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2011-12
2012-13
2013-14
2014-15
2015-16
2016-17
2017-18
2018-19
2019-20
2020-21
2021-22
2022-23
2023-24
2024-25
2025-26
2026-27
2027-28
2028-29
2029-30
2030-31

Source: City of Stockton budget forecast

RETIREE HEALTH COST FORECAST

Total

All Funds

13,767,060
16,735,852
18,052,730
19,597,790
21,242,510
21,668,820
23,103,855
24,354,510
25,877,430
27,397,515
29,039,566
30,751,130
32,532,956
34,385,624
36,309,539
38,304,914
40,371,759
42,509,873
44,718,826
46,997,956

General
Fund

7,959,094

9,180,636

9,556,560
10,374,467
11,245,131
11,470,807
12,230,470
12,892,528
13,698,715
14,503,402
15,372,653
16,278,703
17,221,946
18,202,692
19,221,153
20,277,443
21,371,568
22,503,419
23,672,771
24,879,272

EXHIBIT L
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June 26, 2012
TO: Mayor and City Council
FROM: Bob Deis, City Manager

SUBJECT: PUBLIC HEARING ADOPTING THE PROPOSED FISCAL YEAR 2012-
2013 ANNUAL BUDGET; APPROVING THE 2012-2017 CAPITAL IMPROVEMENT
PROGRAM; APPROVING THE 2012-2013 FEE SCHEDULE; APPROVING
MODIFICATIONS IN TERMS AND CONDITIONS TO CERTAIN BARGAINING
GROUPS; AUTHORIZING VARIOUS FUND TRANSFERS AND ADMINISTRATIVE
ACTIONS INCLUDING APPROVAL OF MODIFICATIONS TO THE
UNREPRESENTED EMPLOYEES COMPENSATION PLAN AND CONTINUANCE OF
THE STATE OF EMERGENCY BASED ON FISCAL CIRCUMSTANCES THROUGH
JUNE 30, 2012; AND DECLARATION OF EMERGENCY PURSUANT TO
GOVERNMENT CODE SECTION 3504.5

RECOMMENDATION

It is recommended that the City Council adopt three resolutions that:
Resolution 1 —

e Adopt the Fiscal 2012-2013 Annual Budget as revised by the changes
described in this report as part of the City’s Pendency Plan, also including the
Proposed 2012/2013 Capital Improvement Program, the Proposed 2012/2013
Fee Schedule and the Constitutional Appropriations Limit in addition to other
administrative details.

e Authorize continuation of the Fiscal Emergency through June 30, 2012 as
adopted by Council Resolution #11-0114 on May 17, 2011.

Resolution 2 —

e Adopting modifications in terms and conditions of employment for Stockton
City Employees Association (SCEA), Stockton Police Officers Association
(POA), Operating Engineers Local 3, (Water Supervisors unit, Operations and
Maintenance unit, Trades unit), Stockton Mid Level Managers and
Supervisors Association (B and C), Stockton Police Managers Association
(SPMA) and Stockton Fire and Fire Managers units, as attached and that are
incorporated into the Pendency Plan and declare under government code
section 3504.5 emergency due to bankruptcy with respect to the need to
immediately implement changes in terms and conditions while continuing to
meet and confer with City employee organizations.

e Adopting modifications to City Retiree Medical Benefit by reducing City

contribution as attached, effective July 1, 2012, and eliminating City
contributions on June 30, 2013.
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HEARING TO CONSIDER PUBLIC COMMENTS REGARDING THE
PROPOSED 2012-2013 ANNUAL BUDGET AND OTHER RELATED ACTIONS
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Resolution 3 —
e Approve Modifications to the Unrepresented Management/Confidential
and Law Employees’ Compensation Plan.

Summary

This report proposes to take a number of actions related to the City's budget that
combined represent the City's financial plan for Fiscal Year 2012-13. The City’'s
proposed budget submitted to Council by the City Manager on May 15, 2012
included a plan for all of the City’s funds for Fiscal 2012-13. It was noted that the
General Fund remained out of balance by $26 million while the City worked
through the confidential AB 506 mediation process in an attempt to avoid
bankruptcy and restructure financial obligations that would balance the fund.
While that mediated process continues, the City must present a balanced
financial plan for the General Fund that allows the City to continue to provide
services beginning July 1, 2012. This Pendency Plan is the City's budget while it
is under chapter 9 protection and is presented for Council consideration as part
of this staff report.

The Pendency Plan provides a balanced General Fund through cost reductions
to labor, retirees, debt and other obligations, the details of which are provided
below and in the Exhibits to Resolutions 1 and 2. In addition to the Pendency
Plan, several other actions are proposed as part of the 2012-13 budget. One
such action includes adopting the proposed budget for the solvent funds (those
not affected by insolvency). It should be noted that solvent funds may experience
some beneficial impact of the Pendency Plan changes due to organization wide
changes to labor agreements. Other actions proposed also include approval of
the Capital Improvement Program and the City Fee Schedule.

The Unrepresented Employees compensation plan is also proposed as part of
this item as it relates to balancing the City’s budget. Changes proposed as part
of this plan are consistent with other changes proposed for labor costs in the
Pendency Plan. The budget revisions described later in this document contain
reductions imposed through the Pendency Plan and through adoption of the
Unrepresented Employees Compensation Plan.

Finally, this report will serve as the quarterly update regarding the status of the
City’s 2011-12 General Fund as required by the declaration of the state of fiscal
emergency declared by the City Council on May 17, 2011 date by Resolution
#11-0114.
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DISCUSSION

Background

The City of Stockton has reached a turning point in its history. Years of
confidence in Stockton’s potential grew into “irrational exuberance” during the
housing boom. That phrase was coined by Federal Reserve Bank Chairman
Alan Greenspan in 1996 to describe periods of excessive growth in asset values.
Subsequently, the technology stock bubble and crash and the housing price
bubble and crash proved that Chairman Greenspan's belief that asset bubbles
were not dangerous to the general economy was mistaken. City decisions based
on that exuberance have now exhausted the City’s general financial reserves
and burdened it with obligations it cannot pay, obligations that exceed its General
Fund resources by $26 million in Fiscal 2012-2013 and that, unless addressed,
will continue to grow in future years.

The City enjoyed a home building boom early in the past decade that prompted
leaders to undertake long delayed plans to renew and revitalize its downtown
and neighborhoods with amenities and to build infrastructure that would serve the
growing population that reflected its important position in the Central Valley.
Unfortunately, when the boom ended, Stockton (along with many other cities in
the South and West) found itself terribly exposed to the combined impacts of the
Great Recession, the collapse of the housing market and the banking crisis of
2008-2009. Revenues plummeted, borrowings came due and staff additions,
combined with generous pay and benefit packages, became unsupportable. As
noted in the report considered by the City Council at its June 5, 2012 meeting
(included as Attachment A) Stockton has the highest foreclosure rate, one of the
highest ratios of “underwater” mortgages and one of the highest unemployment
rates in the country.

This Council has had to deal with plummeting revenues and a highly leveraged
financial structure designed to backload repayment that increased the City's
vulnerability to the economic storm. Despite aggressive efforts to reduce
expenditures and put the City’s financial house in order, the City is insolvent.
During the last two years it became clear that past weak financial management
practices concealed problems with inaccurate asset values and understated
liabilities in the City’s balance sheets and that its contracts for post-employment
benefits and debt entered over the last 20 years cannot be supported if the City
is to continue delivering services crucial to protecting the health, safety and
welfare of the community. Poverty surged and the City has few resources to
support its most vulnerable citizens. At the same time, drug and gang activity
have left the City with the second highest murder rate in California and a ranking
as the tenth most dangerous city in the country in terms of violent crime.

161



Case 12-32118 Doc 64 Page 9 of 120
June 26, 2012

HEARING TO CONSIDER PUBLIC COMMENTS REGARDING THE
PROPOSED 2012-2013 ANNUAL BUDGET AND OTHER RELATED ACTIONS
(Page 4)

As described in extensive reports to the City Council on February 28, 2012
(including an independent analysis by expert consultants), May 15 and June 5,
2012, the City is insolvent. Now, only the difficuit process of restructuring its
long-term financial obligations and personnel costs will enable the City Council to
protect the community and make sure that the City emerges from this financial
crisis as a viable, sustainable institution. The City Council began that work over
three months ago when it authorized the City Manager to convene the mediation
process required by Assembly Bill 506 (AB 506) a law intended to avoid
bankruptcy or lessen its impact and duration. The law went into effect on
January 1% of this year. The City's AB 506 process will end on June 25, 2012,
using the full 90-day mediation period provided for by the law.

The City, its employee unions, and its creditors, working with the mediator, Ralph
Mabey, a distinguished attorney and former U.S. Bankruptcy Judge, have worked
hard to use the AB 506 mediation process to avoid bankruptcy. Many hours
have been spent providing information and analysis to the over 100 people
involved in the process. Even more time has been spent, often late into the
night, in mediation trying to reach agreements that would restructure the City’s
unsustainable financial obligations. Negotiations continue as this report is being
drafted. By the time the City Council hears this item, we are hopeful that we will
have reached tentative agreements with some creditors. On June 26™ the City’s
restructuring counsel, Orrick, Herrington and Sufcliffe will report on the status of
those negotiations and any tentative agreements that have resulted from the
process.

At this time, however, the City cannot assume that agreements reached will
enable the City Council to completely close the budget gap. The City must be
prepared to balance its budget through a Pendency Plan implemented as it
seeks protection under chapter 9. The alternative to a Pendency Plan that
imposes selective reductions in the City's financial obligations are deep service
reductions that are simply unacceptable because they are dangerous to our
citizens or they threaten the future economic viability of the City. Should any
tentative agreements reached in the AB 506 process be approved by the parties,
they will be honored and will contribute to the City's ability to use bankruptcy as
efficiently and expeditiously as possible. If agreements are reached and ratified
with some or all of creditors after adoption of this agenda item and its contents,
those new Memoranda of Understanding or agreements would modify the
actions in the Pendency Plan and would go into effect after July 1, 2012.

Without the changes incorporated into the budget as part of its Pendency Plan,
the City cannot adopt the balanced budget required by its Charter and the State
Constitution. This would affect its ability to pay its employees and suppliers and
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would interrupt critical service delivery on the first day of the fiscal year, July 1.
In fact, by approving this Pendency Plan, your Council will be protecting
critical services and the Stockton citizenry will see no measurable change
in services on July 1%,

2012-13 Budget, Capital Improvement Program, Fee Schedule and
Appropriation Limit

The proposed budget was delivered to Council on May 15, 2012. On June 11
and on June 18, Council Study Sessions were held to review the proposed
budget in detail.

The City's annual operating budget presents proposed appropriations for all
funds of the City. The citywide budget totals $548 million before balancing
measures implemented in the Pendency Plan and excluding appropriations for
the separate Redevelopment Successor Agency. Of that total, Internal Service
Funds that pay many of the support costs for City operations represent $124
million of charges to other funds within the City. Another $29 million shown in the
citywide total appropriations represent interfund transfers that are offset by
estimated revenues and other sources of funding. This means the net
unduplicated expenditure appropriations after applying all balancing measures in
the Pendency Plan described below total $368 million of which $155 million are
in the General Fund. This is a $7 million reduction from the Fiscal 2011-2012
Adopted Budget total.

Some of the remaining funds for libraries, recreation, golf and entertainment
venues depend on the General Fund for support, but most are solvent and not
negatively affected by insolvency or restructuring. With few exceptions
Pendency Plan adjustments benefit these solvent funds because of reductions in
personnel costs. The baseline budgets of solvent funds were discussed in detail
in City Council Budget Study Sessions on June 11 and June 18.

The City’s Capital Improvement Program (CIP) is a five year plan that addresses
facility and infrastructure needs for the City. Total project costs for the five years
are $697 million of which $209 million have identified funding sources. The first
year of the CIP is appropriated as part of the approval of the 2012-13 Budget.
The bulk of the funding for Capital Improvements come from restricted sources
such as Measure K, a half-cent voter approved sales tax for street improvements
or from the City’s utility funds restricted for improvements to the utility systems.

Although the CIP included $1,575,000 from the General Fund in Fiscal 2012-13,
the Pendency Plan reduces this amount by $1 million to only $575,000. This
level and the higher level are far below the amount needed to address existing

163



Case 12-32118 Doc 64 Page 11 of 120
June 26, 2012

HEARING TO CONSIDER PUBLIC COMMENTS REGARDING THE
PROPOSED 2012-2013 ANNUAL BUDGET AND OTHER RELATED ACTIONS
(Page 6)

deficiencies or ongoing needs for maintenance of capital assets essential fo
functions funded through the General Fund. Highlights of the Capital
Improvement Program are discussed in the transmittal letter and on pages 3-7 of
the 2012-2013 Capital Improvement Program.

The 2012-2013 Proposed City Fee Schedule is largely unchanged with the
exception of ten adjustments to fees, seven of which are set by other agencies or
by contract terms. New City initiated fee increases equalize library late fees for
children and adult materials and implement fees relating to the new program of
checking out e-readers. Municipal Utilities Department fee increases already
approved by the City Council in previous years will take affect this year. Refer to
page 3 of the 2012-2013 Proposed Fee Schedule for more details.

An amendment to the California Constitution intended to limit the growth in local
government spending requires establishment of a maximum limit for
expenditures from general taxes. The limit is indexed to specified growth factors
approved by the Legislature. The City’'s annual appropriation limit has been
calculated in the amount of $256,480,000 for 2012-13 pursuant to the
requirements of the California Government Code. This limit pertains to
appropriations from general taxes and is far above the general taxes the City has
available to appropriate. The City of Stockton uses the “change in California per
capita personal income” for the “change in cost of living” component of the
calculation of the appropriation limit. The growth of the index and recent declines
in tax revenues leave the appropriation limit much higher than the general taxes
available for expenditure.

The Pendency Plan

The Proposed Budget included a General Fund deficit of $26 million and
indicated that the balancing plan would be forthcoming either though successful
renegotiation of financial obligations as part of AB 506, or through a contingency
plan to close the gap through filing for bankruptcy protection should that become
necessary. That contingency plan is known as the Pendency Plan.

The Proposed Budget presented on May 15, 2012, and the amendments to the
Proposed Budget contained in this document, together, represent the City's
Fiscal 2012-13 Budget and will serve as its Pendency Plan during bankruptcy in
Fiscal 2012-13 should the AB 506 process not produce savings that will allow the
City to balance its budget. The Pendency Plan represents the spending levels
the City needs to implement to become and remain solvent. Those spending
levels are lower than the levels that would be required to deliver adequate
services and meet all the requirements of the City’s contractual obligations.
Spending levels adequate to pay contractual obligations would exceed revenues
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and there are no reserves to make up the difference. The California State
Constitution and the City Charter prohibit the City from adopting a budget that is
out of balance, preventing the City from making expenditures on the first day of
the fiscal year unless the budget is balanced. Without restructuring its finances
in the AB 506 process or seeking the protection of chapter 9, the City could not
pay its employees, retirees, bondholders or vendors. This would result in
uncontrolled default and, potentially, a collapse of public services.

Bankruptcy protection assures that this will not happen in Stockton, though it is
clear that creditors will not recover 100 cents on the dollar for their claims. The
term “Pendency Plan” was developed in the City of Vallejo chapter 9 case to
describe the plan the City would operate under pending the completion of the
bankruptcy process. Amendments to the plan or extension of the plan into future
fiscal years could occur. Because the Great Recession struck Vallejo after it filed
for bankruptcy protection it had to make many changes in its plan to adjust to
worsening economic conditions.

During the period the City operates under the Pendency Plan in bankruptcy, the
differences between payments required by contracts and the amount actually
paid become claims in bankruptcy and are resolved through negotiations and,
ultimately, the Plan of Adjustment submitted to the creditors for approval and to
the bankruptcy court for confirmation. In Vallejo, after three years, all classes of
creditors voted to accept the Plan of Adjustment; however, under the Bankruptcy
Code, the court can confirm a Plan of Adjustment even if some classes of
creditors disapprove (a process known as “cram down”).

The Vallejo chapter 9 case took many months because suits determining
General Fund access to restricted fund resources and issues regarding
bankruptcy court jurisdiction and California labor laws had to be decided. We
hope decisions in this case will provide the appropriate guidance in our case and
reduce the litigations costs while in bankruptcy.

Amendments to the Proposed Budget

This report describes changes to the proposed budget required for solvency in
the next fiscal year under the protection of chapter 9. The changes are based on
adjustments intended to implement important principles that have guided the
preparation of the Proposed Budget, especially in the General Fund, and the
City's proposals in the AB 506 process. In addition minor technical corrections in
estimates and calculations have been included. The changes described below
will be familiar to the participants in the AB 506 process. A description is
included below of these principles and how they play out in the budget balancing
plan.
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Health, Safety and Welfare — Protecting the health, safety and welfare of the
community continues to be the top priority for the financial restructuring process.
Service levels are inadequate throughout the City, though public safety has
received special attention as the City balances competing demands for
resources. Given the extremely high crime rates and very low police staffing
levels, the foundation of the City’s future must be safety, and the City's actions to
assure that grant funded public safety positions continue to receive funding as
grant funds expire reflect the commitment to that. Due to extreme turnover
associated with past pay concessions, the base budget also includes funding to
assure that the Police Department has resources to recruit and train new officers
to fill vacancies, to take advantage of new staffing grants and to assure that
services are available for the community. This principle shaped the decision to
make no significant service reductions in the Pendency Plan.

Minimize Impact on Future Services - The future also depends on stewardship
of public assets in the form of maintenance, repair and replacement.
Unfortunately, funding limits do not allow even the modest expansion of these
investments in the Pendency Plan despite ongoing deterioration of assetfs. In
fact, some minor reductions in Public Works contract work and transfer of right of
way median maintenance to Gas Tax funding is included. Other services that will
assure the City can rebuild its reputation as a great place to live and invest
continue with only very minor cost reductions planned for libraries, recreation and
parks and entertainment venues. The City's water and wastewater utilities and
other solvent funds continue to operate normally with only indirect impacts from
the insolvency of the General Fund and the Pendency Plan. Solvent funds, like
utility enterprises will actually benefit from some of the organization wide
reductions made as part of the Pendency Plan. Given the huge staffing
reductions in the past (25% fewer Police Officers, 30% Fire staff reductions and a
43% reduction in non-safety staff) we can say the average Stocktonian will not
see measurable service reductions on July 1%

Maintain Competitive Compensation Packages — It is essential that the City
maintain competitive pay and benefit programs to attract qualified, motivated
employees. In the past, the City’s pay and benefit packages were among the
most generous in its market area, sometimes significantly above market. The
City has, through negotiation or through imposition of reductions covered by its
fiscal emergency powers, reduced compensation and benefit packages for its
employees. These include reduction of over-market premium pay amounts,
employee payment of their PERS contributions, capping contributions to
employee health plans and reducing costs by redesigning plans, limiting sick
leave pay outs, seeking new, lower pension benefit levels for new hires and
eliminating retiree health insurance for new hires. The additional, but selective,
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changes here continue to address situations where compensation is above
market and has created excessive liabilities that cannot be paid without
unacceptable reductions in service. The primary reductions here relate to retiree
medical program costs and longevity pay.

Balance Costs and Service Impacts of Reductions — Cost reductions in the
Pendency Plan have been designed to minimize service impacts. As noted
above, reductions in post-employment benefits like retiree medical costs that far
exceed the benefits provided by other agencies will not affect service levels. In
comparison, reducing payments to CalPERS could have immediate direct
impacts on current and former employees and would make recruiting and
retaining qualified staff nearly impossible. Some market-based pay reductions
have a large impact on long-time employees in the Police department who are
essential to training and managing new officers. The full impact of the reductions
would otherwise exceed 23% of total pay, but have been offset during the City's
transition to market-based pay packages.

Build Toward Fiscal Sustainability — The Council’s often-stated goal for the
restructuring process has focused on sustainability. This means building
adequate reserves, covering the full cost of operations, proper stewardship of
public assets and competitive compensation and affordability over the long run.
Inadequate financial resources result in compromises in the Pendency Plan.
Elements of the Proposed Budget aimed at stabilization and sustainability like
maintenance investments and reduction of temporary furlough hours are deferred
in the Pendency Plan. Other sustainability measures like restoration of adequate,
pay-as-you-go funding of internal service costs and the basic commitment to
competitive compensation remain. The Pendency Plan must appropriate funding
for restructuring expenses because sustainability is central to the City's effort to
return to fiscal health.

General Fund Spending Changes Implemented in this Pendency Plan

The principles built into the Pendency Plan come in different forms. They include
suspension of debt payments and payments for legal claims, reductions in
payments for retiree medical benefits, continued reductions on pay and benefits
imposed under emergency powers, reductions to over market compensation
components, transfers of eligible costs to other funds, necessary legal and
financial consulting services to pursue the City's interests via bankruptcy and,
possibly, via labor negotiations and limited revenue increases. These changes
eliminate the $25.9 million General Fund gap identified in the baseline proposed
budget leaving a fund balance of $39,000. The only buffer against risk beyond
the fund balance is the modest $2,000,000 budgeted contingency representing
1.3% of expenditures and transfers in the General Fund
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Descriptions of the changes to the May 15 proposed budget follow. Impacts are
ongoing in nature unless otherwise noted. Exhibit 1 to Resolution 1 shows the
impact of these changes on the General Fund appropriations in the Proposed
Budget.

Summary of Pendency Plan

Reductions
15% B Defer Fiscal

38% Stabilization
® Revenue Solutions
¥ DebtReductions

B Other Funding Sources

® Salary & Benefit
Reductions

Defer Fiscal Stabilization and Service ($4,834,000)

1. Reduce $295,000 in appropriations for contracted maintenance of trees,
parks and HVAC in Public Works consistent with 5% reduction level
identified in prior reports.

2. Reduce $110,000 in service and supplies appropriations in Recreation
consistent with 5% reduction level identified in prior reports.

3. Suspend planned $1,000,000 increase in critical preventive maintenance
for one year (one-time savings).

4. Delay implementing phase-out of furloughs over two-year period
($1,129,000 annual savings in each of next two fiscal years).

5. Delay remaining financial stabilization measures that further increase
preventive maintenance and provide minimal funding for actuarial liability
in the Worker's Compensation Fund thus reducing planned expenditures
by ($1,800,000 one-time savings).

Revenue Solutions ($239,000)

1. Increase estimate for Police Code Enforcement revenue by $150,000.
Initial budget estimates included overly conservative estimate of the
impact of removing property liens from Teeter plan funding by San
Joaquin County.
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2. Increase in Police parking citation fine that will result in an additional
$25,000 in revenue to reflect a State surcharge on parking citations.

3. Increase transfer in from Central Parking District Fund by $64,308 to
reflect budgeted debt service expense for the Stuart-Eberhardt Building
(SEB).

Debt Expenditure Reductions ($11,990,000)

Debt Service ($10,180,000)

1. Eliminate appropriation for General Fund share of debt service on 2009
Lease Revenue Bonds - $632,000.

2. Eliminate appropriation for payment of debt service on the State
Department of Boating and Waterways Marina loan - $685,000.

3. Eliminate appropriation for repayment of unsecured note for purchase of
the Main Hotel - $500,000.

4. Eliminate appropriation for payment of debt service on 2007 Variable Rate
Debt Lease Revenue Bonds relating to 400 E. Main building - $2,588,000.
Continue appropriation of approximately $21,000 per month for the City IT
Division’s occupancy of space in the building at market rental rates
pending discussions with Wells Fargo.

5. Eliminate appropriations for payment of debt service on 2007 Pension
Obligation Bonds - $5,775,000.

6. Make no change in the Proposed Budget's elimination of appropriations
for debt service payments on the 2004 Lease Revenue Bonds secured by
downtown parking structures.

Other Contracts and Claims ($1,810,000)

1. Eliminate $1,127,000 in General Fund and General Capital Improvement
Fund payments to MUD funds pursuant to the Jarvis Taxpayers
Association judgment.

2. Eliminate $313,000 in payments relating to the Marina Towers settlement.

3. Reduce subsidy of Entertainment Venues by $370,000.

Other Funding Sources ($1,743,000)

1. Increase transfers from Stormwater Enterprise Fund by $300,000 (one-
time) to continue loan repayment for an additional year.

2. Shift $300,000 in eligible Police and Fire staffing costs to Measure W
funding due to availability of additional sales tax funding.

3. Shift $125,000 in eligible right-of-way tree maintenance costs from the
General Fund to gas tax funding.

4. Decrease program support to Library by $23,000 to reflect fine fee
increases proposed this year.

169



Case 12-32118 Doc 64 Page 17 of 120
June 26, 2012

HEARING TO CONSIDER PUBLIC COMMENTS REGARDING THE
PROPOSED 2012-2013 ANNUAL BUDGET AND OTHER RELATED ACTIONS

(Page 12)

5.

Reduce subsidy to the Entertainment Venues fund by $44,650 to reflect
the correction of an internal service fund charge which has been moved to
the appropriate fund.

Reduce subsidy to Successor Agency by $250,000 to reflect increased
estimate of available tax increment.

Reduce the total allocation for grant matching by $50,000.

Reduced the Human Resources budget by $150,000 to correct for an
expense that was budgeted in two different General Fund departments.
Re-appropriate the $500,000 estimated unspent balance of funds set
aside for AB 506 costs.

Salary and Benefit Reductions ($11,213,000) in addition fo existing labor
impositions)

1.

2,

Eliminate $569,000 budgeted for the vacation sell-back program by the
Police Department.

Eliminate eligibility for 12-month industrial disability payments for non-
safety employees - $150,000.

Reduce Other Pay and Benefits by $1,208,000 consistent with Attachment
B.

Reduce overtime, standby and call back pay by $595,000 consistent with
Attachment B.

Reduce payment for compensated absences by $1,593,000 consistent
with Attachment B.

Reduce the operating transfer to the Library Fund by $45,000 to adjust for
the salary and benefit savings in that fund.

Reduce appropriations for retiree medical benefits by $7,053,000 for one
year before phasing the benefit out entirely in Fiscal 2013-2014. See
Exhibit 10 to Resolution 2.

Reduce pay and benefits consistent with the reductions made during the
fiscal emergency for SPOA and SCEA. Savings are estimated at $15.3
million in fiscal 2012-13. No funding for payment of any claims, estimated
at $12.5 million (General Fund only), relating to lost wages and benefits
has been included. These provisions were included in assumptions used
to develop the baseline budget and will continue in the Pendency Plan.
Note that detailed changes in pay and benefit plan provisions for all units
are detailed in Exhibits 1-10 to Resolution 2 and Exhibit 1 to Resolution 3.

Added Expenditures ($3,570,000)

i B

2

Add $70,000 in appropriations for miscellaneous technical corrections in
the Proposed Budget.

Appropriate $3,500,000 for chapter 9 restructuring costs. Total cost
estimates for chapter 9 work are being assembled as are analyses
evaluating appropriate chapter 9 cost shares from non-General Fund
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sources. Because of the uncertainty inherent in the chapter 9 process,
staff expects that this number will be revised as legal issues develop.

Indirect Impacts on Other Funds

The Pendency Plan focuses on the insolvent General Fund but has implications
for other funds. All reductions apply to employees equally regardiess of their
fund assignment or allocation, and all funds will have cost reductions associated
with personnel cost changes. Potential changes in required subsidy levels from
the General Fund resulting from those savings have not been programmed at
this time.

In addition, some restricted funds like parking revenues and public facilities fees
have provided funding to pay eligible debt service obligations of the General
Fund. With the exception of the Arena project, none of these funds are pledged
for the repayment of debt. The City will appropriate, but will not make, partial
payments of debt service with the proceeds of these unpledged restricted
revenues until agreements have been reached with capital markets creditors.
Release of those funds may be authorized by the City Council in the future based
on agreements with creditors.

The primary impact of these Pendency Plan changes on other funds is a
reduction in costs related to labor changes and retiree changes. A small part of
these significant changes will be offset by allocations of costs relating to the
chapter 9 process and relating to continuing efforts to work with investors, rating
agencies and insurers of Municipal Utilities Department bonds to emphasize and
clearly disclose the strength of the revenue and cash balances that support
repayment of these bonds.

Highlights of Pendency Plan impacts on other funds are described below and
outlined in Exhibit 2 of Resolution 1:

1. Reductions in labor costs resulting from reductions in compensation and
retiree medical benefit costs in funds with labor costs.

2. General Fund subsidy reductions will reduce revenue in the receiving
funds and General Fund debt reductions will reduce expenses or transfers
in other funds.

3. Transfer of cost of eligible services from Public Works and Public Safety to
Gas Tax and Measure W Funds.

4. Minor interfund loans to other special funds to provide funding in the event
agreements are reached with capital markets creditors.

171



Case 12-32118 Doc 64 Page 19 of 120
June 26, 2012

HEARING TO CONSIDER PUBLIC CONMMENTS REGARDING THE
PROPOSED 2012-2013 ANNUAL BUDGET AND OTHER RELATED ACTIONS
(Page 14)

State of Emergency

The City Council, by Resolution 11-0114, declared a state of emergency based
on fiscal circumstances on May 17, 2011. This resolution requires a quarterly
review of the circumstances that lead to the emergency. The financial
information in this report and the June 5, 2012 report, coupled with the
information showing that despite significant personnel cost reductions imposed
during the State of Emergency there will be no expected unrestricted available
fund balance at the end of Fiscal 2011-12. The Proposed Budget estimates
show no General Fund balance for Fiscal 2011-2012, and that the City faces a
$25.9 million deficit projected for Fiscal 2012-13 that must be offset, supports
continuance of the state of emergency adopted by City Council Resolution #11-
0114 on May 17, 2011 through June 30, 2012.

On July 1, the Pendency Plan and chapter 9 protection will replace the State of
Emergency based cost reductions. The measures implemented under the May
17, 2011 emergency in combination with the actions approved by the City
Council at its meeting of February 28, 2012 are necessary to generate the cost
savings needed to maintain a balanced budget and General Fund solvency
through the end of Fiscal 2011-12.

In addition, with respect to MOUs that have expired, to the extent that the meet
and confer process under the Meyers Milias Brown Act is not yet complete, the
Council hereby finds that the need to immediately implement the pendency plans
constitutes an emergency within the meaning of Government Codes section
3504.5, authorizing the immediate implementation of such plans while the City
completes any remaining aspects of the meet and confer process. This
emergency is based upon the findings in this report, and in the staff report and
accompanying resolution adopted by the Council on June 5, 2012.

Modifications to the Unrepresented Management/Confidential and Law
Employees’ Compensation Plan

The Pendency Plan includes the reductions for the Management/Confidential and
Law Employees approved by the City Council on August 9, 2011 and adds
reductions that are consistent with the reductions imposed on represented units.
These changes are detailed in the Comprehensive Summary of the
Unrepresented Employees’ Compensation Plan included as Exhibit 1 to
Resolution 3 and include:

1. Reduction in city paid life insurance coverage.
2. Limits on medical plan coverage and reductions in retiree medical
benefits.
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3. Elimination of sick leave buy-out and one floating holiday and change in
leave accrual calculation.

4. Reduction and then elimination of longevity pay.

5. Addition of benefits received by similarly situated represented employees
including jury duty leave, bereavement leave, uniform allowance, POST
certificate pay, and compensatory time off.

It is the City's intent to provide compensation and benefits for its unrepresented
employees that are equivalent to the programs for represented employees. This
approach is consistent with the sustainable commitment of offering competitive
compensation to attract and retain qualified employees.

Conclusion

It is with grave concern for the health, safety and welfare of the residents of
Stockton that | submit this report for your consideration. We have tried
everything, including negotiating or imposing massive compensation reductions,
the likes of which you cannot find in the State. We have made massive service
and staffing cuts to a City that was already receiving extremely modest service
levels before these cuts. Further reductions to service levels would not only
jeopardize the safety of residents, they also would severely limit this City's
chances for economic improvements.

We must provide the services our citizens deserve and require. Your Council is
not responsible for the financial situation that we face today, but you have been
left with the responsibility for dealing with it. It is with hope for a financially stable
and fiscally responsible future, that | submit this plan. This City can no longer put
off making the necessary changes to long term obligations that prevent us from
having a sustainable financial plan. We will continue to work with all of our
creditors, as we have for the past 90 days through AB 506, to negotiate
agreements that restructure our unsustainable obligations.

Respectfully submitted,

B DEIS
CITY MANAGER

Attachments:
Attachment A -June 5, 2012 Staff Report on Contingency Option
Attachment B - Summary of Pendency Plan Changes for Employees
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