and between the City and the Pension

Obligation Bonds Trustee, to refinance a portion of the obligation of the City to make payments

to CalPERS for retirement benefits accruing to the City’s employees and retirees. The Pension

Obligation Bonds are insured by Assured Guaranty. As of the Petition Date, the unpaid principal

balance of the Pension Obligation Bonds is approximately $124,280,000 plus accrued and unpaid

interest and costs due to Assured Guaranty.

The City has reached an agreement with the Pension Obligation Bonds Trustee and

Assured Guaranty regarding the treatment under the Plan of the Claims arising out of the Pension

Obligation Bonds (as well as the Office Building Lease Back Transaction). The terms are

contained in the Assured Guaranty Settlement. In general, with respect to the Pension Obligation

Bonds, this agreement provides as follows:

 The City agrees to make non-contingent payments on the Pension Obligation

Bonds in each fiscal year equal to the sum of the 2007 Lease Ask Payments,

Special Fund Payments, and Supplemental Payments on the dates and in the

amounts set forth in the Assured Guaranty Term Sheet.

 Assured Guaranty shall also be entitled to Contingent Payments in accordance

with the City’s Contingent Payment Model, a copy of which is attached to the

Assured Guaranty Term Sheet as Exhibit A. If the City does not exceed its

baseline financial projections in the upcoming years, Assured Guaranty would

receive no Contingent Payments. However, if the City were to exceed its financial

projections over the years—which the City and Assured Guaranty believe may be

achievable—Assured Guaranty would receive Contingent Payments until Assured

Guaranty has received payment in full on the Pension Obligation Bond Class 6

Claims; provided, that the last date a Contingent Payment is required to be paid is

June 1, 2052. Contingent Payments will be based upon the City’s budget in each

year, subject to adjustment following year-end audit.
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 Contingent Payments on the Pension Obligation Bonds for each fiscal year shall be

paid on June 1 of such fiscal year, commencing June 1, 2018 and ending on

June 1, 2052, subject to adjustment based on audits as mentioned above.

This settlement structure may result in Assured Guaranty receiving payment in full on account of

the Pension Obligation Bonds depending on the level and timing of future Core Revenue growth

of the City.

10. Statement Regarding Liabilities.

While the City’s review and analysis of Claims is ongoing, the City disputes a number of

the Claims that have been asserted against it. Given the inherent uncertainty of litigation, no

assurance can be given regarding the successful outcome of any litigation that may be initiated in

objection to Claims or regarding the ultimate amount of unsecured Claims that will be allowed

against the City.

As described below, the Plan enables the City to file objections to Claims at any time

within 180 days after the Effective Date. The Plan also provides for the City to retain any and all

defenses, offset and recoupment rights, and counterclaims that may exist with respect to any

disputed Claim, whether under the Bankruptcy Code or otherwise. The City reserves all rights

with respect to the allowance and disallowance of any and all Claims. In voting on the Plan,

creditors may not rely on the absence of a reference in this Disclosure Statement or the Plan

or the absence of an objection to their proof(s) of claim as any indication that the City

ultimately will not object to the amount, priority, security, or allowance of their Claims.

B. Assets.

1. Capital Assets; Valuation and Sale Thereof.

The City owns numerous and varied capital assets, including buildings, roads,

infrastructure and utility improvements, parks, undeveloped real property and service vehicles

(such as fire trucks, police cars and street equipment). Virtually all of these municipal assets are

used daily in the performance of public functions and cannot be easily liquidated, particularly in

current market conditions. They are valued in the City’s books and records at depreciated

historical cost, which does not represent the cash value that could be recognized by the City in a
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voluntary sale. California law does not permit the levy on or sale of a city’s assets in order to

satisfy a court judgment. CAL. GOV’T CODE § 900 et seq. Thus, the City has not sought a

valuation of or attempted to sell its necessary capital assets. It has valued its structures for

insurance purposes. Such values, however, do not and cannot reflect the value to the City and its

residents of, for example, fire and police stations or libraries.

On May 21, 2013, the City Council authorized the City Manager to approve the sale

within predetermined guidelines of certain surplus real properties owned by the City. The surplus

properties approved for sale do not relate to core City functions, and include older residential

properties, vacant commercial buildings, vacant parcel remnants with potential reuse value, and

grazing pasture. The guidelines authorized by the City Council permit the City Manager to

approve the sale of a surplus property without formal bidding procedures so long as the sale price

is 85% of the property’s appraised value or greater. Individual sales of $500,000 or more must

also be approved by the City Council. The City Manager’s authority to approve sales of these

surplus properties under the guidelines approved by the City Council ends on May 21, 2015

unless otherwise extended by the City Council.

The City’s property broker, CBRE, Inc., has provided broker’s opinions of value for the

surplus properties approved for sale. The aggregated broker’s opinions of value total from $2.3

million to $3 million. The City has sold one of these surplus properties for $65,000. Five of the

surplus properties, valued collectively at $973,500, were transferred as part of the City’s

settlement with Marina Towers, LLC, pursuant to which Marina Towers, LLC agreed to

withdraw its proof of claim for $1,875,000. The settlement with Marina Towers, LLC puts these

five properties back on the tax roll in the hands of a capable developer. In addition, it resolves a

legal issue of first impression regarding the interplay between eminent domain and bankruptcy

law.

2. Claims and Causes of Action Against Third Parties.

Parties in interest may not rely on the absence of a reference in this Disclosure Statement

or in the Plan as any indication that the City ultimately will not pursue any and all available

claims, rights and causes of action against them. All parties who previously dealt with the City
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are hereby on notice that the Plan preserves the City’s rights, claims, causes of action, interests

and defenses. The City expects that any and all meritorious claims will be pursued and litigated

after the Effective Date to the extent they remain vested in the City.

C. Financial Projections Regarding City Finances.

Judge Perris has successfully mediated negotiations between the City and Ambac,

Assured Guaranty, and NPFG. Judge Perris also mediated negotiations with representatives of

Franklin, but to date a settlement with this creditor has not been forthcoming. Although the City

cannot discuss in any detail the content of privileged settlement negotiations, it is clear to the City

that reaching agreement with such parties on a consensual plan of adjustment will greatly increase

the payments that must be made out of the General Fund in the coming years, and should the City

achieve its goal of reaching agreement on a consensual plan of adjustment with such creditors, the

passage of Measure A would become even more important than under this Plan.

There can be no assurances that the finances of the City in future years will be consistent

with any of the financial projections submitted herewith and creditors should review such

financial statements with this caveat in mind (see the discussion of risk factors associated with the

Plan in Section VII below).

D. Impact of Measure A upon Future City Finances and Ability of City to
Confirm the Plan.

The City believes that passage on November 5, 2013 of Measure A will produce

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

taxes (from 8.25% to 9%), and that such revenue is critical to the viability of the Plan.

Measure A may be difficult for some Stocktonians to accept, but it is not unusual in California’s

current financial environment. According to California State Board of Equalization’s website,

www.boe.ca.gov:

 18 California cities have higher sales tax rates than Stockton’s proposed 9%.

 125 California cities are already at 9%.

The Plan Financial Projections assume that Measure A will pass. Simultaneously with

Measure A, the voters of the City are being asked to vote on an advisory measure (Measure B),
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that advises the City Council to use approximately 65% of the revenue generated by Measure A

over time to enhance depleted police services under the Marshall Plan, and the remainder to fund

the City’s ongoing expenses, including the cost of implementing the Plan. Conversely, as

discussed in the “Risk Factors” below and in the graphs included with the Plan Financial

Projections, the failure of Measure A would mean that the City would continue to incur a

substantial structural operating deficit even if the additional hires of police and other safety

officers contemplated by the Marshall Plan do not take place. Moreover, the City would be

incapable of fulfilling its obligations under the Plan, and the City would be required to make

significant additional cuts to existing City services, including cuts to the fire department, and to

renegotiate or change the treatment of creditors under the Plan. The City cannot predict whether

it would be able to continue to function under such a scenario and does not have detailed plans in

place at this point to deal with such across the board additional staffing and service reductions.

Assuming the cram-down level of savings envisioned by adoption of this Plan, without the

tax and without the Marshall Plan expenditures, the City would have to reduce annual projected

General Fund expenditures by $11 million on an ongoing basis effective with fiscal year 2014-15

in order for a minimal level of balance averaging 1.4% to be maintained through fiscal year 2020-

21.

In addition, at the time of preparation of this Disclosure Statement, the City hopes to

resume negotiations with Franklin, is still involved in negotiations with other creditors, and is

hopeful that those negotiations will culminate in agreements with such creditors on the terms of a

consensual plan of adjustment that would retain City control of its assets. However, no such plan

will be financially feasible unless additional funds flow to the General Fund through Measure A.

In short, the City believes that Measure A is necessary to address the depleted ranks of

Stockton’s police, fire and other safety officers, and is necessary to confirm the Plan or any other

plan of adjustment that incorporates agreements hoped to be reached with all or some of the

capital markets creditors that preserve or return City real estate assets.
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V. SUMMARY OF THE PLAN OF ADJUSTMENT

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

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

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

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

the Plan.

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

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

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

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

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

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

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

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

as police and fire.

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

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

already have been impacted by negotiated changes in the City’s labor agreements. Retiree health

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
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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, institutions that are exposed to bondholders for any shortfall in the payment by the

City of certain bond issuances, 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 $5,100,000/$545,000,000 = 0.93578%) 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. While the City regrets

that it cannot pay a higher dividend 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.
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A. Classification and Treatment of Claims.

1. Unclassified Claims.

Section II of the Plan governs the treatment of certain claims that are not classified into

Classes under the Plan.

a. Administrative Claims.

Administrative Claims, as defined in the Plan, are dealt with in Section II(A) of the Plan.

Throughout the course of the Chapter 9 Case, the City has endeavored to satisfy postpetition

expenses as they became due. Accordingly, the City believes that most claims that otherwise

would constitute Allowed Administrative Claims previously have been or will be satisfied in the

ordinary course of business prior to and after the Effective Date.

(i) Treatment of All Other Administrative Claims Other Than

Professional Claims.

The Plan provides that, except as provided in Section II(B) of the Plan, with respect to

Professional Claims, or to the extent that the holder of an Allowed Administrative Claim agrees

to a different treatment, the City or its agent will pay to each holder of an Allowed Administrative

Claim, in full satisfaction, release, and discharge of such claim, cash in an amount equal to such

Allowed Administrative Claim on the later of (i) the Effective Date or (ii) the date on which such

Claim becomes an Allowed Administrative Claim, or as soon thereafter as is practicable.

Professional Claims are claims of professionals for services and costs during the Chapter 9

Case or incident to the Plan to be paid by the City. Section II(B) of the Plan provides that

pursuant to section 943(a)(3), all amounts paid following the Effective Date or to be paid

following the Effective Date for services or expenses in the Chapter 9 Case or incident to the Plan

must be disclosed to the Bankruptcy Court and must be reasonable. There shall be paid to each

holder of a Professional Claim, in full satisfaction, release, and discharge of such Claim, Cash in

an amount equal to that portion of such Claim that the Bankruptcy Court approves as reasonable,

on or as soon as reasonably practicable following the date on which the Bankruptcy Court enters

a Final Order determining such reasonableness. The City, in the ordinary course of its business,
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and without the requirement for Bankruptcy Court approval, may pay for professional services

rendered and costs incurred following the Effective Date.

During the course of the Chapter 9 Case, the City has, in the ordinary course of business,

paid the fees (and reimbursed the costs) of its various counsel (including bankruptcy counsel,

labor counsel, litigation counsel, and elections counsel). The City has also paid the fees of

management and financial professionals, as well as the fees of counsel for the Retirees

Committee, on a regular basis during the Chapter 9 Case.

The fees described in the preceding paragraph are not Professional Fees because they

have been paid prior to the Effective Date. Nor are such fees subject to Bankruptcy Court review

or approval, as sections 326 et seq. do not apply in chapter 9 cases. As of the date of this

Disclosure Statement, the City is not aware of any Claims for Professional Fees.

b. Bar Date for Assertion of Requests for Payment of
Administrative Claims (Other Than Ordinary Course Administrative Claims) and
Professional Claims.

Section II(D) of the Plan provides that all requests for approval of Administrative Expense

and Professional Claims must be filed with the Bankruptcy Court and served upon the City no

later than 30 days after the date on which the Notice of Effective Date is mailed pursuant to the

Plan.

Any request for payment of an Administrative Claim, and any request for a finding that

a Professional Claim is reasonable, that is not timely filed by that deadline will be forever

barred, and holders of such claims will be barred from asserting such claims in any manner

against the City.

2. Classified Claims

a. Class 1A – Claims of Ambac – 2003 Fire/Police/Library
Certificates.

Ambac’s Claims shall receive the treatment set forth in the Ambac Settlement Agreement,

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].
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b. Class 1B – Claims of Holders of 2003 Fire/Police/Library
Certificates.

The treatment of the Class 1B claimants, the 2003 Fire/Police/Library Certificates holders,

is identical to the treatment of Ambac, the Class 1A claimant.

c. Class 2 – SEB Claims of the 2006 SEB Bond Trustee/NPFG –
2006 SEB Bonds.

On the Effective Date, the City will assume the SEB Lease Back and the SEB Lease Out

under section 365(a) pursuant to the NPFG SEB Settlement. The finding by the Bankruptcy

Court that the Plan is feasible shall constitute adequate assurance of future performance of the

SEB Lease Back and the SEB Lease Out.

d. Class 3 – Arena Claims of the 2004 Arena Bond Trustee/NPFG
– 2004 Arena Bonds.

The treatment of the Class 3 Claims will be as set forth in the NPFG Arena Settlement,

which should be consulted for the precise terms of the treatment. In summary, with respect to

these Claims, after modification of the payment terms of the Arena Lease Back, as provided in

the NPFG Arena Settlement, on the Effective Date, the City will assume the Arena Lease Back

(as modified), and as a result, the City will continue to remain in possession, custody, and control

of the Arena.

e. Class 4 – Parking Structure Claims of the 2004 Parking Bond
Trustee/NPFG – 2004 Parking Bonds.

The treatment of the Class 4 Claims will be as set forth in the NPFG Parking Settlement,

which should be consulted for the precise terms of the treatment. In summary, with respect to

these Claims, the City will create a new parking authority for the City and will transfer ownership

and control of the Parking Structure Properties, other downtown parking structures and lots, and

downtown parking meters, as well as parking enforcement revenues, to the parking authority.

The City Council members will sit ex officio as the board members of the new parking authority.

Revenues from the newly created parking authority will be pledged to the 2004 Parking Bond

Trustee in support of a new schedule of installment payments to NPFG in exchange for
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(i) transfer of the possessory interest currently held by the 2004 Parking Bond Trustee on behalf

of NPFG and the bondholders to the new parking authority and (ii) a forbearance agreement on

the part of NPFG and the 2004 Parking Bond Trustee with respect to remedies for default on the

Parking Structure Lease Back. The General Fund will have no liability for such new installment

payments schedule, nor any obligation to make payments under the Parking Structure Lease

Back.

The effectiveness of the NPFG Settlement is contingent upon the entry into the SCC 16

Settlement Agreement. In the event the parties are unable to agree to the terms of such settlement

that is acceptable to NPFG, then the City, at the request or direction of the 2004 Parking Bond

Trustee or NPFG shall take such actions (if any) that may be required by the 2004 Parking Bond

Trustee or NPFG to terminate the Parking Structure Lease Back as part of an alternative

arrangement that is acceptable to the City and the 2004 Parking Bond Trustee that is not

conditioned on the occurrence of such settlement.

f. Class 5 – Office Building Claims of the 2007 Office Building
Bond Trustee/Assured Guaranty

The treatment of the Class 5 Claims will be as set forth in the Assured Guaranty

Settlement, which should be consulted for the precise terms of the treatment. A summary of the

treatment follows:

 The Office Building Lease Out and Lease Back will be terminated, and the City

shall have no obligations under the same. The City will transfer fee title in the

400 E. Main Office Building Property to Assured Guaranty or its designee at

Assured Guaranty’s election, subject to the New 400 E. Main Lease. Assured

Guaranty may elect to keep the property or to sell it at some future date, subject to

the New 400 E. Main Lease. Assured Guaranty shall be entitled to all net rent and

profits of the property after the transfer and to all of the sales proceeds of the

property should Assured Guaranty elect to sell the property, and Assured Guaranty

shall be obligated to pay all costs of operation and maintenance of the property.

The City shall be released from any and all liability with respect to the 2007 Office
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Building Bonds and associated documents and the terminated Office Building

Lease Out and Lease Back and other related bond documents.

 The New 400 E. Main Lease shall include the terms set forth in the Assured

Guaranty Term Sheet, including without limitation the following: the initial term

shall begin on the Effective Date and end on June 30, 2022; the City shall enjoy

exclusive use of the City Space (as defined in the Assured Guaranty Term Sheet);

the City shall make monthly rent payments as specified in the Assured Guaranty

Term Sheet; the New 400 E. Main Lease supersedes the Fourth Floor Lease of

400 E. Main.

g. Class 6 – Pension Obligation Bonds Claims of Assured
Guaranty

The treatment of the Class 6 Claims will be as set forth in the Assured Guaranty

Settlement, which should be consulted for the precise terms of the treatment. A summary as it

relates to these Claims follows.

 The City agrees to make non-contingent payments on the Pension Obligation

Bonds in each fiscal year equal to the sum of the 2007 Lease Ask Payments,

Special Fund Payments, and Supplemental Payments on the dates and in the

amounts set forth in the Assured Guaranty Term Sheet.

 Assured Guaranty shall also be entitled to Contingent Payments in accordance

with the City’s Contingent Payment Model, a copy of which is attached to the

Assured Guaranty Term Sheet as Exhibit A. If the City does not exceed its

baseline financial projections in the upcoming years, Assured Guaranty would

receive no Contingent Payments. However, if the City were to exceed its financial

projections over the years—which the City and Assured Guaranty believe may be

achievable—Assured Guaranty would receive Contingent Payments until Assured

Guaranty has received payment in full on the Pension Obligation Bond Class 6

Claims; provided, that the last date a Contingent Payment is required to be paid is
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June 1, 2052. Contingent Payments will be based upon the City’s budget in each

year, subject to adjustment following year-end audit.

 Contingent Payments on the Pension Obligation Bonds for each fiscal year shall be

paid on June 1 of such fiscal year, commencing June 1, 2018 and ending on

June 1, 2052, subject to adjustment based on audits as mentioned above.

h. Class 7 – Claims of DBW.

The General Fund will not be required to pay debt service on this obligation, or to

reimburse operating expenses to DBW should DBW take over operations of the Marina Project.

DBW will retain its pledge of rents and leases generated from the Marina Project. However, the

pledge of gross revenues will be converted to a pledge of revenues net of all reasonable and direct

operating expense of the Marina Project, calculated on a fiscal year basis ending June 30 of each

year pursuant to section 928(b). Should DBW decide to take over operations of the Marina

Project, DBW will be responsible for payment of all operating expenses of the Marina Project and

the City will have the right to ensure that the Marina Project is operated in a responsible and safe

manner, including providing adequate security, and the City shall have the right to compel DBW

to alter its manner of operations if such operations pose a threat to the public welfare or if such

operations abet a public nuisance. The General Fund shall have no liability, directly or indirectly,

for the Claims of DBW, and the City may decide at any time to cease subsidizing the operating

deficits of the operation of the Marina Project. DBW has stated to the City an interest in

exercising its remedy of taking possession of the Marina Project.

i. Class 8 – SCC 16 Claims.

To the extent SCC 16 has any offset rights arising under the Construction Agreement or

the Disposition and Development Agreement, SCC 16 shall apply any such offsets against

amounts owing under the SCC 16 Promissory Note. To the extent SCC 16 has an Unsecured

Claim, it will be entitled to the treatment of General Unsecured Claims in Class 12.
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j. Class 9 – Thunder Claims.

The treatment of the Class 9 Claims will be as set forth in the Thunder Settlement. The

Thunder Settlement is summarized as follows (the Thunder Settlement Term Sheet should be

consulted for the precise terms of the Thunder Settlement):

 The Base Rent payable to the City will be increased by $2,000 per regular season

home game. Base Rent for pre-season and playoff games remains unchanged.

 Catering Services Adjusted Gross Revenue paid to the team will be reduced from

30% to 10%.

 The team will have the exclusive right to sell team merchandise, will retain 100%

of revenues from the same and bear the expenses of the same.

 The team will purchase the use of five luxury suites from the City each year for a

total cost of $150,000, adjusted annually for any increases in the costs of other

luxury suites sold by the City. The team shall have the right to sublease the luxury

suites (but not to current luxury suite lessees of the City or prospective lessees—as

specified in the Thunder Settlement Term Sheet). Revenues received on account

of such leases shall be subject to the existing sharing formula of 65% to the City

and 35% to the team.

 Additional payments to the City shall be made once certain performance

benchmarks of paid attendees and advertising are reached.

k. Class 10 – Claims of Holders of Restricted Revenue Bond and
Note Payable Obligations.

The City’s Restricted Revenue Bond and Notes Payable Obligations are secured by a

pledge of and lien on revenues of various of the City’s systems and enterprises, which are

restricted revenues pursuant to the California Constitution, and are “special revenues” as defined

in section 902(2). These revenues are not a part of or available to the General Fund, and the

General Fund is not obligated to make any payment on the Restricted Revenue Bond and Notes

Payable Obligations. The City may transfer amounts from the restricted revenues to the General

Fund only to pay costs which are incurred by the General Fund to provide the facility or
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enterprise-related services and are allocated to the enterprises on a reasonable basis in accordance

with the City’s accounting and allocation policies and pursuant to the provisions of the relevant

documents related to the Restricted Revenue Bonds and Notes Payable Obligations. Such

transfers are treated by the facility or enterprise as operation and maintenance expenses. The City

will continue to apply restricted revenues to pay the Restricted Revenue Bond and Notes Payable

Obligations as required by the terms of such obligations.

l. Class 11 – Claims of Holders of Special Assessment and Special
Tax Obligations.

Class 11 consists of Claims of the holders of Special Assessment and Special Tax

Obligations that are secured by special and restricted sources of revenues consisting of specific

levies on real property within certain financing districts created by the City and are not payable

from the General Fund.

Special Assessment and Special Tax Obligations. The Special Assessment and Special

Tax Obligations are secured by certain special assessments and special taxes levied on specific

real property within the respective districts for which these obligations were issued. These

special assessment and special tax revenues are legally restricted to the payment of debt service

on the Special Assessment and Special Tax Obligations under California statutes and the

California Constitution, are “special revenues” as defined in section 902(2), and cannot be used

for any other purpose or be transferred to the General Fund. The General Fund is not obligated to

pay debt service on the Special Assessment and Special Tax Obligations. The City will continue

to apply revenues from the applicable special assessments and special taxes to pay the Special

Assessment and Special Tax Obligations as required by the terms of such obligations.

m. Class 12 – General Unsecured Claims.

The major claims in this Class include without limitation: (1) the Retiree Health Benefit

Claims; (2) the Golf Course/Park Claims of the 2009 Golf Course/Park Bond Trustee/Franklin;

(3) the Leave Buyout Claims; (4) the Price Claims; and (5) Other Postpetition Claims.

The Retiree Health Benefit Claims are held by approximately 1,100 of the City’s former

employees. The Retirees Committee maintains that the aggregate amount of the Retiree Health
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Benefit Claims is approximately $545,000,000.11 Pursuant to the Retirees Settlement, on the

Effective Date, the City will pay the Retirees an aggregate amount of $5,100,000 in full

satisfaction of Allowed Retiree Health Benefit Claims, and no other retiree health benefits will be

provided by the City. If required by state or federal law, the City will withhold from the

aggregate $5,100,000 payment any taxes or other deductions to be withheld from the individual

payment to each Retiree Health Benefit Claimant. The individual recipient is responsible for any

tax liability for this payment, and the City will not provide any advice to any recipient as to the

taxable impact of this payment.

All other General Unsecured Claims shall receive cash on the Effective Date in the

amount equal to a percentage of the Allowed Amount of such Claims, which such percentage

equals the Unsecured Claim Payout Percentage, or such other amount as is determined by the

Bankruptcy Court before confirmation of this Plan to constitute a pro-rata payment on such other

General Unsecured Claims; provided, however, the dollar amount to be paid on account of

General Unsecured Claims other than the Retiree Health Benefit Claims on the Effective Date

shall not exceed $500,000. If the amounts to be paid exceed $500,000, then such excess amounts

shall be made in two equal annual installments on the first and second anniversary of the

Effective Date, together with simple interest accruing from and after the Effective Date at 5% per

annum. Such excess amounts may be prepaid at the option of the City.

n. Class 13 – Convenience Class Claims.

Holders of Convenience Class Claims will receive cash on the Effective Date in the

amount of their Allowed Convenience Class Claim, but not to exceed $100.

o. Class 14 – Claims of Certain Tort Claimants.

The SIR Claim Portion of each Allowed General Liability Claim will be paid on the

Effective Date from the Risk Management Internal Service Fund, and will receive the same

percentage payment on the dollar of Allowed Claim as will the holders of Allowed Class 12

11 This does not include the retiree health benefit claims of employees employed as of July 1, 2012, who waived their
claims of approximately $1 billion of previously earned benefits for no additional compensation, as part of
memoranda of understanding negotiated in 2012.
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Claims. The Insured Portion of each Allowed General Liability Claim is not Impaired, and shall

be paid by the applicable excess risk-sharing pool.

p. Class 15 – Claims Regarding City’s Obligations to Fund
Employee Pension Plan Contributions to CalPERS, as Trustee under the CalPERS Pension
Plan for the Benefit of CalPERS Pension Plan Participants.

In order to be both clear and transparent, the Plan designates the CalPERS contract in a

separate Class. The Plan expressly provides that CalPERS will continue as the Trustee for the

City’s pension plan for its employees and that the contract will be assumed by the City.

The City will continue to honor its obligations to its employees and retirees to fund

employee retirement benefits under the CalPERS Pension Plan, and CalPERS as trustee and the

CalPERS Pension Plan Participants retain all of their rights and remedies under applicable

nonbankruptcy law. Thus, CalPERS and the CalPERS Pension Plan Participants will be entitled

to the same rights and benefits to which they are currently entitled under the CalPERS Pension

Plan.12 CalPERS, pursuant to the CalPERS Pension Plan, will continue to be made available to

provide pension benefits for participants in the manner indicated under the provisions of the

CalPERS Pension Plan and remedies under applicable nonbankruptcy law.

q. Class 16 – Claims of Equipment Lessors.

Any equipment leases not specifically rejected by the Rejection Motion will be assumed

under this Plan. The City believes that it is current on all such equipment leases and no cure

payments are therefore required.

r. Class 17 – Workers Compensation Claims.

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.

12 As a result of negotiated labor contracts that changed certain pension provisions, as well as changes in state law,
pension benefits for new hires effective January 2013 have been reduced by 50-70% (including loss of retiree health
benefits) and in some cases higher for some types of new hires; new hires are also required to pay a greater share of
their future pensions; additionally, while the loss of retiree health benefits and the loss of “pension spiking” will
reduce the postemployment retirement benefits of current employees 30-50%; and lastly, employee compensation
reductions that occurred in 2011 and 2012, which ranged up to 30% in pensionable compensation in some cases, will
further reduce their future pension benefit that they otherwise would have received; these concessions are unaffected
by the Plan.
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The City will pay the SIR Claim Portions related to Worker Compensation Claims from the

Workers’ Compensation Internal Service Fund.

s. Class 18 – SPOA Claims.

The City will honor the SPOA Claims held by SPOA members on the terms and

conditions set forth in the SPOA MOU, which in general provides each SPOA member with

44 hours of additional paid leave time through fiscal year 2014-15.

Specifically, the SPOA MOU provides as follows:

2. SPOA’s Claims. SPOA alleges that its members have claims in the
bankruptcy case against the City relating to the City’s modification of its 2009
Memorandum of Understanding (“2009 MOU”), pursuant to Declarations of
Fiscal Emergency beginning on or about May 26, 2010 and continuing in effect
thereafter, and in connection with the treatment of the claims of SPOA and its
members under the Pendency Plan (collectively, the “Claims”), and that, in the
aggregate, the Claims exceed thirteen million dollars ($13,000,000). The City
disputes the Claims and contends that the Claims would not be allowed in the
chapter 9 case. It further asserts that, if the Claims were allowed, they would be
allowed in an amount aggregating less than thirteen million dollars ($13,000,000).

In consideration of resolving the above differences and agreement on the
MOU, the City agrees that the Claims shall be provided for in the Plan as follows:

(a) The Claims will be deemed allowed in the chapter 9 case in the
aggregate amount of eight million, five hundred thousand dollars ($8,500,000)
(the “Allowed Claims”). In consideration for the reduction in the amount of the
Claims SPOA members employed during fiscal year 2010-2011 and/or 2011-2012
shall be credited, upon final approval of the MOU by the Parties and, if necessary,
by the Bankruptcy Court, twenty-two (22) additional hours of paid leave in fiscal
year 2012-2013. These additional hours of paid leave shall have no cash value
and shall be utilized any time prior to the date upon which the SPOA member
leaves employment with the City. Only those employees who were employed
during some portion of the period July 1, 2010 and July 1, 2012 and who were
still current employees upon the effective date of this Agreement shall be entitled
to this treatment.

(b) The Allowed Claims shall be satisfied under the Plan by the City by
crediting SPOA members employed during fiscal year 2010-2011 and/or 2011-
2012 eleven (11) additional paid leave hours in the fiscal year of approval of the
Plan and eleven (11) additional paid leave hours in the fiscal year after approval
of the Plan. This benefit shall only apply to those employees who were employed
during some portion of the period July 1, 2010 and July 1, 2012 and who are
current employees as of the date the Plan is approved by the Bankruptcy Court.
The total additional paid leave per SPOA member under paragraphs 2(a) and 2(b)
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of this article shall equal forty-four (44) hours. These additional paid leave hours
shall have no cash value, and shall be utilized any time prior to the date upon
which the SPOA member leaves employment with the City. It is understood that
the provision of these hours shall be the sole compensation for the Claims of
SPOA and its members. The additional twenty-two (22) hours additional paid
leave credit contained in this paragraph 2(b) shall be contingent upon
confirmation of the Plan and on the Plan becoming effective.

(c) Notwithstanding the foregoing, in the event that the Plan is not
confirmed and does not become effective, the Claims shall not be allowed as
specified herein, and both SPOA and the City agree that the Claims will be
considered unresolved, with each Party reserving the right to assert or contest the
Claims; provided, however, that the monetary equivalent of any paid leave hours
taken pursuant to this Article shall serve as a credit against the Claims.

SPOA MOU at 55-56.

B. Treatment of Executory Contracts and Unexpired Leases.

1. Generally.

The Bankruptcy Code empowers debtors, subject to the approval of the Bankruptcy Court,

to assume or reject their executory contracts and unexpired leases. An “executory contract”

generally means a contract under which material performance other than the payment of money is

due by the parties. An “unexpired lease” is a lease the term of which has not matured as of the

date of the filing of the Chapter 9 Case.

A debtor’s assumption of an executory contract or unexpired lease means that it will and

must continue to honor its obligations under such agreement. In other words, as to such

agreement, it is business as usual. As described in the next section, the City will assume

almost all of its executory contracts and unexpired leases except for a number of financing

leases, which it will reject. Rejection of an executory contract or unexpired lease constitutes a

prepetition breach of such agreement, excusing the debtor’s future performance but creating a

claim for the breach.

2. Assumption.

The City is a party to hundreds of executory contracts and unexpired leases. Significant

agreements include: (1) its collective bargaining agreements with its nine unions, most of which
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were reached before or not long after the Petition Date; (2) numerous equipment and vehicle

leases; (3) agreements with contractors and other vendors to the City; (4) the City’s obligations to

CalPERS in its capacity as trustee for the City’s pension trust for the City’s employees and retired

workers and their dependents who are the beneficiaries of this trust (the City has one contract

with CalPERS, but there are three contract groups: police, fire, and miscellaneous); and (5) the

financing leases. Save for the financing leases, which are discussed separately below, the City

has elected to assume virtually all of its executory contracts and unexpired leases, and will do so

pursuant to the Assumption Motion. The City will not seek to assign any of the agreements that it

assumes and has no current intention to assign such agreements in the future.

The City believes that it is current in its payments and other obligations under the

executory contracts and unexpired leases that it will assume via the Assumption Motion.

However, after the provision of notice and the opportunity for a hearing on the Assumption

Motion, the Bankruptcy Court will resolve any disputes regarding whether the City is in default

and, if so, both the amount of any cure payment to be made in connection with the assumption of

any contract or lease, and any other matter pertaining to such assumption.

3. Rejection.

The City will file the Rejection Motion, pursuant to section 365(a), to seek approval and

authorization for the rejection of those executory contracts and unexpired leases that it does not

elect to assume. Such agreements are those that the City, in the exercise of its business judgment,

deems burdensome. The City anticipates rejecting few executory contracts or unexpired leases.

As described above, the City will reject all of its financing leases except for the

Fire/Police/Library Lease Out, the Fire/Police/Library Lease Back, the Arena Lease Out, the

Arena Lease Back, the Office Building Lease Out, the Office Building Lease Back, the Parking

Structure Lease Out, the Parking Structure Lease Back, the SEB Lease Out, and the SEB Lease

Back. As to the Parking Structure Lease Back, as provided in the NPFG Settlement, upon the

occurrence of certain circumstances, the City, at the request or direction of the 2004 Parking

Bond Trustee or NPFG shall take such actions (if any) that may be required by the 2004 Parking
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Bond Trustee or NPFG to terminate the Parking Structure Lease Back as part of an alternative

arrangement that is acceptable to the City and the 2004 Parking Bond Trustee

4. Deadline for the Assertion of Rejection Damage Claims; Treatment of
Rejection Damage Claims.

All proofs of claim on account of Claims arising from the rejection of executory contracts

or unexpired leases must be filed with the Bankruptcy Court and served on the City no later than

30 days after the date on which notice of entry of the order approving the Rejection Motion is

served on the parties to the executory contracts and expired leases subject to the Rejection

Motion. Any Claim for which a proof of claim is not filed and served within such time will be

forever barred and shall not be enforceable against the City or its assets, properties, or interests in

property. Unless otherwise ordered by the Bankruptcy Court, all such Claims that are timely filed

as provided herein shall be classified into Class 12 (General Unsecured Claims) and treated

accordingly.

C. Means for Execution and Implementation of the Plan.

Following the Effective Date, the City will continue to operate under its Charter, the

California Constitution, and other applicable laws. It will continue to collect real property tax

revenues, sales tax revenues, the user utility tax, and other taxes, fees, and revenues following the

Effective Date, spending such revenues on municipal services such as providing fire and police

protection, paving roads, and facilitating the provision of general municipal services.

Except as otherwise set forth in the Plan, the Plan provides that the City retains all of its

claims, causes of action, rights of recovery, rights of offset, recoupment rights to refunds, and

similar rights after the Effective Date. The failure to list in this Disclosure Statement any

potential or existing Right of Action retained by the City is not intended to and shall not limit the

rights of the City to pursue any such action. Unless a Right of Action is expressly waived,

relinquished, released, compromised, or settled in the Plan, the City expressly reserves all Rights

of Action for later adjudication and, as a result, no preclusion doctrine, including the doctrines of

res judicata, collateral estoppel, issue preclusion, claim preclusion, estoppel (judicial, equitable,

or otherwise), or laches, shall apply to such Rights of Action upon or after the confirmation or
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consummation of the Plan or the Effective Date. In addition, the City expressly reserves the right

to pursue or adopt against any other entity any claims alleged in any lawsuit in which the City is a

defendant or an interested party.

D. Distributions.

The City may retain one or more agents (including Rust Consulting/Omni Bankruptcy) to

perform or assist it in performing the distributions to be made pursuant to the Plan, which agents

may serve without bond. The City may provide reasonable compensation to any such agent(s)

without further notice or Bankruptcy Court approval.

1. Delivery of Distributions.

All distributions to any holder of an Allowed Claim shall be made at the address of such

holder as set forth in the books and records of the City or its agents, unless the City has been

notified by such holder in a writing that contains an address for such holder different from the

address reflected in the City’s books and records. All such notifications of address changes and

all address confirmations should be mailed to: Rust Consulting/Omni Bankruptcy, 5955 DeSoto

Avenue, Suite 100, Woodland Hills, CA 91367. All distributions to the Indenture Trustee shall

be made in accordance with the relevant indenture, as applicable.

2. Undeliverable Distributions.

a. Holding of Undeliverable Distributions.

If any distribution to any holder of a Claim is returned to the City or its agent as

undeliverable, no further distributions shall be made to such holder unless and until the City is

notified in writing of such holder’s then-current address. Unless and until the City is so notified,

such distribution shall be deemed to be “Unclaimed Property” and shall be dealt with in

accordance with Section IX(C)(2) of the Plan.

b. Unclaimed Property.

If any entity entitled to receive distributions pursuant to the Plan does not present itself on

the Effective Date or on such other date on which such entity becomes eligible for distribution,

such distributions shall be deemed to be “Unclaimed Property.” Unclaimed Property shall be set
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aside and held in a segregated account to be maintained by the City pursuant to the terms of the

Plan.

3. Notification and Forfeiture of Unclaimed Property.

No later than 60 days after the date of the first distributions under the Plan, the City will

file with the Bankruptcy Court a list of Unclaimed Property, together with a schedule that

identifies the name and last-known address of holders of the Unclaimed Property; the City

otherwise will not be required to attempt to locate any such entity. On the 60th day following the

date of the first distributions made under the Plan, all remaining Unclaimed Property and accrued

interest or dividends earned thereon will be remitted to and vest in the City for any such use as the

City sees fit.

4. Distributions of Cash.

Any payment of Cash to be made by the City or its agent pursuant to the Plan shall be

made by check drawn on a domestic bank or by wire transfer, at the sole option of the City.

5. Timeliness of Payments.

Any payments or distributions to be made pursuant to the Plan shall be deemed to be

timely made if made within 14 days after the dates specified in the Plan. Whenever any

distribution to be made under the Plan shall be due on a day that is a Saturday, Sunday, or legal

holiday, such distribution instead shall be made, without interest, on the immediately succeeding

day that is not a Saturday, Sunday, or legal holiday, but shall be deemed to have been made on

the date due.

6. Compliance with Tax, Withholding, and Reporting Requirements.

The City shall comply with all tax, withholding, reporting, and like requirements imposed

on it by any government unit, including without limitation, payments related to CalPERS’s

required pension obligations, and all distributions pursuant to this Plan shall be subject to such

withholding and reporting requirements. In connection with each distribution with respect to

which the filing of an information return (such as Internal Revenue Service Forms W-2, 1099, or

1042) or withholding is required, the City shall file such information return with the Internal

Revenue Service and provide any required statements in connection therewith to the recipients of
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such distribution, or effect any such withholding and deposit all moneys so withheld to the extent

required by law. With respect to any entity from whom a tax identification number, certified tax

identification number, or other tax information which is required by law to avoid withholding has

not been received by the City, the City at its sole option may withhold the amount required and

distribute the balance to such entity or decline to make such distribution until the information is

received.

7. Time Bar to Cash Payments.

Checks issued by the City on account of Allowed Claims will be null and void if not

negotiated within 90 days from and after the date of issuance thereof. Requests for reissuance of

any check shall be made directly to the City by the holder of the Allowed Claim with respect to

which such check originally was issued. Any claim in respect of such a voided check must be

made on or before the second anniversary of the Effective Date. After such date, all Claims in

respect of voided checks will be discharged and forever barred and the City will retain all moneys

related thereto.

8. No De Minimis Distributions.

Notwithstanding any other provision of the Plan, no payment of less than $10.00 will be

made by the City on account of any Allowed Claim.

9. No Distributions on Account of Disputed Claims.

Notwithstanding anything to the contrary in the Plan, no distributions shall be made on

account of any part of any Disputed Claim until such Claim becomes Allowed (and then only to

the extent so Allowed). Distributions made after the Effective Date in respect of Claims that were

not Allowed as of the Effective Date (but which later became Allowed) shall be deemed to have

been made as of the Effective Date.

10. No Postpetition Accrual.

Unless otherwise specifically provided in the Plan or Allowed by order of the Bankruptcy

Court, the City will not be required to pay to any holder of a Claim any interest, penalty, or late

charge accruing with respect to such claim on or after the Petition Date. This provision does not

apply to holders of the 2003 Fire/Police/Library Certificates, the 2004 Arena Bonds, the 2004
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Parking Bonds, the 2006 SEB Bonds, the 2007 Office Building Bonds, and the 2009 Golf

Course/Park Bonds, which are not obligations of the City and therefore are not Claims.

Therefore, the holders of such bonds and certificates will retain all of their rights to postpetition

interest, penalties, and late charges.

E. Disputed Claims.

1. Claims Objection Deadline; Prosecution of Objections.

The City will have the right to object to the allowance of Claims filed with the Bankruptcy

Court with respect to which liability or allowance is disputed in whole or in part. Unless

otherwise ordered by the Bankruptcy Court, the City must file and serve any such objections to

Claims by not later than 180 days after the Effective Date (or, in the case of Claims lawfully filed

after the Effective Date, by not later than 180 days after the date of filing of such Claims).

2. Reserves, Payments, and Distributions with Respect to Disputed
Claims.

After the Effective Date has occurred, at such time as a Disputed Claim becomes an

Allowed Claim, in whole or in part, the City or its agent will distribute to the holder thereof the

distributions, if any, to which such holder is then entitled under the Plan. Such distributions, if

any, will be made as soon as practicable after the date that the order or judgment of the

Bankruptcy Court allowing such Disputed Claim becomes a Final Order (or such other date as the

Claim becomes an Allowed Claim), but in no event more than 60 days thereafter. Unless

otherwise specifically provided in the Plan or Allowed by order of the Bankruptcy Court, no

interest will be paid on Disputed Claims that later become Allowed Claims.

F. Continuing Jurisdiction of the Bankruptcy Court.

The Plan provides for the Bankruptcy Court to retain jurisdiction over a broad range of

matters relating to the Chapter 9 Case, the Plan, and other related items. Readers are encouraged

to review the Plan carefully to ascertain the nature of the Bankruptcy Court’s continuing post-

Effective Date jurisdiction.
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VI. CONFIRMATION AND EFFECTIVENESS OF THE PLAN

Because the law with respect to confirmation of a plan of adjustment is complex,

creditors concerned with issues regarding confirmation of the Plan should consult with their

own attorneys and financial advisors. The following discussion is intended solely for the

purpose of providing basic information concerning certain confirmation issues. The City cannot

and does not represent that the discussion contained below is a complete summary of the law on

this topic.

Many requirements must be met before the Bankruptcy Court may confirm the Plan.

Some of the requirements discussed in this Disclosure Statement include acceptance of the Plan

by the requisite number of creditors, and the determination of whether the Plan is in the “best

interests” of creditors. These requirements, however, are not the only requirements for

confirmation, and the Bankruptcy Court will not confirm the Plan unless and until it determines

that the Plan satisfies all applicable requirements, including requirements not referenced in this

Disclosure Statement.

A. Voting and Right to Be Heard at Confirmation.

1. Who May Support or Object to Confirmation of the Plan?

Any party in interest may support or object to the confirmation of the Plan. Even entities

who may not have a right to vote (e.g., entities whose claims are classified into an Unimpaired

Class) may still have a right to support or object to confirmation of the Plan. (See Section I(C)(2)

for information regarding the applicable deadlines for objecting to confirmation of the Plan).

2. Who May Vote to Accept or Reject the Plan?

A creditor generally has a right to vote for or against the Plan if its Claim is both Allowed

for purposes of voting and is classified in an Impaired Class. Generally, a Claim is deemed

allowed if a proof of claim was timely filed; provided, however, that if an objection to a claim has

been filed, the claimant cannot vote unless the Bankruptcy Court, after notice and hearing, either

overrules the objection or allows the claim for voting purposes. Thus, the definition of

“Allowed Claim” used in the Plan for purpose of determining whether creditors are entitled

to receive distributions is different from that used by the Bankruptcy Court to determine
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whether a particular claim is “allowed” for purposes of voting. Holders of claims are

advised to review the definitions of “Allowed,” “Claim,” and “Disputed Claim” set forth in

Section I(A) of the Plan to determine whether they may be entitled to vote on, and/or receive

distributions under, the Plan.

3. Who Is Not Entitled to Vote?

The holders of the following types of claims are not entitled to vote on the Plan:

(a) Claims that have been disallowed; (b) Claims that are subject to a pending objection and

which have not been allowed for voting purposes; (c) Claims that are not Impaired; and

(d) Administrative Expense Claims, since such Claims are not placed in Classes and are required

to receive certain treatment specified by the Bankruptcy Code.

4. Vote Necessary to Confirm the Plan.

The Bankruptcy Court cannot confirm the Plan unless, among other things, (a) at least one

Impaired Class has accepted the Plan without counting the votes of any insiders within that Class;

and (b) either all Impaired Classes have voted to accept the Plan, or the Plan is eligible to be

confirmed by “cramdown” with respect to any dissenting Impaired Class.

A Class of claims is considered to have accepted the Plan when more than one-half in

number and at least two-thirds in dollar amount of the claims that actually voted in that Class

have voted in favor of the Plan.

B. The “Best Interests” Test.

The Bankruptcy Court also must determine that the Plan is in the “best interests of

creditors” pursuant to section 943(b)(7), which in the chapter 9 context means that treatment

under the Plan must be better than the only alternative available, which is dismissal of the case.

Dismissal permits every creditor to fend for itself in the race to the courthouse, since a

municipality such as the City is not eligible under the Bankruptcy Code for a court-supervised

liquidation under chapter 7.

The City submits that the Plan is in the best interests of all creditors because the payments

that will be made to holders of Allowed Claims in all Impaired Classes will be greater than those

the creditors would receive were the Chapter 9 Case dismissed.
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In contrast, in the absence of the financial adjustments made in Plan, the City’s creditors

would be left to “fend for themselves.” Individual creditor collection actions likely would

aggregate, through lawsuits, attempts at attachments, and writs of mandate, to make continued

operation of the City untenable. Massive litigation costs would burden the City, its creditors, and

all parties in interest, although creditors financially equipped to pursue litigation most quickly

(and thus win “the race to the courthouse”) would benefit disproportionately. And even the

swiftest of creditors would likely find its ability to collect on a judgment stymied by the inability

of the City to pay without violating provisions of California law by raiding Restricted Funds. For

example, were retirees to sue collectively for the $545 million of health benefits the City

promised them for life, the result would be a judgment that could never be paid, even were the

City to lock the doors of each City building, sell the building and any undeveloped real estate. If

the City were to attempt to pay the proceeds to retirees, the City would still be unable to pay its

CalPERS obligations, and the City’s obligations to CalPERS in its capacity as trustee for the

City’s pension trust for the City’s retired workers and their dependents who are the beneficiaries

of such trust would be terminated—resulting in a claim of over $1 billion that CalPERS contends

would be secured by a lien that primes existing liens pursuant to California Government Code

section 20574. In short, the City cannot afford to pay its creditors absent the debt relief afforded

by the Plan, and dismissal of the Chapter 9 Case likely would result in chaos, with few if any

creditors emerging safely from the blizzard of inevitable litigation.

C. Feasibility.

To satisfy the requirement set forth in section 943(b)(7) that the Plan be feasible, the City

must demonstrate the ability to make the payments required under the Plan and still maintain its

operations at the level that it deems necessary to the continued viability of the City. The City

submits that the Plan is feasible. The financial underpinning of the Plan, the City’s General Fund

Long-Range Financial Plan (the “Financial Plan”), attached as Exhibit B, constitutes a

sustainable matching of revenues and expenses, including the expenses created by or modified in

the Plan. The Plan Financial Projections make certain assumptions regarding the effect of the
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rejection by the City of the financing leases to be rejected as noted therein and also assume that

Measure A will pass.

The Financial Plan projects revenues and expenditures over a 30-year period and analyzes,

among other things, the resulting unrestricted General Fund balance at the end of each fiscal year

covered by the Financial Plan. The Financial Plan shows that, assuming confirmation of the Plan

and passage of Measure A, the City will be able to maintain reserves at an average of 6.7% of

General Fund expenditures from fiscal year 2013-14 through 2030-31, with fund balance

achieving 15% of General Fund expenditures starting in fiscal year 2031-32.13 The Government

Finance Officers Association recommends that cities maintain “an unrestricted fund balance in

their general fund of no less than two months of regular general fund operating revenues or

regular general fund operating expenditures” (equivalent to 16.67% of total expenditures).14 In

the event that Measure A does not pass, the Financial Plan will not be valid, and the City will be

required to make significant additional cuts to existing City’s services. (See “Risk Factors”

below).

D. Cramdown.

The Bankruptcy Code provides that the Bankruptcy Court may confirm a plan of

adjustment that is not accepted by all Impaired classes if at least one Impaired Class of claims

accepts the Plan and the so-called “cramdown” provisions set forth in sections 1129(b)(1),

(b)(2)(A) and (b)(2)(B) are satisfied. The Plan may be confirmed under the cramdown provisions

if, in addition to satisfying the other requirements of section 943(b), it (a) is “fair and equitable,”

and (b) does not discriminate unfairly with respect to each Class of claims that is Impaired under

and has not accepted the Plan.

The “fair and equitable” standard, also known as the “absolute priority rule,” requires,

among other things, that unless a dissenting unsecured Class of claims receives payment in full

for its allowed claims, no holder of allowed claims in any Class junior to that Class may receive

13 Of course, the further out the projections go, the less reliable they will be.
14 See Government Finance Officers Association, “Best Practice: Appropriate Level of Unrestricted Fund Balance in
General Fund (2002, 2009),” available at http://www.gfoa.org/index.php?option=com_content&task=view&id=1450.
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or retain any property on account of such claims. The “fair and equitable” standard also has been

interpreted to prohibit any class senior to a dissenting Class from receiving more than 100% of its

allowed claims under a plan. The City believes that the Plan satisfies the “fair and equitable”

standard because, among other things, no classes junior to the classes of unsecured claims are

receiving or retaining any property under the Plan.

The requirement that the plan not “discriminate unfairly” means, among other things, that

a dissenting Class must be treated substantially equally with respect to other Classes of equal

rank. The City does not believe that the Plan unfairly discriminates against any Class that may

not accept or otherwise consent to the Plan.

As noted above, the City has reserved the right to request the Bankruptcy Court to

confirm the Plan by “cramdown” in accordance with sections 1129(b)(1), (b)(2)(a) and

(b)(2)(b). The City also has reserved the right to modify the Plan to the extent, if any, that

confirmation of the Plan under sections 943 and 1129(b) requires such modifications.

E. Effective Date.

1. Conditions to the Occurrence of the Effective Date.

The Plan will not become effective and operative unless and until the Effective Date

occurs. Section XIII of the Plan sets forth certain conditions to the occurrence of the Effective

Date. The City may waive in whole or in part the condition regarding agreements and

instruments contemplated by, or to be entered into pursuant to, the Plan. Any such waiver of a

condition may be effected at any time, without notice or leave or order of the Bankruptcy Court

and without any formal action, other than the filing of a notice of such waiver with the

Bankruptcy Court.

The Effective Date will occur on the first Business Day after which the conditions set

forth in Section XIII of the Plan are satisfied or waived; provided that the Effective Date must

occur by no later than six months after the Confirmation Date.

2. Non-Occurrence of Effective Date.

The Plan provides that, if confirmation occurs but the Effective Date does not occur

within six months after the Confirmation Date, upon notification submitted by the City to the
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Bankruptcy Court: (a) the Confirmation Order shall be vacated; (b) no distributions under this

Plan shall be made; (c) the City and all holders of Claims shall be restored to the status quo as of

the day immediately preceding the Confirmation Date as though the Confirmation Date never

occurred; and (d) all of the City’s obligations with respect to the Claims shall remain unchanged,

and nothing contained herein shall be deemed to constitute a waiver or release of any claims by or

against the City or any other entity or to prejudice in any manner the rights of the City or any

entity in any further proceedings involving the City. The failure of the Effective Date to occur,

however, will not affect the validity of any order entered in the Chapter 9 Case other than the

Confirmation Order.

F. Effect of Confirmation.

Section XI of the Plan provides that confirmation of the Plan and the occurrence of the

Effective Date will have a number of important and binding effects, some of which are

summarized below. Readers are encouraged to review Section XI of the Plan carefully and in its

entirety to assess the various consequences of confirmation of the Plan.

1. Discharge of the City.

Pursuant to section 944, upon the Effective Date, the City will be discharged from all

debts (as defined in the Bankruptcy Code) of the City and Claims against the City other than

(a) any debt specifically and expressly excepted from discharge by the Plan or the Confirmation

Order, or (b) any debt owed to an entity that, before the Confirmation Date, had neither notice nor

actual knowledge of the Chapter 9 Case.

The rights afforded in the Plan and the treatment of holders of Claims, be they Claims

Impaired or Unimpaired under the Plan, will be in exchange for and in complete satisfaction,

discharge, and release of all Claims of any nature whatsoever arising on or before the Effective

Date, known or unknown, including any interest accrued or expenses incurred thereon from and

after the Petition Date, whether against the City or any of its properties, assets, or interests in

property. Except as otherwise provided in the Plan, upon the Effective Date all Claims against

the City that arose prior to the Confirmation Date (the “Pre-Confirmation Date Claims”) will be
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and will be deemed to be satisfied, discharged, and released in full, be they Impaired or

Unimpaired under the Plan.

2. Injunction.

The Plan provides that all entities who have held, hold, or may hold Pre-Confirmation

Date Claims will be permanently enjoined, from and after the Confirmation Date from

(a) commencing or continuing in any manner any action or other proceeding of any kind with

respect to any such Pre-Confirmation Date Claim against the City; (b) enforcing, attaching,

collecting, or recovering by any manner or means any judgment, award, decree, or order against

the City with respect to such Pre-Confirmation Date Claims; (c) creating, perfecting, or enforcing

any lien or encumbrance of any kind against the City or its property or interests in property; and

(d) asserting any right of setoff, subrogation, or recoupment of any kind against any obligation

due to the City with respect to any such Pre-Confirmation Date Claim, except as otherwise

permitted by section 553.

3. Term of Existing Injunctions and Stays.

The Plan provides that all injunctions or stays provided for in the Chapter 9 Case pursuant

to sections 105, 362, or 922, or otherwise, and in existence on the Confirmation Date, will remain

in full force and effect until the Effective Date.

VII. CERTAIN RISK FACTORS TO BE CONSIDERED

Confirmation of the Plan and the occurrence of the Effective Date are not without risk to

the City and its creditors in that the sources of revenue projected over the next 30 years in the

General Fund’s Long-Range Financial Plan could contract. The reality is that there are economic

cycles over time that can negatively affect revenue growth, but the timing of these cycles is very

difficult to predict. Thus, while the City devoted considerable time and effort in formulating the

Plan Financial Projections, there can be no guaranty that the predicted results will be achieved.

For example, few California cities, if any, predicted the length and depth of the economic

downturn that saw real property values (and thus real property tax revenues) plummet. Nor did

city financial planners predict the high unemployment and underemployment that accompanied

the burst of the housing bubble and reduced the amount of sales tax revenues to state and local
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governments. Conversely, while the General Fund expenditures projected in the Plan Financial

Projections are the City’s best and most reasoned estimate of costs, the occurrence of higher

inflation, state or federal law changes that increase of shift costs to local government, or a natural

or human-caused disaster—all of these could and likely would cause costs to rise, if not to spike.

These risk factors should not, however, be regarded as constituting the only risks involved in

connection with the Plan and its implementation.

Moreover, the Plan Financial Projections and the City’s plans for ongoing operational and

financial stability after confirmation of the Plan rely on the passage of Measure A, which is

estimated to produce approximately $28 million per year in new revenue. In the event that

Measure A fails, not only would the City be unable to fund the Marshall Plan and provide

desperately needed additional police services, but it would have to cut even more deeply into

existing service levels. The City cannot predict whether it would be able to continue to function

under such a scenario, and does not have detailed plans in place at this point to identify the

draconian additional cuts that would be required.

The City submits, though, that the risk to creditors and parties in interest is greater

if the Plan is not confirmed and consummated than if it is.

VIII. CERTAIN FEDERAL INCOME TAX CONSEQUENCES

The implementation of the Plan may have federal, state, local and foreign tax

consequences to the City and its creditors. No tax opinion has been sought or will be obtained

with respect to any tax consequences of the Plan. However, because the City is a municipal

corporation duly organized and existing under its Charter and the California Constitution, and is

treated as a political subdivision of the State of California for federal income tax purposes, the

City believes that it will not be subject to any federal income tax liability from implementation of

the Plan. The City anticipates that, in conformity with past practice, it will not file any federal

corporate income tax returns with respect to the periods in which the Plan is implemented nor

report any income for federal income tax purposes as a result of implementing the Plan. The City

may file certain tax returns associated with the restructuring of some of its tax-exempt bonds

affected by the Plan, which returns may be required in order to maintain the exclusion from gross
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income of interest on the bonds for purposes of federal income taxes applicable to the holders

thereof.

Because individual circumstances may differ, and the income tax consequence of a

chapter 9 case are complex and uncertain, this summary does not address the federal income tax

consequences that may be relevant to the creditors of the City as a result of the Plan.

Accordingly, the creditors should consult with their own tax advisors regarding the income tax

consequences of the Plan to them, including the effect, if any, the Plan may have on prior

outstanding obligations the interest components of which the creditors were treating as excludable

from gross income for federal income tax purposes.

To ensure compliance with requirements imposed by the Internal Revenue Service,

you are hereby notified that any discussion of tax matters contained herein (including any

attachments) contained in this summary is not intended or written to be used by any

taxpayer, and cannot be used by any taxpayer, for the purpose of avoiding tax-related

penalties that otherwise may be imposed under the Internal Revenue Code on the taxpayer.

Such discussion of tax matters was written in connection with the solicitation of votes in

favor of the Plan. The City and its creditors should seek tax advice regarding the tax

consequences to them of the Plan based on their particular circumstances from an

independent tax advisor.

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /

/ / /
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PLAN FOR THE ADJUSTMENT OF DEBTS
OF CITY OF STOCKTON, CALIFORNIA

(OCTOBER 10, 2013)

(Filed separately with the Bankruptcy Court on the same date as the
filing of the Disclosure Statement)
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,

EXHIBIT B

LONG-RANGE FINANCIAL PLAN OF CITY OF STOCKTON

Forecast Basics

The General Fund budget forecast includes the following sections:

" Baseline Budget – Revenue projections are based on current revenue sources (before

the Measure A sales tax on the November 2013 ballot). Expenditure projections are

based on the current FY13-14 budget level of staffing, including future cost-of-living

increases (COLAs) to remain competitive, and projected pension rate changes. These

costs are inclusive of the labor agreements negotiated under the AB 506 mediation

process which have since been approved and implemented. Services, supplies and

program support assume inflationary growth. Debt service is based on original

amortization schedules and projected contributions from other funds. The baseline

budget is the status quo, but it is neither sustainable (it is service insolvent) nor viable (it

is budgetary and cash insolvent).

" Fiscal Stabilization – This section contains expenditure increases to the status quo

baseline budget, including modest increased contributions to deferred maintenance and

internal service funds (worker’s compensation and liability insurance reserves, etc.), and

funding of the Marshall Plan for improved public safety services. It is important to note

that reinvestment in public safety as mapped out in the Marshall Plan is absolutely

essential to Stockton’s ultimate success, because we must combat crime and violence in

order to build an economically healthy City. The fiscal stabilization budget is sustainable

(while it does not meet all of the City’s needs, it is arguably no longer service insolvent)

but it remains unviable (because it is even more budgetary and cash insolvent due to the

higher level of spending).

" Restructuring Savings – This section includes savings proposed under the original AB

506 process which require chapter 9 protection in order to be implemented for retiree

medical benefits, debt obligations, lawsuit claimants and sports teams. (Again, the labor

savings portion of restructuring savings has already been implemented.) For purposes of

this presentation we have incorporated what we believe will be a negotiated settlement

with the large creditor mentioned earlier. This is the most conservative approach for the

City to take, given the uncertainty, and thus prudent. This section also includes the

proposed revenue from Measure A, along with additional efficiencies, cost recovery and

income from land sales. With all of these savings and new revenues, the City realizes a

balanced budget that is not service insolvent.

Tables 1A, 1B and 1C summarize these three elements of the General Fund budget and show

the resulting net surplus or shortfall projected to remain after each element over the next 30

years. The entire forecast is shown in Exhibit A. It is important to note that a forecast of this

range is inherently subject to significant variability. Even a one percent change in assumptions

can have a major impact over time. However given the long-term nature of City obligations we
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need to have a plan and have attempted to model likely fiscal performance in a conservative

manner. These conservative modeling assumptions, which are detailed in our discussion of

revenues and variable expenditures later in this report, mean that on balance we can expect

that variances are somewhat more likely to be “good news” than “bad news”, but we have also

striven to develop realistic projections given the pressure to restore City services and pay

creditors. The point is that the forecast is prudently conservative but still subject to risks based

on assumptions made.

Table 1A. Long-Range Financial Plan With Restructuring Savings (FY11-12 to FY 20-21)

Table 1B. Long-Range Financial Plan With Restructuring Savings (FY21-22 to FY 30-31)
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Table 1C. Long-Range Financial Plan With Restructuring Savings (FY31

Due to the timing of new tax revenues, implementing the Marshall Plan, and changing

PERS rates, the General Fund balance will vary as shown in Figure 1.

Figure 1. General Fund Balance with Revenue Growth as Forecasted

As is apparent from these graphics, the City will need to be carefully managed for some time to
make sure that the General Fund balance maintains a prudent level of reserves. To weather the
impacts created by near-term increases in PERS rates and implement
the City will have to exercise disciplined expenditure control. With the longer run stabilization
and eventually reduction in PERS costs, the City’s fiscal position will improve.

It should also be noted that we have been conse
is possible that actual performance will be somewhat better than projected. Small ongoing
improvements to base revenues, compounded over time, can significantly improve the fund
balance outlook and capacity to
what fund balance would look like if our annual growth in core revenues (all taxes, including
Measure A) is just 0.5% better than projected. Under this scenario fund balance hits the 15%
reserve target in 2020 (despite higher near
capacity over the entire 30-year period increases from $253 million under the forecasted
revenue level to $735 million under a “forecast+0.5%” growth in core revenues
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Range Financial Plan With Restructuring Savings (FY31-

Due to the timing of new tax revenues, implementing the Marshall Plan, and changing

PERS rates, the General Fund balance will vary as shown in Figure 1.

Figure 1. General Fund Balance with Revenue Growth as Forecasted

As is apparent from these graphics, the City will need to be carefully managed for some time to
make sure that the General Fund balance maintains a prudent level of reserves. To weather the

term increases in PERS rates and implementation of the Marshall Plan,
the City will have to exercise disciplined expenditure control. With the longer run stabilization
and eventually reduction in PERS costs, the City’s fiscal position will improve.

It should also be noted that we have been conservative in developing model assumptions, so it
is possible that actual performance will be somewhat better than projected. Small ongoing
improvements to base revenues, compounded over time, can significantly improve the fund
balance outlook and capacity to address unmet needs. For example, Figure 1A below compares
what fund balance would look like if our annual growth in core revenues (all taxes, including
Measure A) is just 0.5% better than projected. Under this scenario fund balance hits the 15%

target in 2020 (despite higher near-term retirement costs), and mission critical spending
year period increases from $253 million under the forecasted

revenue level to $735 million under a “forecast+0.5%” growth in core revenues
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Figure 1A. General Fund Balance with Annual Ongoing Core Revenue Growth 0.5% Higher

Than Forecasted (Compounded Basis)

The following is a summary of the key revenue and expenditure assumptions on which this
forecast is based.

Major Revenue Trends

Property Tax – This tax comprises 27.1% of total FY13

property tax in lieu of vehicle license fees. At $43.9 million, property tax revenue remains 28.2%

below its peak of $61.1 million in FY07

during the Great Recession: during 2009

magnitude of home price reduction. Median home prices fell from a peak of $400,000 in

December 2005 to $118,500 in February 2012, a d

to recover over the past year, but given the time lag in property tax administration this will not be

immediately realized in terms of higher tax revenues. There is also a lag in addressing

assessment appeals, which means some value declines, especially for commercial properties,

have not yet been implemented.

The FY13-14 adopted budget assumes a 0.72% overall increase in property tax revenue, but

this will not be confirmed until mid

forecast assumes property tax growth of 2.5% in FY14

from FY16-17 through FY19-20, with slower growth rates thereafter. This is a mid

estimate, given that there will be higher and

1990s, and last several years attest, there will be negative growth years as well. This is a

revenue source strongly linked to the real estate market and general economy, as evidenced by

the revenue levels shown in Figure 2 and the percentage change in revenue in Figure 3. The

linear trend from actual revenues received during FY96

than the forecasted revenues for two reasons: (1) the dramatic growth rates in property values

fueled by easy credit during the late 1990s and early 2000s is not expected to be repeated in

the post-Great Recession banking environment, and (2) the historical revenue included an

average of 2,064 new housing units each year, whereas a market absorptio

the City projects an average of 700 units annually going forward.
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The following is a summary of the key revenue and expenditure assumptions on which this

This tax comprises 27.1% of total FY13-14 General Fund revenue, and includes

property tax in lieu of vehicle license fees. At $43.9 million, property tax revenue remains 28.2%

below its peak of $61.1 million in FY07-08. Stockton property values declined precipitously

during the Great Recession: during 2009-2012 Stockton ranked from 2ndnd to 4

magnitude of home price reduction. Median home prices fell from a peak of $400,000 in

December 2005 to $118,500 in February 2012, a decline of 70%. Home sale prices have begun

to recover over the past year, but given the time lag in property tax administration this will not be

immediately realized in terms of higher tax revenues. There is also a lag in addressing

hich means some value declines, especially for commercial properties,

have not yet been implemented.

14 adopted budget assumes a 0.72% overall increase in property tax revenue, but

this will not be confirmed until mid-December 2013 when the first tax payment is received. The

forecast assumes property tax growth of 2.5% in FY14-15, rising to 4.0% in FY15

20, with slower growth rates thereafter. This is a mid

estimate, given that there will be higher and lower growth years, and as the early 1980s, mid

1990s, and last several years attest, there will be negative growth years as well. This is a

revenue source strongly linked to the real estate market and general economy, as evidenced by

shown in Figure 2 and the percentage change in revenue in Figure 3. The

linear trend from actual revenues received during FY96-97 through FY12-

than the forecasted revenues for two reasons: (1) the dramatic growth rates in property values

fueled by easy credit during the late 1990s and early 2000s is not expected to be repeated in

Great Recession banking environment, and (2) the historical revenue included an

average of 2,064 new housing units each year, whereas a market absorptio

the City projects an average of 700 units annually going forward.
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average of 2,064 new housing units each year, whereas a market absorption study prepared for



Figure 2. Property Tax Revenue Forecast

Sales Tax – This tax comprises 24.6% of total FY13

0.75% local tax rate, the 0.25% “triple flip” tax rate paid by the state through the annual property

tax remittance from the county, and the Prop 172 public safety sales tax.

the current 0.25% Measure W public safety sales tax, which is a special tax accounted for in a

separate fund, and the proposed 0.75% Measure A general sales tax.) At $40.2 million, sales

tax revenue remains 14.5% below its peak of $

the historical and forecasted sales tax revenues, which have registered positive growth the last

four years, following four years of decline.

The estimates for FY12-13 through FY14

tax consultant. Future years reflect a mid

year average Consumer Price Index growth of 2.5%). Again, this is a mid

taking into account that some years will be h

the effects of general economic conditions, there is continued downward pressure on sale tax

levels from an ongoing shift to untaxed services, and increasing on

divert sales tax payment to other jurisdictions. Long

which is consistent with the revenue growth trend line.
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This tax comprises 24.6% of total FY13-14 General Fund revenue, and includes the

0.75% local tax rate, the 0.25% “triple flip” tax rate paid by the state through the annual property

tax remittance from the county, and the Prop 172 public safety sales tax.

the current 0.25% Measure W public safety sales tax, which is a special tax accounted for in a

separate fund, and the proposed 0.75% Measure A general sales tax.) At $40.2 million, sales

tax revenue remains 14.5% below its peak of $47.0 million in FY05-06. Figures 4 and 5 show

the historical and forecasted sales tax revenues, which have registered positive growth the last

four years, following four years of decline.

13 through FY14-15 were supplied by HdL Companies, the city’s sales

tax consultant. Future years reflect a mid-range growth estimate (which is higher than the 20

year average Consumer Price Index growth of 2.5%). Again, this is a mid

taking into account that some years will be higher, and others lower (or negative). In addition to

the effects of general economic conditions, there is continued downward pressure on sale tax

levels from an ongoing shift to untaxed services, and increasing on-line purchases that avoid or

s tax payment to other jurisdictions. Long-term revenue growth is projected at 3.5%,

which is consistent with the revenue growth trend line.
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year average Consumer Price Index growth of 2.5%). Again, this is a mid-range estimate,

igher, and others lower (or negative). In addition to

the effects of general economic conditions, there is continued downward pressure on sale tax

line purchases that avoid or

term revenue growth is projected at 3.5%,

Figure 5. Sales Tax Growth Rate



Utility Users Tax – The General F

on gas, electric, telecommunications, cable TV and water. This tax raises $32.2 million in FY13

14 (19.8% of General Fund revenue), and remains 7.8% below its peak year of $34.9 million in

FY04-05. Estimates from FY12

MuniServices, the city’s utility users tax consultant.

Figures 6 and 7 show the two major impacts on the tax: (1) the California “energy crisis” of 2001

that for a time dramatically increased the energy costs on which the tax was applied, and the

subsequent reduction in tax rate from 8% to 6% over 2005

averaged a 1.0% growth rate, in part because of a reduced growth rate in new ho

price competition and changing trends in telecommunications (reduced use of cable and

landline phones), and customer conservation efforts. The City is discussing a Climate Action

Plan that will be encouraging conservation, and water conservatio

law are having and will continue to have a similar effect. For these reasons the forecasted

revenues runs just below the linear trend of utility user tax revenues based on past actual

revenues. Long-term revenue growth is proj

Figure 6. Utility Users Tax Revenue Forecast

Other Revenues – The remaining 28.5% of General Fund revenue is comprised of the following

sources:

" Franchise taxes on PG&

revenue). Similar to the UUT, this $11.7 million tax is somewhat volatile, being based

on franchisee gross receipts. Slower population growth, conservation and

telecommunication industry trends ar

" Business License Tax

business gross receipts reflects changes in the overall economy, and is expected to

grow slowly in coming years, given loc

growth is projected at 1.5%.

" Program Revenues ($10.3 million or 6.5% of General Fund revenue) include charges for

services, fines and forfeitures, fire contract, revenue from other agencies, licenses and

1

The General Fund’s third largest revenue source is the 6% utility users tax

on gas, electric, telecommunications, cable TV and water. This tax raises $32.2 million in FY13

14 (19.8% of General Fund revenue), and remains 7.8% below its peak year of $34.9 million in

05. Estimates from FY12-13 through FY14-15 for the non-water sectors were supplied by

MuniServices, the city’s utility users tax consultant.

Figures 6 and 7 show the two major impacts on the tax: (1) the California “energy crisis” of 2001

time dramatically increased the energy costs on which the tax was applied, and the

subsequent reduction in tax rate from 8% to 6% over 2005-2007. Since then the tax has barely

averaged a 1.0% growth rate, in part because of a reduced growth rate in new ho

price competition and changing trends in telecommunications (reduced use of cable and

landline phones), and customer conservation efforts. The City is discussing a Climate Action

Plan that will be encouraging conservation, and water conservation efforts mandated by state

law are having and will continue to have a similar effect. For these reasons the forecasted

revenues runs just below the linear trend of utility user tax revenues based on past actual

term revenue growth is projected at 1.5%.

Figure 6. Utility Users Tax Revenue Forecast Figure 7. Utility Users Tax Growth Rate

The remaining 28.5% of General Fund revenue is comprised of the following

on PG&E, cable TV/video and waste haulers (7.3% of General Fund

revenue). Similar to the UUT, this $11.7 million tax is somewhat volatile, being based

on franchisee gross receipts. Slower population growth, conservation and

telecommunication industry trends are projected to limit future revenue growth to 2.0%.

Business License Tax ($9.0 million or 5.6% of General Fund revenue). This tax on

business gross receipts reflects changes in the overall economy, and is expected to

grow slowly in coming years, given local economic conditions. Long

growth is projected at 1.5%.

($10.3 million or 6.5% of General Fund revenue) include charges for

services, fines and forfeitures, fire contract, revenue from other agencies, licenses and

und’s third largest revenue source is the 6% utility users tax

on gas, electric, telecommunications, cable TV and water. This tax raises $32.2 million in FY13-

14 (19.8% of General Fund revenue), and remains 7.8% below its peak year of $34.9 million in

water sectors were supplied by

Figures 6 and 7 show the two major impacts on the tax: (1) the California “energy crisis” of 2001

time dramatically increased the energy costs on which the tax was applied, and the

2007. Since then the tax has barely

averaged a 1.0% growth rate, in part because of a reduced growth rate in new households,

price competition and changing trends in telecommunications (reduced use of cable and

landline phones), and customer conservation efforts. The City is discussing a Climate Action

n efforts mandated by state

law are having and will continue to have a similar effect. For these reasons the forecasted

revenues runs just below the linear trend of utility user tax revenues based on past actual

Figure 7. Utility Users Tax Growth Rate

The remaining 28.5% of General Fund revenue is comprised of the following

E, cable TV/video and waste haulers (7.3% of General Fund

revenue). Similar to the UUT, this $11.7 million tax is somewhat volatile, being based

on franchisee gross receipts. Slower population growth, conservation and

e projected to limit future revenue growth to 2.0%.

($9.0 million or 5.6% of General Fund revenue). This tax on

business gross receipts reflects changes in the overall economy, and is expected to

al economic conditions. Long-term revenue

($10.3 million or 6.5% of General Fund revenue) include charges for

services, fines and forfeitures, fire contract, revenue from other agencies, licenses and



permits, code enforcement and miscellaneous revenue. Composite long

projected at 1.1%.

" Interfund Reimbursements and Transfers

revenue) include indirect cost allocation, refunds and reimbursements, rents, leases,

concessions, and Parking Fund reimbursement of debt service. Composite long

revenue growth declines from 2.0% to 0.5% over time.

" Other Taxes ($2.6 million or 1.6% of General Fund revenue) include the hotel tax (1.0%

annual growth), documentary transfe

(no growth).

" Interest Income is a negligible amount in FY13

future years based on fund balance levels.

Figures 8 and 9 show the volatility of these “Other Reve

trend based on past year collections is much higher than the forecasted revenues, because in

past years this category included funds that are no longer received by the General Fund, such

as water payments in lieu of taxe

Development Services Fund), or past one

reimbursements).

Figure 8. Other Revenue Forecast

Revenue Gap

Since FY07-08, the City has suffered significant revenue losses due to the deteriorated local

economy. Total ongoing General Fund revenues have dropped from approximately $192.9

million in FY07-08 to $157.7 million in FY12

sales tax, FY14-15 revenues would total $189.9 million, which is still below the FY07

Figure 10 compares the linear trend based on actual revenues from FY96

(less one-time budget fixes in FY08

proposed sales tax) and indicates there is approximately a $90 million “revenue gap” between

forecasted revenues and the expectation of what revenues would have been based on that

historical revenue growth. Program and compensation level decisions in the late 1990s to the

2

ode enforcement and miscellaneous revenue. Composite long

Interfund Reimbursements and Transfers ($9.7 million or 6.1% of General Fund

revenue) include indirect cost allocation, refunds and reimbursements, rents, leases,

concessions, and Parking Fund reimbursement of debt service. Composite long

revenue growth declines from 2.0% to 0.5% over time.

($2.6 million or 1.6% of General Fund revenue) include the hotel tax (1.0%

annual growth), documentary transfer tax (1.5% annual growth) and vehicle license fees

is a negligible amount in FY13-14, but it will grow at varying rates in

future years based on fund balance levels.

Figures 8 and 9 show the volatility of these “Other Revenue” sources over time. The linear

trend based on past year collections is much higher than the forecasted revenues, because in

past years this category included funds that are no longer received by the General Fund, such

as water payments in lieu of taxes (ruled illegal by court), construction permits (switched to

Development Services Fund), or past one-time budget fixes (such as workers compensation

Figure 8. Other Revenue Forecast Figure 9. Other Revenue Growth Rat
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08 to $157.7 million in FY12-13. Even with enactment of the proposed 0.75%
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cal revenue growth. Program and compensation level decisions in the late 1990s to the
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($9.7 million or 6.1% of General Fund

revenue) include indirect cost allocation, refunds and reimbursements, rents, leases,

concessions, and Parking Fund reimbursement of debt service. Composite long-term

($2.6 million or 1.6% of General Fund revenue) include the hotel tax (1.0%

r tax (1.5% annual growth) and vehicle license fees

14, but it will grow at varying rates in

nue” sources over time. The linear

trend based on past year collections is much higher than the forecasted revenues, because in

past years this category included funds that are no longer received by the General Fund, such

s (ruled illegal by court), construction permits (switched to

time budget fixes (such as workers compensation

Figure 9. Other Revenue Growth Rate

08, the City has suffered significant revenue losses due to the deteriorated local

economy. Total ongoing General Fund revenues have dropped from approximately $192.9

Even with enactment of the proposed 0.75%

15 revenues would total $189.9 million, which is still below the FY07-08 level.

-97 through FY06-07

11) to the forecasted revenues (including the

proposed sales tax) and indicates there is approximately a $90 million “revenue gap” between

forecasted revenues and the expectation of what revenues would have been based on that

cal revenue growth. Program and compensation level decisions in the late 1990s to the



mid-2000s were based on those earlier revenue expectations. The magnitude of this gap, and

that fact that it continues to grow, has created havoc with the General Fund

Figure 10. General Fund Revenue Gap between Reality and Pre

It is important to note that actual revenues have yet to rebound to pre

based on projected trends will not reach such levels until appro

the City will ever achieve the trend level of growth assumed in the pre

the expenditures, such as all the debt obligations taken on during this period, assumed that this

aggressive trend line of growth would be achieved, and this failure is at the heart of the

bankruptcy.

Baseline and Fiscal Stabilization Expenditures

This widening gap in ongoing revenues took place against a background of multi

agreements which included significant cos

other sources of one-time funding to maintain solvency. However, such alternatives were

exhausted over FY09-10 and FY10

reductions in compensation, st

fallen from over $147.1 million in FY07

accomplished by a combination of negotiated compensation reductions, service and staffing

reductions and imposed reductions via a finding of fiscal emergency, resulting in budget

reductions totaling $90 million enacted over the three

Staffing Levels – Table 2 shows the major declines in City staffing levels since FY08

Highlights are as follows:

" General Fund sworn police officers were reduced by 98 positions or 25% (another 22

officers are paid by grants which expire at the end of FY11

positions for three years and the resulting funding gap is part of the General Fund

shortfall).

" General Fund fire department staffing was reduced by 30%.

" General Fund non-safety department staffing was reduced by 43%.

3

2000s were based on those earlier revenue expectations. The magnitude of this gap, and

that fact that it continues to grow, has created havoc with the General Fund

Figure 10. General Fund Revenue Gap between Reality and Pre-Recession Expectations

It is important to note that actual revenues have yet to rebound to pre-recession levels, and

based on projected trends will not reach such levels until approximately 2020. It is unlikely that

the City will ever achieve the trend level of growth assumed in the pre-recession period. Many of

the expenditures, such as all the debt obligations taken on during this period, assumed that this

growth would be achieved, and this failure is at the heart of the

Baseline and Fiscal Stabilization Expenditures

This widening gap in ongoing revenues took place against a background of multi

agreements which included significant cost escalators. Initially, the City used reserves and

time funding to maintain solvency. However, such alternatives were

10 and FY10-11. Consequently the City was forced to make severe

reductions in compensation, staffing and services. Projected salary and benefit costs have

fallen from over $147.1 million in FY07-08 to $107.2 million in FY12-13. This reduction has been

accomplished by a combination of negotiated compensation reductions, service and staffing

ons and imposed reductions via a finding of fiscal emergency, resulting in budget

reductions totaling $90 million enacted over the three-year period of FY09

Table 2 shows the major declines in City staffing levels since FY08

General Fund sworn police officers were reduced by 98 positions or 25% (another 22

officers are paid by grants which expire at the end of FY11-12; the Ci

positions for three years and the resulting funding gap is part of the General Fund

General Fund fire department staffing was reduced by 30%.

safety department staffing was reduced by 43%.

2000s were based on those earlier revenue expectations. The magnitude of this gap, and

that fact that it continues to grow, has created havoc with the General Fund budget.

Recession Expectations

recession levels, and

ximately 2020. It is unlikely that

recession period. Many of

the expenditures, such as all the debt obligations taken on during this period, assumed that this

growth would be achieved, and this failure is at the heart of the

This widening gap in ongoing revenues took place against a background of multi-year labor

t escalators. Initially, the City used reserves and

time funding to maintain solvency. However, such alternatives were

11. Consequently the City was forced to make severe

affing and services. Projected salary and benefit costs have

13. This reduction has been

accomplished by a combination of negotiated compensation reductions, service and staffing

ons and imposed reductions via a finding of fiscal emergency, resulting in budget

-10 through FY11-12.

Table 2 shows the major declines in City staffing levels since FY08-09.

General Fund sworn police officers were reduced by 98 positions or 25% (another 22

12; the City must retain these

positions for three years and the resulting funding gap is part of the General Fund

safety department staffing was reduced by 43%.
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Table 2. General Fund Staffing Change between FY08-09 and FY11-12

The baseline section of the budget forecast is based on a continuation of FY13-14 staffing

levels with no position changes to any departments thereafter. The forecast assumes that upon

expiration of current police grant funding that the General Fund assumes the cost of the affected

positions, to avoid a reduction in safety staffing.

The fiscal stabilization section of the forecast includes implementation of the Marshall Plan for

augmented public safety services, which adds 120 sworn officers over three years starting in

FY14-15, and associated non-sworn positions. Table 3 shows the change in staffing including

the adopted budgets for FY12-13 and FY13-14 through the implementation of the Marshall Plan.

Table 3. General Fund Staffing Levels between FY12-13 and FY17-18 including Marshall Plan

Marshall Plan costs are shown in Table 4, and include (1) all labor costs net of vacancy savings,

including pension, benefits, overtime and compensated absences, (2) higher costs of

supervisory positions needed for such an increase in workforce, (3) support positions required

for records management and crime analysis, (4) support of the Ceasefire program upon

expiration of current grant, (5) expansion of the Peacekeeper program, (6) expansion of code

enforcement and neighborhood “blitz teams”, and (7) creation of an Office of Violence

Reduction to monitor overall Marshall Plan implementation.
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Table 4. Projected Costs of Marshall Plan (FY14-15 through FY 23-24)

Compensation and Benefits – The forecast assumes that employees continue to receive merit

increases where applicable (i.e., employees not already at top step) which results in an

aggregate increase of approximately 1.2% in compensation annually. In an effort to remain at

least marginally competitive with the City’s labor market, the forecast assumes salary cost-of-

living increases (COLAs) at 2% annually starting in FY15-16, and the costs of pension and other

benefits reflect this increase. Overtime costs and workers comp contributions (a much smaller

aggregate cost than compensation and benefits) also increase by 1.2% annually, because they

are a direct function of overall compensation. Health contributions are also projected to

increase by 2% annually, starting in FY14-15.

Retirement Costs – Stockton’s retirement costs include two components, the pension program

and the separate medical insurance program for retirees. By far, the biggest unfunded liability

was found in the retiree medical program. When I arrived in July, 2010, the unfunded actuarial

accrued liability was $544 million. By comparison, the actuarial value of unfunded liability for the

California Public Employees Retirement System (CalPERS) for June 30, 2011 was $172 million.

Our strategy for restructuring revolved around the dual goals of achieving radical cost

reductions while maintaining a viable workforce. Many pundits have not appreciated the key

difference between chapter 9 and other chapters of the bankruptcy code. Private sector

corporations can be dissolved under bankruptcy, while cities must continue providing essential

health and safety services.

Virtually all public sector jobs include a defined benefit retirement plan. Among California cities

almost all (97%) contract with CalPERS, as does Stockton, and over 99% of city employees are

enrolled in CalPERS or an equivalent program. Only a few of the very largest cities operate their

own pension systems, which tend to mirror CalPERS or the very similar county defined benefit

pension programs (1937 Act counties). In any event, at this time a CalPERS pension is virtually

a given in California public agency employment. For this reason Stockton has taken the position

that it will reform and reduce the costs of its pension program along with other post-employment

benefits, but retain the basic CalPERS pension which is crucial to the City’s ability to recruit and

retain a quality workforce. These costs are projected on the basis of a forecast of future PERS

rates prepared by the Segal Company (retirement actuaries) which incorporate the following

assumptions and reform actions already taken by the City:
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" Recently-implemented rate smoothing and amortization changes will increase rates in

the near-term but lower them in the long-run, as unfunded liability costs will be paid off

under a fixed schedule instead of being continually rolled over on a 30-year basis (a

more conservative approach by CalPERS).

" A reduction of 0.25% in the PERS discount rate for interest earnings which increases

rates (this has not yet been enacted, but a 0.5% reduction was proposed in 2012 by

CalPERS staff and the board only implemented half of it at that time). (This is a good

example of the conservative approach we have taken in developing the fiscal model.)

" Lower City payroll in recent years than CalPERS has projected, which increases the

unfunded liability portion of the employer rate. (This impact will be mitigated after the

Marshall Plan is implemented, as it will increase the payroll base on which the unfunded

rate is computed, thus reducing the unfunded rate from what it would otherwise have

been.)

" Higher costs from improved mortality and other demographic changes.

" The anticipated savings from Public Employee Pension Reform Act (PEPRA) changes,

as well as the two-tier benefit plans implemented by the City.

Stockton’s retirement reforms, achieved as a result of difficult labor negotiations and pre- and

post-bankruptcy mediation, has produced a number of cost reductions with retirees and

employees. To understand the complete retirement cost picture in Stockton one needs to

understand first the population of existing retirees. These can be categorized into roughly two

groups:

" The first and more senior retiree group consists of those that retired under benefit

packages prior to enhancement in the early 2000’s. This category receives on average

$24,000 per year in benefits and did not receive a retiree medical benefit. We do not

propose a change in overall benefits to this group.

" The second retiree group consists of those that retired under the more enhanced

programs provided in the early 2000’s. They are younger in age and receive an average

PERS benefit of $51,000 per year and a medical benefit worth $26,000 per year. Most of

this group does not receive Social Security from their Stockton employment. The City

reduced and ultimately stopped paying medical premiums while in bankruptcy and we

propose eliminating the retiree medical benefit, for an approximately 30% reduction in

this group’s overall benefits.

For current employees the medical post retirement package has also been eliminated and the

following pension reforms have also been instituted. Their total loss in retirement benefits

ranges from 30-50% or more when you add the future value of the loss of retiree medical

benefits.

" Employees agreed to pay 100% of the employee’s share of PERS (7% of salary for

miscellaneous employees and 9% for safety employees) which results in immediate

savings. This also had the impact that the legal “spiking” of pension benefits through the

Employer-Paid Member Contribution (EPMC) benefit of 7-9% higher retirement pay was

eliminated for most employees, which will reduce pension costs over time.



" Employees agreed to a new retir

credit for sick leave, and eliminated all optional benefits, which will reduce pension costs

over time.

" Reductions in compensation were enacted that ranged up to 23%, with the higher range

affecting police officers through the elimination of certain “add

benefit formula relies on final compensation, this reduces their future pension benefit.

This also reduces PERS contributions due to lower payroll, for immediate savings, and

in the long-run will reduce pension costs due to lower retirement income.

Future employees (after January 1, 2013) lost all the above and are subject to the new

retirement reforms instituted on January 1. Their total reduction in benefit is arguably up 50

for most new hires and higher for some types of new hires when you combine the CalPERS

reductions and the loss of future retiree medical benefits. Again, these employees will not be

eligible for Social Security benefits from their Stockton employment.

To put all this in perspective, Figure 11 compares what General Fund total retirement costs

would have been as a percentage of total General Fund expenditures, before the pension cost

reductions from the City reforms cited above, and with and without the

from elimination of retiree medical benefits. The total General Fund dollar savings from FY12

through FY49-50 from the City pension reforms is projected to be $659 million, and the General

Fund portion of savings from the eliminat

employees not yet retired is projected to be $812 million over the same period, for a total

retirement-related savings to the General Fund over this period of $1.47 billion.

Figure 11. Total General Fund Retirement Costs as a Percent of Total Expenditures
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Employees agreed to a new retirement tier that had lower formula, eliminated retirement

credit for sick leave, and eliminated all optional benefits, which will reduce pension costs

Reductions in compensation were enacted that ranged up to 23%, with the higher range

police officers through the elimination of certain “add-pays.” Since the CalPERS

benefit formula relies on final compensation, this reduces their future pension benefit.

This also reduces PERS contributions due to lower payroll, for immediate savings, and

run will reduce pension costs due to lower retirement income.

Future employees (after January 1, 2013) lost all the above and are subject to the new

retirement reforms instituted on January 1. Their total reduction in benefit is arguably up 50

for most new hires and higher for some types of new hires when you combine the CalPERS

reductions and the loss of future retiree medical benefits. Again, these employees will not be

eligible for Social Security benefits from their Stockton employment.

To put all this in perspective, Figure 11 compares what General Fund total retirement costs

would have been as a percentage of total General Fund expenditures, before the pension cost

reductions from the City reforms cited above, and with and without the restructuring savings

from elimination of retiree medical benefits. The total General Fund dollar savings from FY12

50 from the City pension reforms is projected to be $659 million, and the General

Fund portion of savings from the elimination of retiree medical benefits for both retirees and

employees not yet retired is projected to be $812 million over the same period, for a total

related savings to the General Fund over this period of $1.47 billion.

und Retirement Costs as a Percent of Total Expenditures
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ement tier that had lower formula, eliminated retirement

credit for sick leave, and eliminated all optional benefits, which will reduce pension costs

Reductions in compensation were enacted that ranged up to 23%, with the higher range

pays.” Since the CalPERS

benefit formula relies on final compensation, this reduces their future pension benefit.

This also reduces PERS contributions due to lower payroll, for immediate savings, and

run will reduce pension costs due to lower retirement income.

Future employees (after January 1, 2013) lost all the above and are subject to the new

retirement reforms instituted on January 1. Their total reduction in benefit is arguably up 50-70%

for most new hires and higher for some types of new hires when you combine the CalPERS

reductions and the loss of future retiree medical benefits. Again, these employees will not be

To put all this in perspective, Figure 11 compares what General Fund total retirement costs1

would have been as a percentage of total General Fund expenditures, before the pension cost

restructuring savings

from elimination of retiree medical benefits. The total General Fund dollar savings from FY12-13

50 from the City pension reforms is projected to be $659 million, and the General

ion of retiree medical benefits for both retirees and

employees not yet retired is projected to be $812 million over the same period, for a total

related savings to the General Fund over this period of $1.47 billion.2

und Retirement Costs as a Percent of Total Expenditures

GRO ZOX]SYX ZY\^SYX YP ^Y^KV \O^S\OWOX^ MY]^] SXMV_NO] LK]OVSXO D9EF MY]^] $LOPY\O ]KVK\c 7C@5]%' ^RO SWZKM^ YP

^RO -" ]KVK\c 7C@5] _XNO\ PS]MKV ]^KLSVSdK^SYX' KXN ZOX]SYX MY]^] K^^\SL_^KLVO ^Y ^RO RSQRO\ DYVSMO ]^KPPSXQ _XNO\ ^RO

V ;_XNe] 00" ]RK\O YP ^RO !,)0/0/0

LSVVSYX ^Y^KV \O^S\OO WONSMKV ]K`SXQ] P\YW \O^S\OO] KXN OWZVYcOO]' NO]M\SLON P_\^RO\ YX ZKQO ,1)1)



,.

The net result of these changes is that the General Fund is not going to be overwhelmed by

retirement costs. From FY08-09 through FY11-12, before restructuring, total retirement costs

averaged 17% of total General Fund expenditures. For FY12-13 through FY30-31, after

restructuring and pension reforms and CalPERS rate adjustments, that average is projected to

be 18%. And for FY31-32 through FY49-50 the projected decline in PERS rates will reduce

total retirement costs to an average of 10% of total General Fund expenditures, falling to below

5% by FY44-45.

Other Pay and Benefits – Incorporates phase-out of certain benefits and increases other costs

in accordance with salary growth.

Compensated Absences – The baseline forecast includes payment of compensated absences

in accordance with current labor agreements, including vacation leave at termination (required

by state law), holiday leave, and a short-term provision for payment of specified amounts of sick

leave at termination for prior retirees. The City used to cash out a portion of unused sick leave

upon leaving employment but this was ceased as part of new labor agreements. This was the

reason for large cash outs in the past.

Vacancy Savings – The baseline budget assumes a 1% vacancy rate in FY13-14, increasing to

2% in FY14-15, and 3% for FY15-16 and thereafter. The fiscal stabilization section costs for the

Marshall Plan are net of vacancy rate savings at the same rates.

Services and Supplies – The baseline forecast assumes 1.5% annual increases in the costs for

internal services-equipment, general liability insurance, utilities, maintenance/repair services,

labor/legal services, tax collection, election and general expenses.

The fiscal stabilization section includes $1 million in additional annual contributions to internal

services funds to gradually reduce the large negative internal service fund balances, e.g.,

Workers Compensation, and to replace old information technology systems.

Program Support – The baseline forecast assumes continuation of General Fund support for

Library, Recreation, Golf and Entertainment Venues with growth in accordance with the overall

rate of increase in baseline personnel expense. The costs for RDA Successor Agency support,

marina support, capital outlay and grant match are held constant over time. Supplemental

administrative building rental costs are budgeted with 8% escalators every four years. A five-

year program of support for the Development Services Fund ends in FY17-18.

Debt Service – The baseline forecast assumes the original amortization over time of existing

bonds and settlement payments, offset by projected available contributions from other eligible

funds. (Reductions in debt service are reflected under restructuring savings.)

Mission Critical Spending Needs – The fiscal stabilization section contains a line for “mission

critical” spending, i.e., an allowance to fund unmet needs, such as replacing the 22-year old

financial systems, making needed administrative building improvements, providing a local match

for Measure K street maintenance costs, increasing deferred maintenance contributions,

restoring a greater portion of the current $40 million deficit in the Workers Comp Fund, and

making creditor payments under the plan of adjustment. To partially address these needs, the
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forecast builds in $16 million over the two-year period of FY14-15 and FY15-16, until the

balance exceeds the dollar amount equal to 15% of total expenditures3, when the amount over

15% is contributed to mission critical spending needs. Until the fund balance exceeds this

threshold, such unmet needs will remain significant.

Contingency – The baseline forecast budgets $2 million for contingencies annually.

Treatment of Creditors in the Plan of Adjustment

In Stockton, bankruptcy was triggered by a combination of the substantial reductions in

revenues caused by the great recession, and a variety of long term obligations for debt, retiree

medical and labor compensation, which in many cases was structured to increase over time.

The expenditure load for these obligations was just too much for the City to handle, while still

maintaining minimal service levels. During AB 506 and bankruptcy mediation the City has made

good progress in restructuring a number of these obligations. We were able to reach

agreements with all the organized labor groups, with retirees concerning medical insurance and

with a number of other creditors including some involving debt obligations.

The remaining creditors largely center on obligations for debt service on long-term bonds.

Negotiations continue as of this writing, but it is important to note that through difficult and

painful negotiations, we have collectively eliminated much more that what is waiting to be

resolved in this case. As just one example, the retiree medical obligation was estimated to have

a total cost in future dollars of $1.545 billion for all funds. This has been totally eliminated with

this plan. When you add other compensation reductions agreed to in the new MOU’s, the total

savings approach $2 billion through 2050.

Most of the City’s General Fund debt is structured as lease/leaseback obligations. Absent

voluntary agreements on restructuring, bankruptcy forces the City to choose between accepting

each of its lease obligations in total or rejecting such leases. For the pension obligation bonds,

there is no lease and the obligation is unsecured.

In cases where the City has been able to secure voluntary agreements with creditors, the plan

of adjustment hews to that agreement. Examples of this are the Ambac obligation and the

treatment of retiree health insurance claims outlined in the unsecured creditors section of the

plan of adjustment.

In cases where the City has been unable to secure an agreement, the plan of adjustment

provides for rejection of the leases, UNLESS, the obligation concerns an essential facility of the

City. In such cases, the City has no choice but to assume the lease or other obligation and pay

the entire obligation in full, unless an agreement can be reached. The best example of the

former treatment would be the Stewart/Eberhardt Building (SEB) debt. Because this debt

obligation is secured by the SEB building and because this building is essential to City

operations and probably has a value at least as high as the amount of the bonds, we have

always assumed that in a non-consensual plan of adjustment the obligation would be paid in

.
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full. This is a crucial difference between the plan of adjustment and the AB 506 Ask of over a

year ago. In the Ask we did request restructuring of this debt (and all other debt) but that was in

the context of voluntary negotiations. Our internal budget calculations have always included the

assumption that this obligation would be paid as a worst case estimate.

An example of the latter treatment, which is applicable in cases where there is no security or the

security does not relate to public safety or core City operations, would be the 2009 Capital

Improvement Bonds. This is a secured obligation (Oak Park and two golf courses), but it could

be argued that the golf courses are neither very valuable from a market value point of view nor

essential to the operations of the City. The property cannot be sold by the creditor, and while the

creditor could chose to operate the facilities, zoning does not allow alternative uses for the

facilities. Since our attempts at a negotiated settlement with respect to this obligation have thus

far not been successful, the plan of adjustment provides that the applicable leases must be

rejected. As a result, if it chooses to do so, the creditor could take over possession and

operation of the facilities. However, the creditor cannot sell the properties because it will not

own them. Neither can the creditor use them for other purposes, due to zoning and use

restrictions. The City’s only other alternative would have been to pay most of the debt service

out of the General Fund, causing additional service reductions or reducing our commitment to

the Marshall Plan on Crime. This lease is proposed to be rejected because thus far the City has

been unable to reach a negotiated settlement that does not unravel the City’s General Fund

services or commitment to the Marshall Plan, and that is acceptable to the impacted creditors.

Assuming these leases and paying full debt service is not a viable option within the City’s

budget constraints.

The City does not view these results as desirable or optimal. Rather they are reflective of the

binary choices we face in developing the plan of adjustment. We do not believe the creditors will

find such treatment appropriate either, and both sides should continue to negotiate a better

solution. However, since the City is determined to exit chapter 9, which is expensive and

distracting, we had to develop a plan of adjustment which was both legally sound and financially

prudent even without voluntary restructuring.

Therefore the plan of adjustment is in many cases a worst case, but financially prudent

approach. Details on the plan of adjustment treatment on various obligations are reviewed

below.

Restructuring Treatment and Savings

The restructuring section of the forecast includes reductions in expenditures not yet defined as

permanent that require the chapter 9 process to play out: retiree medical benefits, debt

obligations, legal settlement payments, and sports team agreements. Approximately $39.6

million of the $46.4 million in potential labor savings identified in the AB 506 process for FY12-

13 through FY20-21 (85% of the total) already have been implemented through meet and confer

negotiations facilitated by the AB 506 and bankruptcy mediators, and these savings are

incorporated into the baseline personnel costs. In addition, the $90 million in past

compensation and service cuts that were enacted by the City are assumed to stay in effect and
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to gain in value of avoided costs over time. The following are the remaining areas of anticipated

restructuring savings:

" Retiree Medical Reductions – After settlement payments in FY13-14, 100% of retiree

medical expenses are eliminated. The loss of this medical benefit is worth

approximately $26,000 per retiree per year, or $600,000 over a lifetime (not adjusted for

inflation). In aggregate, the City estimates the total liability for all funds of these former

benefits to be $545 million; this will be eliminated through chapter 9. The value of retiree

medical obligations for employees yet to retire is approximately $1 billion for all funds;

this was eliminated through new labor agreements last year. The total savings for

employees and retirees through the life of the program is $1.545 billion. Table 5 reflects

the annual total of retiree medical savings (including program administration and other

non-benefit costs) for the General Fund only.

" Debt Reductions – These are based on the following actions relative to each debt

amount:

o 2003 Certificates of Participation – The agreement previously reached with

Ambac restructures the amounts that would have otherwise been absorbed by

the General Fund, and provides a mechanism for subsequent General Fund

reimbursement. The lease payments on these bonds ($12.6 million

outstanding), were restructured because (a) the collateral for these bonds

consisted of Maya Angelou Library, the Main Police Facility and three fire

stations, which are essential facilities and therefore had to be retained by the

City, and (b) our estimation is that the value of the collateral was at least equal to

the amount of the debt. Ambac is at risk for a potential haircut of up to 19.5% if

tax increment levels prove insufficient to pay debt service. However, since tax

increments are pledged to debt service, if assessed values grow as projected,

Ambac would not suffer a haircut (and would not even in a cram down).

o 2004 Arena Lease Revenue Bonds (LRBs) – The City accepts lease payments

on these bonds ($45.1 million outstanding), which helped pay the costs of

constructing the arena. A preliminary term sheet agreement has been reached

with NPFG, the bond insurer for this issuance, along with agreements on the

other bonds insured by NPFG relating to the parking garages and the SEB

facility. Based on our preliminary agreement with NPFG the restructured debt

should be fully serviced by tax increment revenues, except in the eventuality that

our relatively conservative assumptions concerning assessed valuation growth

are not achieved. In this unlikely eventuality some General Fund liability would

be possible, but it would be much reduced from the current situation. While we

fully expect to consummate the agreement, the alternative would have been to

reject the lease. NPFG would then have the right, but not the obligation, to take

control of the Arena for the remaining lease term as the pledged collateral for

these bonds. Since the City would no longer have been able to perform

pursuant to the license agreements, the subsidy for arena operations and the

Thunder sports team would end. NPFG could choose whether or not to continue

to operate the facility and in order to remain in the facility, the Thunder would
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have to negotiate a new agreement with NPFG. However, since the debt

payments were already covered by a dedicated revenue stream outside the

General Fund, we decided to reach agreement to keep control of the Arena.

o 2004 Parking LRBs – Under the preliminary agreement with NPFG the City

basically accepts the leases relating to these bonds ($31.6 million outstanding)

which paid for the Coy, Market and Arena garages. Under this agreement

control of the garages, which NPFG had previously took possession of, would

revert to the City. Payments to satisfy most of this debt obligation would be

provided to NPFG from the net revenues of a new parking enterprise the City will

create to take over operation of all parking assets in the central area of the City.

Via a combination of contracting for operation of parking facilities and

implementation of capital improvements, net revenues from parking will increase

above their current levels, allowing for payment of the bulk of the obligation over

an extended time period. Using parking revenues to pay this obligation will shield

the General Fund from exposure. Obtaining control of the three garages,

combined with a contract operations approach, will allow the City to achieve

economies of scale in operations, reducing ongoing expenditures, and

maximizing overall revenues. Should the agreement with NPFG not be finalized

the City would have to revert to rejection of these leases. With regard to the

parking garages this result would not be too much of a problem, because the

garages would continue to be open to the public as they have been since NPFG

took control. However, this result would have threatened the Arena agreement,

which requires NPFG’s cooperation.

o 2006 LRBs – The City will assume the lease relating to these bonds ($12.1

million outstanding), which built the SEB parking garage. The SEB houses

essential City services, so these bonds will not be impaired and the General

Fund will continue to make $900,000 annual payments on these bonds, which

are reimbursed by the Parking Fund and Police Public Facilities Fee (PFF) Fund,

so there is no net impact on the General Fund.

o 2006 Dept of Boating and Waterways (DBW) Loan – There is no enforceable

General Fund obligation to pay this state loan ($10.8 million outstanding), which

funded marina improvements. This loan was never enforceable against the

General Fund given its structure as a debt obligation, due to the constitutional

debt limit and the lack of voter approval. The state does have a lien on revenues

from the Marina, which requires a subsidy of approximately $160,000 per year

from the City. Since the City cannot repay this loan from Marina revenues or the

General Fund the State could take over operation of the facility. Indeed the State

does operate numerous marina facilities through its Parks Department into which

the Department of Boating and Waterways was recently merged. Very recently

the State has indicated this may be a preferred option. The General Fund saves

$685,000 annually from elimination of this debt service payment. If the state

elects to take over operations of the facility it would eliminate the need for a City

operational subsidy and this would increase the annual savings to the General
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Fund by $160,000. Negotiations with the state concerning this obligation

continue.

o 2007 Pension Obligation Bonds (POBs) – These bonds ($124.3 million

outstanding) refinanced unfunded liability due to CalPERS. These bonds are

insured by Assured Guaranty. They are an unsecured creditor, in that there is no

collateral pledged to the debt. The City has reached a preliminary agreement

with the creditor to restructure this debt obligation. Under the proposed

agreement the creditor would be entitled to both contingent and non-contingent

payments. The non-contingent annual payments would be limited to monies that

were programmed under the Ask for a restructured payment on the 2007

Variable Rate Demand Bonds, payments legally allocable to solvent special

funds (those not supported by the General Fund) and an annual payment of

$250,000 from the General Fund from FY22-23 through FY41-42, increasing to

$350,000 from FY42-43 through FY51-52. This would constitute only partial

payment of the debt obligation. Any contingent payments would be made only

after the City’s fiscal performance exceeds that expected in our financial model.

In such circumstances the creditor would be able to share in some limited

amount of the “upside” revenue growth. We can recommend such a sharing only

because essential core services and the Marshall Plan come first and are

protected under the baseline budget model assumptions. Any contingent

payments will depend on revenue growth, but would come from revenue not

currently counted upon. A negotiated solution would spare the City the expense,

time and uncertainty associated with continued litigation. More details are

included in the discussion below concerning 400 E. Main debt obligations

because the negotiations essentially considered these two bond debts as a

package.

o 2007 Variable Rate Demand Bonds (VRDOs) – Under the umbrella of the

negotiated settlement discussed above the City essentially pays the obligation

by allowing the creditor to sell the building. It is worth less than the outstanding

bonds, but is still a very attractive Class A office building. In addition, the City

would agree to lease 65,000 square feet in the building for a period of 8 to 12

years at a discounted rate. Further, the City would pay what was proposed in the

Ask for restructuring this debt towards the pension obligation bond debt. In the

Ask the City proposed a restructuring of debt with five years’ grace period,

followed by interest-only payments of $1.3 million for five years, followed by

restructured payments of $2.5 million annually for 30 years. This was included in

our budget model and in this agreement the payment would simply be

reprogrammed from paying this debt to paying the pension debt. This would be

the vast majority of non-contingent payments made to Assured from the General

Fund and is therefore affordable to the City because it was included in the Ask,

and funded in the budget model. By agreeing to lease space in the building the

City helps make the building marketable and by allowing Assured to sell the

building they are able to get paid some portion of the outstanding obligation.

Since the City needs temporary office space anyway (so it can renovate City
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Hall) the discounted lease has value to the community. It also allows the City to

avoid the costs of relocating the IT Department function from 400 E. Main, to the

SEB, and frees that space for an alternative use. Because provision was made

in our budget model for both this move and for rental payments the cost is within

our budget model. Overall we believe the tentative agreement with Assured will

be workable for the City because it essentially restructures payment on the pair

of obligations to an amount which is approximately equivalent to what we had

proposed to pay under our original Ask. In addition, Assured benefits from the

ability to sell the office building (putting in back on the tax roll) and from the City

agreeing to lease space at a discounted rate.

o 2009 LRBs for Capital Improvement Projects – The City rejects the lease relating

to these bonds ($35.1 million outstanding), which repaid prior City interfund

loans used to construct the Police Communications Center, a fire station, parks,

and street improvements. The leased property consists of Oak Park, and the

Swenson and Van Buskirk golf courses. The General Fund is legally obligated

to make the lease payments, but PFFs from the streets, police, fire, and

parklands funds were expected to be used as an internal source of funds as

available. Annual debt service is approximately $2.9 million. The baseline

budget assumes a conservative $500,000 in available PFF revenues (the

remainder being required for project funding and payment of reimbursable

agreements and fee credits), so under a rejection of leases the General Fund

would save $2.4 million annually. If no agreement is reached, Franklin, which

owns all of the bonds, could elect to take possession of the leased properties

pledged as collateral for the bonds and could choose whether or not to operate

those facilities itself. Zoning does not allow alternative uses for the facilities (and

for Van Buskirk, the deed granting the property to the City also does not allow for

anything except public recreation uses, and contains a reversionary interest).

Franklin might elect not to take possession of facilities that operate at a loss.

Furthermore they cannot take title of these lands, so they cannot sell them, and

sale is prohibited under the obligation provisions. If Franklin elects to take

possession of the facilities, the General Fund would no longer incur a subsidy for

golf and ice rink operations, resulting in approximately $700,000 in annual

savings. Again, paying this debt service would have caused more service

reductions or a reduced commitment to the Marshall Plan on Crime. If Franklin

does not elect to take possession of the facilities, then the City would be

permitted, but not required, to continue to operate them. We will continue and try

to reach a negotiated settlement with Franklin, but not at the expense of further

service reduction or backtracking on commitments to the Marshall Plan on

Crime.

" Other Reductions – These savings are from seven sources, and some reflect negotiated

agreements, notably with the Marina Towers plaintiffs, Thunder hockey team and police

association:
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o Settlement with Police Officer’s Association - The Stockton Police Officers

Association and the City agreed that their claims were valued at approximately

$8.5 million for compensation reductions imposed by the City in 2010 and 2011

as part of the City fiscal emergencies. The parties have agreed to a settlement of

44 hours of paid time off for each SPOA employee who was employed by the

city as of June 30, 2012.

o Sick Leave Buyout - Employees who left city employment between February 17,

2012 and June 30, 2012, may have claims for payment of unused sick leave

hours that were not made at that time. Former employees with these claims will

be treated in the same manner as other claims in their class.

o Jarvis Settlement - These annual payments are due from the General Fund to

the Water and Wastewater funds as the result of a settlement regarding the

City’s long-standing former practice of charging utility funds payments in lieu of

taxes. The General Fund saves $1.1 million annually through 2040, for a total of

$31.6 million. Jarvis has not participated in negotiations, or complained about

this treatment, which is strictly internal to the City, but important to the General

Fund.

o Marina Towers Settlement – The City has negotiated an agreement with the

Marina Towers plaintiffs to substitute excess land (worth $973,500) for the

$1,875,000 in remaining payments ($312,500 annually through FY17-18). This

eminent domain lawsuit involved a portion of the ballpark that could have

reverted to the plaintiffs in the absence of a settlement.

o Price Settlement – The City will make no further payments under this settlement

of an inverse condemnation case involving downtown area single-room

occupancy hotels, relating to payment of relocation costs and production of low

income housing units. Obligations due have been in dispute and no General

Fund costs had been budgeted.

o Main Hotel – The City will not pay the remaining $500,000 payment due related

to a redevelopment restoration project, which reduces the level of

redevelopment subsidy required of the General Fund.

o Sports Teams – Restructuring savings from the AB 506 Ask assumes a

reduction of approximately $500,000 annually in license agreement costs for the

Ports baseball team and Thunder hockey team through the end of the current

agreements in 2026. The City has been able to reach a tentative agreement with

the Thunder, which will decrease City costs and increase City revenues

associated with Thunder operations. Negotiations with the Ports have not been

successful to date and the City will be seeking to reject the agreement and

impose new terms to reduce the level of subsidy absorbed by the City.

" In addition to actions implemented through the chapter 9 process, the City would

undertake the following actions:

o Property Sales – The City has identified parcels estimated at $6 million in value

that are projected to be sold over the next six years.
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o Efficiencies – The City has initiated a series of studies designed to reduce costs

through efficiencies, alternative service delivery or increased cost recovery. The

projected annual savings start at $2.5 million in FY 14-15 and increase to $3

million by FY16-17.

o Measure A – This proposed 0.75% transactions and use tax requires majority

voter approval on the November 5, 2013 ballot. It is projected to raise

approximately $28 million annually, starting with a quarter of that amount

received at the close of FY13-14.

o Staffing and Service Cuts – While the $90 million in cuts previously enacted

would remain in effect, there are no further budget cuts incorporated into the

plan of adjustment due to the City’s current level of service insolvency.

However, failure of the tax to pass would force an additional $11 million in

ongoing budget cuts to make up for the loss of new revenue, even if the Marshall

Plan is not implemented.

Table 5 shows the total restructuring savings assumed by the City from the above sources:

Table 5. Projected Restructuring Savings (FY13-14 through FY20-21)

Figure 12 shows the projected gap between projected revenues without Measure A and the pre-

budget cut level of expenditures including the Marshall Plan, and how this gap is filled through

the combination of prior budget cuts and future efficiencies, chapter 9 restructuring and

increased revenue.
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Figure 12. Closing the Gap between General Fund Ex

Conclusion

The General Fund’s Long-Range Financial Plan meets the three tests of solvency:

" It is cash solvent. Balances will be adequate to pay bills when they come due.

" It is budget solvent. The budgets are balanced with all spending categories accounted

for, including compensated absences and internal service contributions. It will require

continued fiscal discipline to prevent excess spending growth between now and whe

the fund balance reaches its minimal level in the mid

balance at a faster pace. Fund balance shows excellent growth after this period, but

these far out-year projections are subject to the most uncertainty in the model, simp

because of the nature of such a long range projection, so the projection should be

viewed with caution.

" It provides minimal service solvency. The Marshall Plan restores a significant amount of

police services to the community, and raises the sworn off

per 1000 residents to 1.6 per 1000. In the near

improvements can be funded and maintenance and technology investments remain low.

However, by the late 2020s, improving reserve levels will al

commitments to service levels, including a second phase of police staffing increases,

and higher maintenance levels.

----

Figure 12. Closing the Gap between General Fund Expenditure Trend and Available Resources

Range Financial Plan meets the three tests of solvency:

It is cash solvent. Balances will be adequate to pay bills when they come due.

It is budget solvent. The budgets are balanced with all spending categories accounted

for, including compensated absences and internal service contributions. It will require

continued fiscal discipline to prevent excess spending growth between now and whe

the fund balance reaches its minimal level in the mid-2020s, to avoid reducing fund

balance at a faster pace. Fund balance shows excellent growth after this period, but

year projections are subject to the most uncertainty in the model, simp

because of the nature of such a long range projection, so the projection should be

It provides minimal service solvency. The Marshall Plan restores a significant amount of

police services to the community, and raises the sworn officer staffing level from 1.16

per 1000 residents to 1.6 per 1000. In the near-term, no additional service level

improvements can be funded and maintenance and technology investments remain low.

However, by the late 2020s, improving reserve levels will allow for additional

commitments to service levels, including a second phase of police staffing increases,

and higher maintenance levels.
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continued fiscal discipline to prevent excess spending growth between now and when

2020s, to avoid reducing fund

balance at a faster pace. Fund balance shows excellent growth after this period, but

year projections are subject to the most uncertainty in the model, simplyly

because of the nature of such a long range projection, so the projection should be

It provides minimal service solvency. The Marshall Plan restores a significant amount of

icer staffing level from 1.16

term, no additional service level

improvements can be funded and maintenance and technology investments remain low.

low for additional

commitments to service levels, including a second phase of police staffing increases,
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/+ EOP_XN] # EOSWL_\]OWOX^] +)-4 +)-4 +).+ +).+ +)., +).- +).- +).. +)./ +)./
/, EOX^]*@OK]O]*7YXMO]]SYX] -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13
/- DK\USXQ ;_XN ( 8OL^ FO\`SMO +)4, +)4, +)4, +)4+ +)4, +)4, +)4+ +)4+ +)4+ +)4+
/. F_L^Y^KV EOSWL_\]OWOX^] 4)4+ ,+)+2 ,+)-0 ,+)/. ,+)1. ,+)3+ ,,)++ ,,)-, ,,)/- ,,)1/
// EUYIR 9MTMWIR 8ZTL CM[MTZMX ,41)// -+,)40 -+2)11 -,.)04 -,4)1. --0)21 -.-)++ -.3)./ -//)21 -0,)-2
/0
/1 DIRIWQMX " 4MTMNQYX
/2 FKVK\SO] ( FKPO^c $a* 7C@5% /4)+4 0+)11 0-)-3 0.)40 00)13 02)/1 04).+ 1,)-+ 1.),1 10),3
/3 FKVK\SO] ( BYX(FKPO^c $a* 7C@5% --).0 -.)+2 -.)3, -/)02 -0).1 -1),2 -2)++ -2)32 -3)21 -4)13
/4 FKVK\SO] ( DK\^ ^SWO' GOWZY\K\c ,)32 ,)4. ,)44 -)+0 -),- -),3 -)-0 -).. -)/+ -)/3
0+ DOX]SYX ( 7KVD9EF .2)+0 .3),. .4)-, /+).1 /+)3/ /,)40 /.),+ //)-/ /0)/+ /1)03
0, =OKV^R*8OX^KV*IS]SYX(9WZVYcOO $a*7C@5% ,+)43 ,,),4 ,,)/- ,,)10 ,,)33 ,-),- ,-).1 ,-)1, ,-)31 ,.),-
0- =OKV^R ( EO^S\OO] ,0)4. ,1)3. ,2)21 ,3)3/ ,4)30 -+)1- -,)3+ --)., -.)+0 -.)3-
0. JY\UO\] 7YWZOX]K^SYX 2)4, 3)++ 3),+ 3),4 3)-4 3).4 3)/4 3)04 3)2+ 3)3+
0/ C^RO\ DKc # 6OXOPS^] 0)30 0)4, 0)41 1),. 1)., 1)0+ 1)14 1)33 2)+4 2).+
00 C`O\^SWO # F^KXNLc*7KVVLKMU 4),- 4)/, 4)2, ,+)+- ,+)./ ,+)12 ,,)+, ,,).2 ,,)2. ,-),,
01 7YWZOX]K^ON 5L]OXMO] .)4, /),. /).2 /)1- /)34 0),2 0)/3 0)3+ 0)3+ 0)31
02 FKVK\SO] ( FKPO^c(9bZS\SXQ <\KX^] -)2, -)3+ -)34 -)43 .)+3 .),3 .)-3 .).3 .)/4 .)1+
03 BO^ @KLY\ 5NT_]^*EOSWL_\]OWOX^] ,).4 ,)/. ,)/2 ,)0, ,)0/ ,)03 ,)1. ,)12 ,)2, ,)21
04 6_NQO^ON IKMKXMc FK`SXQ] $/)02% $/)2+% $/)3/% $/)43% $0),,% $0)-1% $0)/-% $0)03% $0)2.% $0)34%
1+ F_L^Y^KV FKVK\SO] # 6OXOPS^] ,1.)03 ,13)23 ,2/),- ,24)4, ,30)+1 ,4+)2. ,41)43 -+-)13 -+3)/- -,/).3
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97@7C3> 8F@6 #KUTY'$ +*&++ ++&+, +,&+- +-&+. +.&+/ +/&+0 +0&+1 +1&+2 +2&,) ,)&,*

1, DMW[QKMX " DZVVRQMX
1- >X^O\XKV FO\̀ SMO](9[_SZWOX^ ,/)33 ,0),, ,0).. ,0)01 ,0)3+ ,1)+. ,1)-2 ,1)0- ,1)21 ,2)+-
1. <OXO\KV @SKLSVS^c >X]_\KXMO .)3- .)33 .)4. .)44 /)+0 /),, /),3 /)-/ /).+ /).2
1/ H^SVS^SO] -)44 .)+. .)+3 .),. .),2 .)-- .)-2 .).- .).2 .)/-
10 AKSX^OXKXMO # EOZKS\ FO\`SMO] -)4- -)42 .)+, .)+1 .),+ .),0 .)-+ .)-0 .)-4 .)./
11 @KLY\*@OQKV FO\`SMO] -)/2 -)0, -)00 -)04 -)1. -)12 -)2, -)20 -)24 -)3.
12 <OXO\KV 9bZOX]O] 4).2 4)0, 4)10 4)24 4)4/ ,+)+4 ,+)-/ ,+).4 ,+)00 ,+)2,
13 GKb 7YVVOM^SYX # 9VOM^SYX -)34 -)4. -)42 .)+- .)+3 .),. .),3 .)-- .)-4 .)./
14 F_L^Y^KV FO\`SMO] # F_ZZVSO] .4)./ .4)4. /+)0. /,),/ /,)22 /-)/+ /.)+/ /.)13 //).1 /0)+-
2+ BWUOWIS DZVVUWY NUW AYPMW 8ZTLX
2, @SL\K\c 0)34 1)+0 1)-, 1).4 1)0. 1)2, 1)4+ 2),+ 2)-2 2)/1
2- EOM\OK^SYX /),4 /).+ /)/- /)00 /)10 /)23 /)4, 0)+0 0),2 0).+
2. <YVP 7Y_\]O] +)11 +)13 +)2+ +)2- +)2. +)21 +)23 +)3+ +)3- +)3/
2/ 9X^O\^KSXWOX^ IOX_O] .)4, /)+, /),- /)-/ /).. /)/0 /)03 /)2, /)3- /)40
20 E85 F_MMO]]Y\ 5QOXMc +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20
21 8YaX^YaX AK\SXK +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1
22 7KZS^KV >WZ\Y`OWOX^] +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03
23 5NWSXS]^\K^SYX 6_SVNSXQ +)43 +)43 +)43 +)43 ,)+1 ,)+1 ,)+1 ,)+1 ,),0 ,),0
24 <\KX^ AK^MR +).+ +).+ +).+ +).+ +).+ +).+ +).+ +).+ +).+ +).+
3+ 8O`OVYZWOX^ FO\`SMO] ( ( ( ( ( ( ( ( ( (
3, C^RO\ ( ( ( ( ( ( ( ( ( (
3- F_L^Y^KV D\YQ\KW F_ZZY\^ ,2)/- ,2)3- ,3)-- ,3)12 ,4)+4 ,4)00 -+)+- -+)0+ -,)+- -,)/3
3. 6MJY & 4UTLX(AYPMW
3/ ?K\̀ S] H^SVS^SO] FO^^VOWOX^ ,),. ,),. ,),. ,),. ,),. ,),. ,),. ,),. ,),. ,),.
30 AK\SXK FO^^VOWOX^ ( ( ( ( ( ( ( ( ( (
31 -++. 7CD] ( ( ( ( ( ( ( ( ( (
32 -++/ 5\OXK 6YXN] ( ( ( ( ( ( ( ( ( (
33 -++1 @E6](DK\USXQ $F96% +)4, +)4, +)4, +)4+ +)4, +)4, +)4+ +)4+ +)4+ +)4+
34 -++1 86J(8OL^ ( AK\SXK +)13 +)13 +)13 +)13 +)13 +)13 +)13 +)13 +)13 +)13
4+ -++2 DC6] 2)1/ 2)21 2)33 3)+, 1)31 2)+3 2),2 2)-2 2).2 2)/1
4, -++2 IE8@E6 ( /++ 9)AKSX -)21 -)23 -)3, -)3. -)31 -)32 -)4+ -)4- -)4/ -)40
4- -++4 @E6](D_L ;KMSV 6YXN]*7>D -)/, -)/, -)/, -)/+ -)/+ -)/+ -)/+ -)/+ -).4 -).4
4. 8OL^ ( C^RO\*5NWSX +)-/ +)-/ +)-/ +)-/ +)-/ +)-/ +)-/ +)-/ +)-/ +)-/
4/ F_L^Y^KV 8OL^ ,0)22 ,0)4, ,1)+1 ,1),4 ,0)+3 ,0).- ,0)/- ,0)0/ ,0)10 ,0)20
40 5UTYQTOMTK] -)++ -)++ -)++ -)++ -)++ -)++ -)++ -)++ -)++ -)++
41 EUYIR 9MTMWIR 8ZTL 4IXMRQTM 7\VMTLQYZWMX -.3),, -//)// -0+)4. -02)4, -1.)++ -2+)++ -22)/1 -3/)/+ -4,)// -43)1.
42 DZWVRZX#DPUWYNIRR$ 3NYMW 4IXMRQTM $/,)12% $/-)/4% $/.)-2% $//).-% $/.).2% $//)-/% $/0)/1% $/1)+1% $/1)13% $/2).1%
43
44 8QXKIR DYIJQRQ^IYQUT

,++ >XM\OK]ON 8OPO\\ON AKSX^OXKXMO ,)++ ,)++ ,)++ ,)++ ,)++ ,)++ ,)++ ,)++ ,)++ ,)++
,+, 7YX^\SL_^SYX] ^Y JY\UO\] 7YWZ >F; +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20
,+- 7YX^\SL_^SYX] ^Y GOMRXYVYQc*C^RO\ >F; +)-0 +)-0 +)-0 +)-0 +)-0 +)-0 +)-0 +)-0 +)-0 +)-0
,+. AK\]RKVV DVKX*DYVSMO FO\`SMO] -0),2 -0)13 -1)-+ -1)2- -2)-0 -2)24 -3)./ -3)34 -4)/0 .+)+.
,+/ AS]]SYX 7\S ŜMKV FZOXNSXQ BOON] ( ( ( ( ( ( ( ( ( (
,+0 EOZKc -*-3*,- G\KX]PO\] +)+0 +)+0 +)+0 +)+0 +)+0 +)+0 +)+0 +)+0 +)+0 +)+0
,+1 GY^KV ;S]MKV F^KLSVSdK^SYX -2)-- -2)2. -3)-0 -3)22 -4).+ -4)3/ .+).4 .+)4/ .,)0+ .-)+3
,+2 DZWVRZX#DPUWYNIRR$ 3NYMW 8QXKIR DYIJQRQ^IYQUT $13)34% $2+)--% $2,)0-% $2.),+% $2-)12% $2/)+3% $20)3/% $22)++% $23),4% $24)/.%
,+3
,+4 CMXYWZKYZWQTO $@KLY\ SXMV_NON SX 6K]OVSXO%
,,+ EO Ŝ\OO AONSMKV EON_M ŜYX] ,0)4. ,1)3. ,2)21 ,3)3/ ,4)30 -+)1- -,)3+ --)., -.)+0 -.)3-
,,, 8OL^ EON_M^SYX] ,,)3+ ,+)3- ,,)-1 ,,)1. ,+)2+ ,,),. ,,).0 ,+)/4 ,+)1+ ,+)2+
,,- C^RO\ EON_M^SYX] ,)1. ,)1. ,)1. ,)1. ,)1. ,),. ,),. ,),. ,),. ,),.
,,. F_L^Y^KV EO]^\_M^_\SXQ -4).1 -4)-2 .+)10 .-),+ .-),2 .-)32 ./)-3 ..)4. ./)23 .0)1/
,,/ FKVO YP F_\ZV_] D\YZO\^c ( ( ( ( ( ( ( ( ( (
,,0 9PPSMSOXMSO]*5V^ F\`M 8OVS`O\c*;OO]*C^RO\ .)++ .)++ .)++ .)++ .)++ .)++ .)++ .)++ .)++ .)++
,,1 BOa EO`OX_O(FKVO] GKb $BY`(,. LKVVY^% .0)0, .1)20 .3)+/ .4).2 /+)2- /-)+4 /.)/3 //)33 /1).+ /2)2/
,,2 FO\`SMO # F^KPPSXQ EON_M ŜYX] ( ( ( ( ( ( ( ( ( (
,,3 GY^KV EO]^\_M^_\SXQ 12)32 14)+. 2,)14 2/)/2 20)34 22)41 3+)21 3,)3, 3/)+3 31).3
,,4 DZWVRZX#DPUWYNIRR$ 3NYMW CMXYWZKYZWQTO $,)+-% $,),4% +),2 ,).3 .)-- .)33 /)4- /)3, 0)34 1)40
,-+ G\KX]PO\ ^Y 6KXU\_Z^Mc ;_XN ( ( ( ( ( ( ( ( ( (
,-, 9XM_WL\KXMO&56 0+1 7K\\cY`O\ ( ( ( ( ( ( ( ( ( (
,-- 6OQSXXSXQ 5`KSVKLVO 6KVKXMO ,,)+/ ,+)+- 3)3- 4)++ ,+).2 ,.)1+ ,2)/3 --)/+ -2)-, ..),+
,-. 7TLQTO 3[IQRIJRM 4IRITKM ,+)+- 3)3- 4)++ ,+).2 ,.)1+ ,2)/3 --)/+ -2)-, ..),+ /+)+0
,-/ 4IRITKM IX ! UN EUYIR 7\VMTLQYZWMX /)." .)2" .)2" /)," 0)." 1)1" 3)." 4)3" ,,)1" ,.)2"
,-0 IKMKXMc EK^O $" YP 6K]OVSXO&7C@5]% .)+" .)+" .)+" .)+" .)+" .)+" .)+" .)+" .)+" .)+"
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97@7C3> 8F@6 ,*&,+ ,+&,, ,,&,- ,-&,. ,.&,/ ,/&,0 ,0&,1 ,1&,2 ,2&-) -)&-*
, 9MTMWIR CM[MTZMX
- D\YZO\^c GKbO]
. D\YZO\^c GKbO] 0-)1+ 0/).4 01)-+ 03)+/ 04)4+ 1,)23 1.)13 10)1+ 12)0/ 14)/4
/ >X(@SO_ YP AY^Y\ IORSMVO ;OO] ./)4- .1),+ .2)., .3)0. .4)21 /,)+, /-)-2 /.)00 //)3. /1),.
0 F_L^Y^KV D\YZO\^c GKbO] 32)0- 4+)/4 4.)0, 41)02 44)11 ,+-)24 ,+0)40 ,+4),/ ,,-).2 ,,0)1-
1 FKVO] GKbO]
2 20" DYSX^ YP FKVO 0-)01 0/),- 00)2+ 02).+ 03)4+ 1+)0- 1-),0 1.)24 10)// 12)+4
3 -0" 7Y_X^c 9E5; 6KMUPSVV ,2)0- ,3)+/ ,3)02 ,4),+ ,4)1. -+),2 -+)2- -,)-1 -,)3, --).1
4 D\YZY]S^SYX ,2- -).1 -)/. -)0+ -)02 -)1/ -)2- -)24 -)31 -)4/ .)+,

,+ F_L^Y^KV FKVO] GKbO] 2-)// 2/)04 21)22 23)42 3,),3 3.)/, 30)10 32)4, 4+),4 4-)/2
,, H^SVS^c H]O\] GKb
,- JK^O\ /)-+ /)-0 /)., /).1 /)/, /)/1 /)0- /)02 /)1- /)12
,. 9VOM^\SM # <K] --)43 -.)-3 -.)02 -.)31 -/),/ -/)/. -/)2, -/)44 -0)-2 -0)0/
,/ 7KLVO .)+, .)+0 .)+4 .),. .),2 .)-+ .)-/ .)-3 .)., .).0
,0 GOVOMYWW_XSMK ŜYX] ,,)-/ ,,).3 ,,)0. ,,)12 ,,)3, ,,)40 ,-)+4 ,-)-- ,-).1 ,-)/4
,1 F_L^Y^KV H^SVS^c H]O\] GKb /,)// /,)42 /-)/4 /.)+, /.)0. //)+/ //)00 /0)+0 /0)00 /1)+0
,2 ;\KXMRS]O GKb
,3 D<#9 -)2+ -)2/ -)24 -)3/ -)33 -)4. -)42 .)+- .)+1 .),+
,4 7KLVO*ISNOY .)+3 .),. .),3 .)-. .)-3 .)./ .).4 .)// .)/4 .)0/
-+ JK]^O =K_VO\] ,+)03 ,+)21 ,+)4. ,,),, ,,)-4 ,,)/2 ,,)10 ,,)3- ,-)++ ,-),2
-, F_L^Y^KV ;\KXMRS]O GKb ,1).0 ,1)1. ,1)4+ ,2),3 ,2)/1 ,2)2. ,3)++ ,3)-2 ,3)0/ ,3)3,
-- C^RO\ <OXO\KV EO`OX_O]
-. 6_]SXO]] @SMOX]O GKb ,,)14 ,,)32 ,-)+0 ,-)-. ,-)/, ,-)1+ ,-)24 ,-)43 ,.),2 ,.).2
-/ =Y^OV*AY^OV GKb -).. -).0 -).3 -)/+ -)/. -)/0 -)/2 -)0+ -)0- -)00
-0 8YM_WOX^ G\KX]PO\ GKb +)10 +)11 +)12 +)13 +)14 +)2+ +)2, +)2- +)2. +)2/
-1 AY^Y\ IORSMVO @SMOX]O +),0 +),0 +),0 +),0 +),0 +),0 +),0 +),0 +),0 +),0
-2 >X^O\O]^ >XMYWO +)30 +)4. +)41 +)43 ,)++ ,)+. ,)+1 ,)+3 ,),, ,),0
-3 F_L^Y^KV C^RO\ <OXO\KV EO`OX_O] ,0)13 ,0)41 ,1)-+ ,1)// ,1)13 ,1)4- ,2),3 ,2)/. ,2)14 ,2)41
-4 BWUOWIS CM[MTZMX
.+ ;S\O 7YX^\KM^] .)31 .)4+ .)4/ .)43 /)+- /)+1 /),+ /),/ /),3 /)--
., 7YNO 9XPY\MOWOX^ .)01 .)1+ .)1. .)12 .)2, .)2/ .)23 .)3- .)31 .)34
.- 7RK\QO] PY\ FO\`SMO] -),3 -)-, -)-. -)-0 -)-2 -).+ -).- -)./ -).2 -).4
.. ;SXO] # ;Y\POS^_\O] ,)3/ ,)33 ,)4, ,)40 ,)44 -)+. -)+2 -),, -),0 -)-+
./ EO`OX_O] P\YW C^RO\ 5QOXMSO] +)11 +)11 +)11 +)11 +)11 +)11 +)11 +)11 +)11 +)11
.0 @SMOX]O] # DO\WS^] +)0- +)0. +)0/ +)00 +)02 +)03 +)04 +)1+ +)1, +)1-
.1 AS]M C^RO\ EO`OX_O] $+)+1% $+)+1% $+)+1% $+)+1% $+)+1% $+)+1% $+)+1% $+)+1% $+)+1% $+)+1%
.2 F_L^Y^KV D\YQ\KW EO`OX_O] ,-)02 ,-)2, ,-)30 ,.)++ ,.),0 ,.).+ ,.)/0 ,.)1, ,.)22 ,.)4.
.3 <TYMWNZTL CMQSJZWXMSMTYX
.4 >XNS\OM^ 7Y]^ 5VVYMK^SYX 2)4. 3)+/ 3)-2 3).2 3)1, 3)/- 3)10 3)34 4)+, 4)-2
/+ EOP_XN] # EOSWL_\]OWOX^] +).0 +).1 +).1 +).2 +).3 +).4 +).4 +)/+ +)/, +)/-
/, EOX^]*@OK]O]*7YXMO]]SYX] -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13 -)13
/- DK\USXQ ;_XN ( 8OL^ FO\`SMO +)4+ ( ( ( ( ( ( ( ( (
/. F_L^Y^KV EOSWL_\]OWOX^] ,,)31 ,,)+3 ,,)., ,,)/- ,,)12 ,,)/3 ,,)2. ,,)43 ,-),+ ,-).2
// EUYIR 9MTMWIR 8ZTL CM[MTZMX -02)30 -1.)/. -2+)+0 -21)1+ -3.).- -34)13 -41)0- .+.)/+ .,+)-, .,2)-,
/0
/1 DIRIWQMX " 4MTMNQYX
/2 FKVK\SO] ( FKPO^c $a* 7C@5% 12)-1 14)/- 2,)1/ 2.)4. 21).+ 23)2/ 3,)-1 3.)31 31)0/ 34).,
/3 FKVK\SO] ( BYX(FKPO^c $a* 7C@5% .+)1. .,)1, .-)1- ..)12 ./)2/ .0)31 .2)++ .3),4 .4)/, /+)12
/4 FKVK\SO] ( DK\^ ^SWO' GOWZY\K\c -)01 -)1/ -)2- -)3, -)4+ -)44 .)+4 .),4 .)-4 .)/+
0+ DOX]SYX ( 7KVD9EF /0)-+ /1)./ //)12 /0)21 .2)/4 .3)-3 .4),- .2),- .2)44 .3)4/
0, =OKV^R*8OX^KV*IS]SYX(9WZVYcOO $a*7C@5% ,.).3 ,.)10 ,.)4- ,/)-+ ,/)/3 ,/)22 ,0)+2 ,0).2 ,0)13 ,0)44
0- =OKV^R ( EO Ŝ\OO] -/)00 -0)., -0)44 -1)02 -1)30 -2).3 -2)10 -2)3, -2)3, -2)22
0. JY\UO\] 7YWZOX]K^SYX 3)4, 4)+, 4),- 4)-. 4)./ 4)/0 4)02 4)13 4)3+ 4)4-
0/ C^RO\ DKc # 6OXOPS^] 2)0, 2)2. 2)41 3)-+ 3)/0 3)2+ 3)41 4)-. 4)0, 4)24
00 C`O\^SWO # F^KXNLc*7KVVLKMU ,-)/4 ,-)34 ,.)., ,.)2. ,/),2 ,/)1- ,0)+4 ,0)02 ,1)+2 ,1)04
01 7YWZOX]K^ON 5L]OXMO] 0)4, 0)3+ 0)31 0)4- 0)43 1)+/ 1),+ 1),1 1)-- 1)-3
02 FKVK\SO] ( FKPO^c(9bZS\SXQ <\KX^] .)2- .)3/ .)41 /)+4 /)-- /).0 /)/4 /)1. /)23 /)4/
03 BO^ @KLY\ 5NT_]^*EOSWL_\]OWOX^] ,)21 ,)3+ ,)3, ,)30 ,)20 ,)24 ,)3/ ,)3/ ,)33 ,)4.
04 6_NQO^ON IKMKXMc FK`SXQ] $0)43% $1),/% $1)-.% $1)/+% $1)-4% $1)/2% $1)10% $1)20% $1)4/% $2),.%
1+ F_L^Y^KV FKVK\SO] # 6OXOPS^] -,2)4, --.)4+ --2).1 -..)01 -.+).1 -.1)0, -/-)03 -/0)4+ -0-)+0 -03).4
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97@7C3> 8F@6 #KUTY'$ ,*&,+ ,+&,, ,,&,- ,-&,. ,.&,/ ,/&,0 ,0&,1 ,1&,2 ,2&-) -)&-*

1, DMW[QKMX " DZVVRQMX
1- >X^O\XKV FO\`SMO](9[_SZWOX^ ,2)-2 ,2)0. ,2)24 ,3)+1 ,3).. ,3)1, ,3)34 ,4),2 ,4)/1 ,4)20
1. <OXO\KV @SKLSVS^c >X]_\KXMO /)/. /)0+ /)02 /)1. /)2+ /)22 /)30 /)4- /)44 0)+2
1/ H^SVS^SO] .)/2 .)0- .)02 .)1. .)13 .)2/ .)24 .)30 .)4, .)42
10 AKSX^OXKXMO # EOZKS\ FO\`SMO] .).4 .)// .)0+ .)00 .)1+ .)11 .)2, .)22 .)3- .)33
11 @KLY\*@OQKV FO\`SMO] -)32 -)4- -)41 .)++ .)+0 .)+4 .),/ .),4 .)-/ .)-3
12 <OXO\KV 9bZOX]O] ,+)32 ,,)+. ,,)-+ ,,).2 ,,)0/ ,,)2, ,,)33 ,-)+1 ,-)-/ ,-)/.
13 GKb 7YVVOM ŜYX # 9VOM^SYX .).4 .)// .)0, .)01 .)1- .)12 .)20 .)3+ .)31 .)4-
14 F_L^Y^KV FO\`SMO] # F_ZZVSO] /0)2+ /1).3 /2),+ /2)3+ /3)0- /4)-0 0+)+, 0+)21 0,)0- 0-)-4
2+ BWUOWIS DZVVUWY NUW AYPMW 8ZTLX
2, @SL\K\c 2)/3 2)10 2)11 2)30 2)/. 2)1, 2)24 2)24 2)44 3),4
2- EOM\OK^SYX 0).- 0)// 0)/0 0)03 0)-3 0)/, 0)0/ 0)0/ 0)13 0)3.
2. <YVP 7Y_\]O] +)3/ +)31 +)31 +)33 +)3/ +)31 +)33 +)33 +)4+ +)4-
2/ 9X^O\^KSXWOX^ IOX_O] /)41 0)+3 0)+3 0)-, /)4. 0)+0 0),2 0),2 0).+ 0)/.
20 E85 F_MMO]]Y\ 5QOXMc +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20 +)20
21 8YaX^YaX AK\SXK +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1 +),1
22 7KZS^KV >WZ\Y`OWOX^] +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03 +)03
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,+1 GY^KV ;S]MKV F^KLSVSdK ŜYX .3).+ /-)34 /4)+0 /3)10 1.)+. 1,)1. 1/)-/ 13)/+ 14)+0 14)2-
,+2 DZWVRZX#DPUWYNIRR$ 3NYMW 8QXKIR DYIJQRQ^IYQUT $3.)//% $33)23% $4-)14% $4.)-.% $42)/2% $42),-% $,+,)01% $4.)02% $4-)/0% $4-)1,%
,+3
,+4 CMXYWZKYZWQTO $@KLY\ SXMV_NON SX 6K]OVSXO%
,,+ EO^S\OO AONSMKV EON_M^SYX] -/)00 -0)., -0)44 -1)02 -1)30 -2).3 -2)10 -2)3, -2)3, -2)22
,,, 8OL^ EON_M^SYX] ,+)3, ,+)4- ,,)+- ,,),. ,,)-. ,,).. ,-)1+ .)-1 +)4- +)4,
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