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I, Norman C. Hile, hereby declare:

1. | am an attorney licensed to practice law in California and admitted to practice
before the United States District Court for the Eastern District of California. | am a partner with
the firm of Orrick, Herrington & Sutcliffe LLP, counsel of record for the City of Stockton,
California (the “City”), in this chapter 9 case. | make this declaration in support of the City’s
Reply to Objections to its Statement of Qualifications Under Section 109(c) of the United States
Bankruptcy Code. Except as to those matters set forth on information and belief, | have personal
knowledge of the facts set forth herein and if called as awitness | could testify competently to
such facts.

2. Attached hereto as Exhibit A isatrue and correct copy of excerpts of testimony
from the Deposition of Robert C. Bobb (“Bobb”), taken in this matter on January 25, 2013.

3. Attached hereto as Exhibit B isatrue and correct copy of excerpts of the
proceedings before the Stockton City Council on February 28, 2012.

4, Attached hereto as Exhibit C isatrue and correct copy of excerpts of the
proceedings before the Stockton City Council on June 5, 2012.

5. Attached hereto as Exhibit D isatrue and correct copy of excerpts of testimony
from the Deposition of Nancy L. Zielke (“Zielke”), taken in this matter on January 31, 2013.

6. Attached hereto as Exhibit E isatrue and correct copy of excerpts of the
Reporter’s Transcript of Proceedings Before the Honorable Michael S. McManus on Tuesday,
August 19, 2008, at 9:00 am. in the United States Bankruptcy Court for the Eastern District of
California, Sacramento Division, in In re City of Vallgo, California, Case No. 08-26813-A-9.

7. Attached hereto as Exhibit F isatrue and correct copy of excerpts of testimony
from the Deposition of Joseph Brann, taken in this matter on January 24, 2013.

8. Attached hereto as Exhibit G isatrue and correct copy, obtained by my staff from
the Office of the City Clerk of Oakland, California, of an Oakland Council Agenda Report and its
related Resolution, without attachments, dated December 11, 2001. This document was
forwarded to the Oakland City Council by staff of then-City Manager Bobb. This document was
introduced at Bobb’s deposition as Exhibit 1021. See Ex. A, p. 176:17-177:4.
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9. Attached hereto as Exhibit H isatrue and correct copy, obtained by my staff from
the Office of the City Clerk of Oakland, California, of an Oakland Council Agenda Report and its
related Resolution, without attachments, dated June 26, 2001. This document was forwarded to
the Oakland City Council by staff of then-City Manager Bobb. This document was introduced at
Bobb’s deposition as Exhibit 1020. See Ex. A, pp. 155:25-156:19.

10.  Attached hereto as Exhibit | isatrue and correct copy of aMarch 3, 2004 news
article authored by Cecily Burt and published in the Oakland Tribune under thetitle “Crime-
prevention measure close to failing.” This document was introduced at Bobb’ s deposition as
Exhibit 1024. See Ex. A, p. 208:14-209:22.

11.  Attached hereto has Exhibit J isatrue and correct copy of a April 17, 2003 news
article authored by Laura Counts and published in the Oakland Tribune under the title “ Nothing
safe as Oakland trims budget; City manager includes library, City Hall closures on preliminary
list of cuts.” This document was introduced at Bobb's deposition as Exhibit 1015. See Ex. A, p.
143:12-21.

12.  Attached hereto as Exhibit K isatrue and correct copy of aMay 14, 2003 news
article authored by Janine DeFao and published in the San Francisco Chronicle under thetitle
“Brown’s plan callsfor 115 layoffs, closing fire station, program cuts.” This document was
introduced at Bobb's deposition as Exhibit 1017. See Ex. A, pp. 146:21-147:11.

13.  Attached hereto as Exhibit L isatrue and correct copy of certain documents
produced by Zielke. Thefirst pageistitled “GFOA of the US & Canada— Fiscal First Aid” and
contains atable titled “ Treatments to Use with Extreme Caution.” These documents were
introduced at Zielke's deposition as Exhibit 1041. See Ex. D, p. 171:14-21.

14.  Attached hereto as Exhibit M isatrue and correct copy of a publication of the
Cdlifornia Local Government Finance Almanac dated February 6, 2013 under the title “Local
Revenue Measuresin Californiac November 2012 Results.” This document is publicly available

online at http://www.californiacityfinance.com/V otes1211final .pdf.

15.  Attached hereto as Exhibit N isatrue and correct copy of a publication by the

Government Finance Officers Association (“GFOA”) under the title “ The Public Finance Officers
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Role in Sustainability (Revised) (BUDGET) (2002, 2012).” This document was introduced at
Zielke' s deposition as Exhibit 1045. See Ex. D, pp. 235:19-236:3. It ispublicly available online
at http://www.gfoa.org/downl oadsy GFOA BPBudgetsustai nability2012. pdf.

16.  Attached hereto as Exhibit O isatrue and correct copy of a publication by the
GFOA under thetitle “ Improving the Timeliness of Financial Reports (2008) (CAAFR).” This
document was introduced at Zielke' s deposition as Exhibit 1038. See Ex. D, p. 141:13-21. Itis

publicly available online at http://www.gfoa.org/downloads/ImprovingTimelinessFINAL .pdf.

17.  Attached hereto as Exhibit P isatrue and correct copy of aletter from Matthew
Cohn to John Luebberke with subject “Re: Intention to Conditionally Participate in Neutral
Evaluation Process.” This document was produced by National Public Finance Guarantee
Corporation (“NPFG”).

18.  Attached hereto as Exhibit Q isatrue and correct copy of excerpts of testimony
from the Deposition of Peter H. Mixon, taken in this matter on December 5, 2012.

19.  Attached hereto as Exhibit R isatrue and correct copy of excerpts of the
CalPERS Annual Valuation Report as of June 30, 2011 for the Miscellaneous Plan of the City of
Stockton. This document was introduced at the Deposition of David Lamoureux as Exhibit 422.
See EX. T, pp. 49:20-50:20.

20.  Attached hereto as Exhibit Sisatrue and correct copy of excerpts of the Annual
Valuation Report as of June 30, 2011 for the Safety Plan of the City of Stockton. This document
was introduced at the Deposition of David Lamoureux as Exhibit 423. See Ex. T, pp. 50:21-51:3.

21.  Attached hereto as Exhibit T isatrue and correct copy of excerpts of testimony
from the Deposition of David Lamoureux, taken in this matter on November 16, 2012.

22.  Attached hereto as Exhibit U isatrue and correct copy of excerpts of testimony
from the Deposition of Eric Jones, taken in this matter on November 7, 2012.

23.  Attached hereto as Exhibit V isatrue and correct copy of excerpts of testimony
from the Deposition of David Neumark, taken in this matter on February 5, 2013. The excerpts
taken from this deposition are from the rough draft of the deposition transcript, as | have not yet

received the final draft as of the date of this declaration.
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24.  Attached hereto as Exhibit W isatrue and correct copy of aJune 21, 2012 email
from Christopher Y oung to Adam Bergonzi and Barbara Flickinger with subject “stockton.” This

document was produced by NPFG.

Executed this 15th day of February 2013, at New Y ork City, New York. | declare under
penalty of perjury under the laws of the State of California and the United States of America that

the foregoing is true and correct.

/s/ Norman C. Hile

Norman C. Hile
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Robert C. Bobb January 25, 2013
Sacramento, CA
1
1 UNI TED STATES BANKRUPTCY COURT
2 EASTERN DI STRI CT
3 SACRAMENTO DI VI SI ON
4 In re:
5 CI TY OF STOCKTON, CALI FORNI A, No. 12-32118
6 Debt or. Chapter 9
7 /
8
9 Vi deot ape Deposition of
10 ROBERT C. BOBB
11 (Expert W tness)
12 Friday, January 25, 2013
13
14
15
16 Reported by:
17 SANDRA BUNCH VANDER POL, RMR, CRR, CSR #3032
18 Real ti me Systenms Adm ni strator credential ed
19 Fel | ow, Acadeny of Professional Reporters
20 Job No. 40416
21
A R
23
24 ALDERSON REPORTI NG
1- 800- FOR- DEPO
25

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
31
1 Decl arati on of Robert C. Bobb in Support of
2 Suppl enmental Obj ection of Assured Guaranty Corp.,"
3 and it goes on. Have you seen this docunent before?
4 A Yes.
5 Q. And | ook at Exhibit A to Exhibit 1009, your
6 declaration. And is this your current curricul um
7 vitae or biography or résung?
8 A Yes.
9 Q And is it -- as of the time that it was
10 subm tted in Decenmber of 2012, was this an accurate
11 description of your background and experience?
12 A Yes.
13 Q. I's there anything that you have worked on or
14 done since you submtted this declaration with your
15 C.V. that you would add to this as part of your
16 qualifications in this case?
17 A. No.
18 Q. Is it correct that you' re not a certified
19 publ i ¢ account ant ?
20 A Correct.
21 Q. Have you ever studied to take the certified
22 public accounting exanf
23 A. No.
24 Q | s Jordan Kraner a CPA?
25 A. No.

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
40
1 was it that the City failed to take the steps
2 expected of a financially distressed city?
3 A. We reviewed the history of the City's
4 financial problens. |In our opinion -- in my opinion,
5 all steps, all actions, that are necessary to bring a
6 City out of financially distressed should be on the
7 table and, in reviewing the various docunents of the
8 City, did not see where -- | was not provided any
9 docunments, nor did we find any docunents, where al
10 of the various options were placed on the table; not
11 only expenditure options but al so revenue options as
12 wel | .
13 Q. OCkay. So is it fair to say, then, that as
14 of Decenber 14th, 2012, when you wote this, it was
15 your opinion that the City had not, as of that date,
16 yet taken the steps expected of a financially
17 di stressed city?
18 A. In working with Ms. Zielke, in review ng the
19 research and data that she had provided, as well as
20 the alternative financial plan; in review ng that,
21 gi ving ny opinion based on ny years of experience of
22 managi ng cities of various sizes, when a city is
23 facing a financial distress, every option should be
24 pl aced on the table.
25 And all of the options in our analysis, and

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
46
1 St ockt on about whet her they have tal ked to Cal PERS?
2 A. No.
3 Q. I n your experience as a city manager for a
4 number of cities in California, have you ever asked
5 Cal PERS for a reduction in what they said the city
6 you were working for required -- was required to pay
7 Cal PERS for its annual paynments for enpl oyee
8 pensi ons?
9 A. No.
10 Q. Have you ever heard of a city in California
11 aski ng Cal PERS to reduce the anount that Cal PERS says
12 was owed and being granted that reduction?
13 A. Not to nmy know edge.
14 Q. Do you know of any | egal basis upon which a
15 city could ask Cal PERS to reduce the pension
16 obligation that it has for its enpl oyees?
17 MR. NEAL: Objection. Calls for a |egal
18 conclusion. This witness is not a | awer.
19 MR. H LE: You can answer.
20 THE W TNESS: Not being a | awer, |'m not
21 aware of any restrictions on any city manager
22 approaching any of its creditors when a city is in
23 crisis, be it whether he or she is an attorney or
24 not. That's one of the obligations of putting
25 everything on the table.

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA

52
1 proposed i ncreases may or may not have been
2 aggressive -- too aggressive or may not have been
3 aggressive. And | can't recall specifically which
4 ones.
5 Q. Okay. But, ultimately, with respect to the
6 menu of taxes that's in her report, that was
7 sonet hing that you had i nput on and agreed with?
8 A. Ch, yes, | agree with it.
9 Q. Okay. How about the operational changes?
10 What was too aggressive about sone of the things you
11 said there?
12 A. Well, for exanple, there was a significant
13 reduction in the -- well, not significant, but there
14 was a proposed reduction in the alternative report --
15 to use one departnment, as an exanple, Public Works,
16 and whet her or not a 12 percent reduction in the
17 Public Works Department is sonmething that should have
18 been -- should be included in the report.
19 And at the end of the day, we -- | concl uded
20 in the recommendation that the report was not overly
21 aggressive. That's only one exanpl e.
22 But we did discuss considerably all of the
23 reducti ons on the operational side as well as
24 proposed reductions and/or elimnation of various
25 subsidies to various either entertai nment and/ or

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
53
1 recreational services.
2 Q. Ckay.
3 A. | m ght add that, not to say that any of --
4 none of -- that any of these services were not
5 inportant to the City. W nade no judgnhent as to the
6 i nportance of those services to the City. But we
7 made judgnment with respect to when the city is in
8 crisis, whether or not the nenu of alternatives had
9 t hor oughly been pursued such that those services
10 woul d be continuing either at the current rate, a
11 reduced rate, et cetera.
12 And so | gave her the benefit of ny
13 experience of having managed cities of small size,
14 havi ng managed a $8 billion city budget with 30 sone
15 t housand enpl oyees; and so she had the benefit of
16 t hat experi ence.
17 Q. Did you and Ms. Zielke sit down and deci de
18 what were the nice-to-haves and what were the
19 nmust - haves for the City?
20 A. We had consi derabl e di scussions with respect
21 to the nust-have, nice-to-have. And those were
22 generally ny input into what were the nust-have,
23 ni ce-to-have, and the analysis around either of those
24 servi ces.
25 Q. How about the bond debt paynents? Did you

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
83

1 A. We also -- we also recognized the fact that

2 public safety is, you know, a key service that the

3 city should provide.

4 Q. In fact, in the Zielke report you don't

5 recommend further cuts to either fire or police, do

6 you?

7 A No, we do not.

8 Q. So the cuts that have al ready been made were

9 as much as you felt that they could possibly be made,
10 correct?

11 A. From ny experience in this world, yes.

12 Q. And doi ng anything to reduce those services
13 nmore was something that the City couldn't tolerate,
14 according to the Zielke report, correct?

15 A To reduce those services nore -- it doesn't
16 nmean that those services should be totally exenpted
17 fromany further cuts. But it does mean that in the
18 lists of the priority of cuts, we did not propose it
19 because we showed that the City was not insolvent at
20 the tinme; that it -- had it followed some of the nenu
21 services that we're proposing, that the City was not
22 insolvent at the time it submtted its budget.

23 Q. When you use the term "insolvent,” what do
24 you nean?

25 A. The inability for the City, a nunicipality

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA

89

nor have we seen the results of this particul ar
action -- | can't sit here concretely and say these
things, in fact, happened. But what we have not been
privy tois the City's strategy and overall plan for
out sourcing any and all of the operations that it
bel i eves shoul d be outsourced.

Q. Take a | ook, sir, if you would, then, at

Exhi bit 1011. It should be in front of you. |It's

© 00 N o o B~ w N PP

t he October of 2011 proposal to the City of Stockton.

10 That's it. And take a | ook at the Executive
11 Sunmary, which is on the sixth page.

12 Do you see that?

13 A. Whi ch page am | | ooking at?

14 Q. The sixth page, Executive Summary. It's
15 actually at the bottom It says, "Page 1."

16 A. Ch, page 1. Okay.

17 Q. Now, this is the report that you submtted
18 to the City in October of 2011 with respect to a

19 proposal to be giving advice to the City, correct?
20 A Yes.

21 Q. | f you go down six lines, the |line begins,
22 at the end of the sentence, "Cost savings

23 initiatives."

24 Do you see that?

25 A In the first paragraph?

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
90
1 Q. Yes.
2 A Yes.
3 Q. The next sentence says -- correct nme if
4 I'"'m-- don't read it right -- "Stockton has
5 denonstrated | eadership through tightening spending
6 and focusing scarce resources on those prograns that
7 are nost critical to the needs of its residents.”
8 Do you see that?
9 A Yes.
10 Q. That was true when you submtted this
11 report, correct?
12 A Correct.
13 Q. I n your opinion, as of Cctober of 2011, the
14 City had denonstrated | eadership through tightening
15 spendi ng and focusing scarce resources on the nost
16 critical programs, correct?
17 A Correct.
18 Q. And t hen you say, "Having already reduced
19 t he General Fund wor kforce by 30 percent, additional
20 service level cuts nust be judicious to maintain
21 community safety, as Stockton has the highest crine
22 rate in the state.”
23 Do you see that?
24 A Yes.
25 Q. So you acknow edge that the General Fund

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
100
1 everything on the table.
2 You restructure, you | ook at an
3 organi zation, and you | ook at every avenue. It gives
4 a City -- it gives an organi zation an opportunity --
5 an opportunity to reboot.
6 Q. Al right. And it also, as you say here,
7 requires the advice of a financial adviser skilled in
8 devel opi ng and i npl ementi ng conprehensi ve pl ans.
9 That includes your firm correct?
10 A Correct.
11 Q. And it also includes Managenent Partners who
12 was hired, correct?
13 A. | woul d assume they had the capacity to do
14 exactly that, if that's what the City requested of
15 t hem
16 Q. OCkay. And you have seen the Managenent
17 Partners' report in February of 2012. |It's one of
18 t he docunments listed in your report that you
19 revi ewed. You've seen that, correct?
20 A Yes.
21 Q. And t hat was Managenment Partners', as you
22 read it, assessnment of the City's situation and
23 eval uati on of what steps the City needed to take to
24 go forward, correct?
25 A. | think the report that | read for

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
101
1 Managenent Partners provi ded an excell ent
2 conprehensi ve anal ysis of where the City stood.
3 And -- but | don't recall -- and there was
4 sone recommendation, but | don't recall in the report
5 where the City engaged themto take them -- take the
6 City through a series of recommendati ons out of
7 its -- inmplenmenting that No. 1 principle of
8 i nsol vency is not the answer.
9 Q. All right. Let's take a look at it, if you
10 woul d. It's Exhibit 67.
11 On the first page of the report there are
12 three summary observations. The first one is, "The
13 General Fund is insolvent froma service deliveries
14 perspective as it cannot fund the full cost of
15 consistently providing the current |evel of service."
16 Now, woul d you agree that as of February of
17 2012, the Stockton CGeneral Fund was insolvent from a
18 service delivery perspective?
19 A. | have no reason to dispute the concl usions
20 t hat Managenent Partners cane through -- identified
21 with respect to service delivery insolvency, CGenera
22 Fund insolvency -- and | think that there's a third
23 one. So | have no reason to -- to dispute the
24 conclusions of that firm
25 Q So the second one is that the General Fund

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
102
1 is insolvent froma budget perspective. Do you see
2 t hat ?
3 A Correct.
4 Q. And you're not disputing that?
5 A. No.
6 Q. As of February 23rd, 2012, the General Fund
7 was insolvent from a budget perspective?
8 A. | have no reason to dispute it.
9 Q And then the third conclusion, the next
10 page, is that the cash solvency in the General Fund
11 i s tenuous.
12 Any reason to dispute that?
13 A. | have no reason to dispute it. But in this
14 situation, the City of Stockton has not failed to
15 make payroll. And so it has used its pooled cash,
16 its pool fund.
17 So, generally, if a city is on the brink of
18 bankruptcy, as it were, one of the challenges that it
19 faces is its inability to nake payroll. There is
20 not hi ng that we have been able to see nor concl ude
21 that at any point the City of Stockton has been in
22 j eopardy or has put out sonme acknow edgnent that on a
23 given date or a given nonth that the City will not be
24 able to nmake payroll. We have not seen that.
25 Q You haven't seen that?

Alderson Reporting Company
1-800-FOR-DEPO
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Robert C. Bobb January 25, 2013
Sacramento, CA
116

1 Do you see that?

2 A Yes.

3 Q. So -- so the docunents nade avail able to you

4 by the City before your report was witten do show

5 that the City would not be able to pay its cash fl ow

6 debts as they becane due in the first few days of

7 July 2012, do they not?

8 A Yes.

9 Q. Okay. And if you ook at Exhibit C, which
10 is capital markets creditors Exhibit 17, the ending
11 cash bal ance for every nonth for the City of Stockton
12 for the period May 1st, 2012 through June 30th, 2013
13 shows a negative cash bal ance, correct?

14 A It does.

15 Q. Now, did you do anything to analyze this

16 report to show why it was not correct?

17 A. No.

18 Q. Wth it nowin front of you, do you have any
19 reason to dispute that the City would have had a

20 negati ve cash bal ance in every nonth of 2000- --

21 fiscal year 2012/13 had it not filed for bankruptcy?
22 A. Repeat the question.

23 MR. HI LE: Wuld you read it back, please.
24 (Record read as follows: QUESTION:. Wth it
25 now in front of you, do you have any reason to
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1 di spute that the City would have had a negative cash
2 bal ance in every nonth of fiscal year 2012/13 had it
3 not filed for bankruptcy?)
4 THE WTNESS: | don't know. | wll go back
5 to our analysis that we did in the Zielke report.
6 And, again, as | stated earlier, had
7 everyt hing been put on the table, had the City
8 executed the nenu of options that are presented in
9 that report on 1 July of 2012, the City would have

10 been in a positive cash flow position.

11 And so irrespective of what's in the report

12 and Ms. Burke's declaration, in our opinion, based on
13 our analysis, had the City put everything on the

14 table early on in this process, considered all of its
15 options, the City would have been in a position to

16 have positive cash flow going forward.

17 BY MR. HI LE:

18 Q. Al right. Let ne ask you about that for a
19 second. The Zielke report assunes, does it not, the

20 passage of at |east four tax neasures to add revenue

21 to the City's coffers during the fiscal year

22 2012/ 2013, correct?

23 A. Correct. But the way | see it, it offers

24 the city a nmenu of options, and either the city could
25 take one or two of those options or none -- or
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the City first discovered that they had these

financial issues, couldn't produce financial reports,
coul dn't produce cash flow reports, and if you go to
the GFOA |ist of things, one of them says spend nobney
to save noney.

So in the beginning of this crisis, the City
did not nove with dispatch to invest in getting its

accounting system straight, ensuring that its cash

© 00 N o o B~ w N PP

flow statenents would be presented on a tinely basis,

10 that its Conprehensive Annual Financial Reports would
11 be done qui ckly.

12 So in the beginning, the City did not make
13 an aggressive nove to fix its financial operation
14 such that it would be in a better position to deal
15 with its short- and |ong-term financial needs. So,
16 yes.

17 Q. Yes, okay. The answer is, "Yes."

18 Al'l right. And when you say, "in the

19 begi nni ng, " when are you tal ki ng about?

20 A. "' m going back to -- if you go back to the
21 interimcity manager's report, there was a new city
22 manager com ng on board.

23 Q. So in your judgnment, the City should have
24 spent nore noney on its finance department than it
25 di d?
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1 A. In the beginning, it should have fixed its

2 financial operations. And it did fail to do so.

3 Q. And is it your position that because the

4 City didn't do that back a year or two earlier, that

5 it's not entitled to file for Chapter 11 -- sorry,

6 Chapter 97

7 A. Whi ch process are we in?

8 Q. Chapter 9. | apol ogize. Nunbers were never

9 my strength.

10 A. |"mnot trying to be snmug at all.

11 Say that agai n.

12 Q. s it your position that because the City

13 didn't spend the noney a year and a half earlier to
14 put nmore resources into its finance departnent, it's
15 not entitled to file a Chapter 9 petition?

16 A. No. My opinion is if you go back into the
17 Zi el ke report, and you go back to the analysis and

18 the option that we presented to the City, the City

19 woul d not be in a position, had it noved aggressively
20 along with the menu of options that we presented, in
21 filing for Chapter 9 bankruptcy. That's our opinion.
22 Q. Al'l right. Now, taking you -- going forward
23 then with respect to your position on nore noney in
24 the finance departnment, | assune that it would be

25 your opinion that the City needed to put resources
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1 They are funded outside of the city for good and
2 sufficient reasons. And the arts thrive in those
3 comuni ti es.
4 Again, there are cities that have excel |l ent
5 i brary services that are funded and supported in a
6 much broader way than does. And so the argunent that
7 many of these things aren't inportant, they are al
8 i nport ant.
9 THE REPORTER: Exhibit 1013.
10 (Exhibit No. 1013 was narked.)
11 BY MR- HI LE:
12 Q. M . Bobb, the reporter has nmarked as
13 Exhi bit 1-0-1-3, 1013, a two-page document which is a
14 printout of an article fromthe WAshi ngton Post on
15 April 6, 2004. The headline is, "lnpatient Force
16 Meets | mmut able D.C. bureaucracy. Qutspoken
17 adm ni strator brings hands-on push for change to
18 City."
19 Have you seen this article before?
20 A Yes.
21 Q. On the second page, about hal fway down,
22 there's a sentence that begins in the mddle of the
23 page -- and feel free to read around it, if you woul d
24 i ke. The sentence begins, "Broad approaches to
25 crinme.”
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1 Do you see that?

2 A Yes.

3 Q. OCkay. Why don't you read that sentence and

4 t he next one to yourself, then | will ask you sone

5 guestions about it.

6 A. Ckay.

7 Q. s this an accurate representation of what

8 you told the reporter?

9 A Yes.

10 Q Bot h sentences?

11 A Yes.

12 Q. OCkay. So is it not your opinion that

13 prograns that are not sinply police related can have
14 the effect of reducing crine?

15 A Yes.

16 Q. And is it not part of what nakes the City
17 livable to have prograns that provide the types of

18 services that reduce crinme?

19 A Yes. And in this case, because the District
20 of Colunbia is a city, county and state in one, we
21 found no evidence in the crinme-fighting strategies
22 for the City of Stockton where the Departnment of

23 Ment al Heal th, Social Services, other city agencies
24 are engaged in the non-police side in those efforts.
25 We didn't see a strategy, not a plan, that would
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1 relate to what -- the statenment that |'m making here.
2 Q. Well, you are aware that the City had
3 greatly reduced it comrunity policing budget,
4 correct, over the years, leading up to the tinme that
5 you reviewed its docunents?
6 A. Community policing takes many forns. You
7 know, | was part of the national novenment to help
8 create the whol e concept of conmmunity policing
9 nationally, and so it does take many fornms. And sone
10 police departments choose to have a cadre of
11 community police officers. But there are other ways
12 in which you can engage the community and create an
13 envi ronment for comunity policing.
14 Q. But you're aware that the City did, as a
15 result of its budget problens, have to reduce
16 conmuni ty policing?
17 A It made that choice.
18 Q. Okay. And another choice that it nade was
19 to reduce its recreational programs, correct?
20 A It made that choice.
21 Q And it also nmade the choice to reduce the
22 number of libraries that were open and the hours that
23 t hey were open, correct?
24 A Correct.
25 Q. And all of those types of services can have
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1 an inmpact on crime, can they not?
2 A. There's no evidence that |ibrary hours have
3 a positive inpact on crine. | have not in nmy years
4 of experience have seen -- now, is a library a good
5 service to have in the community? Absolutely. Do I
6 support library services? Absolutely. 1've been
7 part of a process that helped to create a master plan
8 for library services.
9 Recreation services, there is a direct
10 correlation nore so than -- in ny experience, than
11 l'ibraries.
12 Q. And woul d you agree with nme that each of
13 t hose services -- comunity policing, recreational
14 prograns and library services -- are inportant to
15 keeping a viable city?
16 A | believe that all of those services are
17 i nportant to having a viable city and a viable
18 community. This is a question at the end of the day
19 is: The extent to which we fund those services and
20 | ook for alternative ways in which those services can
21 be funded during the tinme of financial crisis.
22 MR. HI LE: Take a look, if you would, sir,
23 at what | will give you as the next exhibit in order.
24 THE REPORTER: 1014.
25 (Exhibit No. 1014 was narked.)
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1 BY MR- HI LE:
2 Q This is a nenorandumto the O fice of the
3 City Manager, with you as one of the attentions, from
4 t he Budget Ofice for the City of OGakland. It's a
5 Counci| Agenda Report dated May of 2003.
6 Have you seen this before?
7 A It's been a while. | have not seen it
8 recently, no.
9 Q. Well, were you the city manager at the tinme
10 that this report was sent to the -- to the City
11 Counci | ?
12 A Yes, | was.
13 Q. Okay. And did you review it before it was
14 sent to the City Council?
15 A Yes, | did.
16 Q. And did you approve of what was said in it
17 before it went to the City Council of Oakl and?
18 A Yes.
19 Q. Look at the top of page 4. The sentence at
20 the top of the page says, "Aside fromthe
21 quality-of-life inplications and | ooking only within
22 the realmof public safety, the projected overrun has
23 severely limted council's latitude to fully consider
24 options such as after-school prograns and ot her
25 i nportant public safety programs which may help in
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1 the long run to reduce crine in the first place."
2 Do you agree with that statenent?
3 A Yes.
4 Q. And is it true that, in your view, that
5 after-school progranms can, in the long run, help to
6 reduce crinme?
7 A. They are a contributor for crinme reduction.
8 But it can -- in the case that's -- in ny review of
9 the City of Stockton's program | have not seen the
10 robust ness of any after-school programthat the City
11 has -- has inplenmented or was on the City's book.
12 Q. Now - -
13 A. ' m not aware of such prograns existing in
14 the City of Stockton.
15 Q. But prograns such as that -- this is just a
16 "such as after-school progranms” -- nmay help in the
17 |l ong run to reduce crine?
18 A. May .
19 Q. M. Bobb, if you would take a | ook at page
20 29 of your report, which is Exhibit 1009.
21 A. Page?
22 Q At the bottom 29. You make the statenent
23 m dway t hrough the full paragraph on that page --
24 it's about ten lines down -- "I have been involved in
25 such reviews in Kal amazoo, OGakl and, Detroit and
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1 Ri chnrond. They are painful processes, as difficult
2 choi ces have to be made."
3 And that's referring to the -- deciding
4 whi ch are nust-have versus nice-to-have services. Do
5 you see that?
6 A Yes.
7 Q. | want to ask you about sone of the
8 deci sions that you made in Oakland during the 2003 to
9 2005 peri od.
10 Take a | ook, if you would, at what | wll
11 ask the reporter to mark as the next exhibit.
12 THE REPORTER: 1015.
13 (Exhibit No. 1015 was marked.)
14 BY MR- HI LE:
15 Q. This is a printout, M. Bobb, of an article
16 taken fromthe Qakland Tribune, April 17th, 2003.
17 The headline is, "Nothing safe as Oakland trins
18 budget. City manager includes library, city hall
19 closures on prelimnary list of cuts."”
20 Do you see that?
21 A Yes.
22 Q. So in April of 2003, as the city nmanager in
23 OCakl and, | take it OGakland was facing a budget
24 shortfall of close to $30 mllion; is that true? O
25 maybe even nore.
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1 Counci| Menber De La Fuente's quote about making
2 tough choices. Nothing is sacred.
3 That was the m nd-set in Gakland during a
4 financial crisis. W did not see evidence of a
5 simlar mnd-set in ternms of addressing Stockton's
6 difficult financial problenms, issues.
7 Q. And it's your testinony that you didn't see
8 it --
9 A. This is comng fromthe president of the
10 City Council.
11 Q. Sure. Your testinony here is that you
12 didn't see any indication of that m nd-set in
13 Stockton with all of the documents that you read?
14 A. In terms of putting everything on the table,
15 in terms of -- and | use the word "reboot,"” but it
16 may be not a good word to use. What it neans is
17 during the tinme of a financial crisis, everything is
18 on the table. Nothing is sacred. That includes
19 revenue reductions as well as -- revenue enhancenents
20 as well as operational expenses reductions.
21 THE REPORTER: 1017.
22 (Exhibit No. 1017 was narked.)
23 BY MR. HI LE:
24 Q. Exhi bit 1017 is a one-page docunment. |It's
25 an article fromthe San Francisco Chronicl e dated
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1 May 14, 2003, the headline being, "Mayor Submts
2 Oakl and Budget."
3 And in the third paragraph you can see it
4 says, "Brown and city manager, Robert Bobb, outlined
5 a two-year $1.78 billion budget that includes cl osing
6 city buildings one day a nonth, laying off 115 city
7 wor kers, closing one fire station, reducing hours at
8 sone library branches, and increasing fees for
9 services from parking to garbage coll ection.”
10 Do you see that?
11 A Yes.
12 Q. And t hat was part of what the proposed
13 budget was that was submtted to the City Council,
14 correct?
15 A Yes.
16 Q. And then a couple of paragraphs down,
17 there's a sentence that begins, "Libraries and
18 recreation centers.”" Do you see that?
19 A Yes.
20 Q. It says, "Libraries and recreation centers
21 floated for possible closures in an earlier,
22 wor st - case budget scenari o escaped relatively
23 unscat hed. But sone library branches would cut back
24 fromsix to five days a week, and program directors
25 at recreation centers would be elimnated."”
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1 entertainment facilities over libraries and fire
2 engi nes. And so putting everything -- did not bring
3 before the voters any type of revenue enhancenents.
4 And so everything was not on the table.
5 And if you use the Oakl and scenari o, other
6 scenari os, where | have dealt with these issues over
7 t he years, everything was on the table. Nothing was
8 sacred. And you make your case. And at the end of
9 the day, the City Council votes it up or down. But
10 you nake the case. You make the presentation. You
11 present the options as the city manager.
12 THE REPORTER: Exhibit 1018.
13 (Exhibit No. 1018 was marked.)
14 BY MR- HI LE:
15 Q M. Bobb, Exhibit 1018 is an article from
16 t he QGakland Tri bune dated May 14, 2003. The headline
17 is, "Council gets mayor's plan for budget. Brown's
18 no-fat fiscal proposal has cuts, possible |ayoffs,
19 fee increases and fire station closing."”
20 In the text of the article it says, "Though
21 Mayor Jerry Brown said Tuesday that the budget is in,
22 gquote, 'pretty good shape,' closed quote, given the
23 econony, sparing libraries, recreation and senior
24 centers fromclosure, the City Council is in for a
25 rough nonth as it closes a projected $48.3 nmillion
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1 t wo- year budget gap."
2 Do you see that?
3 A Yes.
4 Q. Further down it says, "Mrre than a hundred
5 people could be laid off, a fire station could be
6 cl osed, and community policing staff will be cut."”
7 And t he next sentence says, "Brown said
8 there is no fat left totrim" Quote, "There is no
9 bad left in the budget. So when you are cutting, you

10 are cutting the good and not the bad, Brown told the
11 council in a brief presentation before turning things
12 over to City Manager Robert Bobb and | eaving."

13 Now, in -- do you agree with then Mayor and
14 now Governor Brown that there was no fat left in the
15 budget even though libraries were continuing to be
16 open, recreation and senior centers were open?

17 A Yes.

18 Q So those are, to sone extent, nmnust-haves?
19 A. To some extent, those were priorities that
20 were made during the context of the budget session.
21 Because their revenue projection increases that were
22 pretty substantial in the budget as well. So, again,
23 everything was on the table.

24 THE REPORTER: Exhibit 1019.

25 (Exhibit No. 1019 was narked.)
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1 it nmorphed over to -- | nean, it still exists, and
2 then a new system was put in place, wherein police
3 and fire could becone part of Cal PERS.
4 So you still have sonme retirees in an old
5 system then you have sone -- | nean, police and
6 firefighters, and then you have sonme retirees in
7 the -- and contributors to the Cal PERS system So
8 there are two separate plans in QGakl and.
9 Q. Al right. That's helpful. So -- but with
10 respect to non-police and fire, they are Cal PERS?
11 A. | ncl udi ng police and fire.
12 Q. Al right. Al right. Just one other
13 question with respect to how that works.
14 When police and fire becane covered by
15 Cal PERS -- when the Cal PERS program was put together
16 for police and fire, did that only start with new
17 hires and the old hires continued to contribute to
18 the old systen? O did they -- did they start -- did
19 t he people who had been in the old system start
20 contributing to Cal PERS in place of the old systen?
21 A. | really don't know the details. It was --
22 t hose systens were in place before | arrived in
23 Cakl and.
24 MR. HILE: Al right.
25 THE REPORTER: Exhibit 1020.
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1 (Exhibit No. 1020 was narked.)
2 BY MR- HI LE:
3 Q. s Exhibit 1020 a Council Agenda Report that
4 was submtted by you to the council when you were the
5 city manager ?
6 A Yes.
7 Q. And it | ooks like, again, Dolores was the
8 one who signed for you; is that correct?
9 A Correct.
10 Q. Now, the title of this report appears to be
11 a proposed resolution to approve a Menmorandum of
12 Understanding with the -- between the City and the
13 firefighters and the police to transfer themto the
14 PERS systent is that correct?
15 A. Let me take time to read this and refresh ny
16 menory.
17 Q. Sure.
18 A. This is a menorandumwith respect to
19 firefighters contract negoti ati ons.
20 Q. Okay. And this was a resolution to have the
21 city and the firefighters enter into a new contract
22 by which firefighters would be entitled to
23 participate in the PERS retirement plan, correct?
24 A Correct.
25 Q. Okay. Now, if you look in the second
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1 8, 000 people showed up to fill those vacanci es.
2 Q. OCkay. How about in the police area?
3 A. In the police area, nmarket survey is
4 i nportant, to some extent. But, again, it al
5 depends on affordability.
6 Q. Okay. Putting affordability aside for a
7 noment, what's the inportance of it? Wiy is it
8 i nportant?
9 A. Only to see where you stand in the
10 mar ket pl ace from a recruitnment standpoint.
11 Q. OCkay. When you say, "froma recruitnment
12 standpoi nt,"” does that mean that you're going to have
13 an easier time recruiting new people to take police
14 spots if you can show those people that you were
15 payi ng the same or nore than places where they m ght
16 al so get a job?
17 A. It's a two-edged sword. On the one hand, it
18 may be correct. But also, on the other hand, it
19 depends on the level of activity in the comrunity
20 that a police officer -- that he or she chooses to
21 serve in.
22 Sonme police agencies you have individuals
23 who are willing to serve because of the nature of the
24 experience they will get in a relatively short period
25 of tine.
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1 There are others who choose comunities
2 where they don't have the sanme |evel of activity
3 and -- and so it's an individual choice.
4 Q. But it's still inportant for you to know,
5 for purposes of recruitnment, that you are at the
6 mar ket, correct?
7 A. It's inmportant information to have. And it
8 has been a standard part of negotiations. | nean, if
9 you go to ny declaration, | make the point that I,
10 too, have participated in these salary surveys for
11 police and fire. [It's outlined in ny declaration.
12 What we find is the ratcheting-up process,
13 it's the nme-too. It has been very standard in
14 California, in other places where |I've negoti at ed
15 wi th [ abor unions.
16 Q. Okay. And | understand that. And let ne
17 just -- let ne just say that | want to distinguish
18 bet ween using a salary survey in such a way that
19 automatically requires a ratcheting up -- that's one
20 thing on one side -- and the other side is using a
21 salary survey to determ ne whether or not you're
22 going to be able to either hire new people or retain
23 current people without it forcing stuff.
24 The latter seems to nme is a valid use of a
25 sal ary survey, correct?
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1 A There are -- there are a whole -- excuse ne.

2 There's a whol e series of issues surrounding

3 the retention of personnel. And it's not

4 necessarily -- and those issues aren't always tied to

5 salary. They aren't always tied to benefits.

6 Q. Okay. But let me get back to ny question

7 again. Let ne see if | can ask it in such a way that

8 | can get an answer.

9 | take it fromyour report that you are not
10 in favor of a situation where salary surveys are used
11 to automatically ratchet up salaries for, in this
12 exanmpl e, police because sonme other jurisdiction has a
13 hi gher salary and so you're -- it's an automatic
14 thing that you don't |ike that. But, on the other
15 hand, you do use salary surveys, and it's okay to use
16 sal ary surveys, in your opinion, sinply to determ ne
17 whet her or not you are at narket for purposes of both
18 recruiting and retention?

19 A. For certain positions. And if you go back
20 to my declaration, | also said it's not necessary to
21 have a broad market survey that reaches many -- to
22 many jurisdictions if you're recruiting certain

23 positions within your own market area; clerical

24 positions, analyst positions, that are in your

25 conmuni ty.
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1 A. | can't say concretely, no.
2 Q. | s there any other reason that you can
3 expl ain the expense overrun due to its retirenent
4 increases as a result of transferring public safety
5 enpl oyees to Cal PERS?
6 A No.
7 Q. So as a result of transferring firefighters
8 to the Cal PERS system the City of Oakl and was
9 required to pay nore in retirement contributions than

10 it had been under the old system correct?

11 A VWhat | don't know and cannot recall is

12 whet her or not -- what percentage of the cost overrun
13 was contributed to the transfer to Cal PERS and, in
14 addition, to cost overruns within the police

15 depart nment.

16 MR. HI LE: Okay.

17 THE REPORTER: Exhibit 1021.

18 (Exhibit No. 1021 was narked.)
19 BY MR. HI LE:

20 Q M. Bobb, Exhibit 1021 is a Decenber 11th,
21 2001 Council Agenda Report to the Ofice of the City
22 Manager dated Decenmber 11th, as | said, 2001.

23 And is this a docunment which your office

24 sent to the City Council for its approval?

25 A Yes.
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1 Q. And is it recommendi ng approval of a
2 menor anda of understandi ng between the city and the
3 police officers association?
4 A Yes.
5 Q. The third paragraph starts, quote, "It also
6 includes a significant change in retirenent benefits
7 begi nning with an agreenent to amend the city's
8 contract with the California Public Enployees
9 Retirenment System paren, quote, PERS, closed quote,
10 cl osed paren, July 2003. This amendnent would all ow
11 police officers enrolled in PERS to be eligible for a
12 3 percent retirement package at the age of 50."
13 What was the PERS retirenent package before
14 this MOU?
15 A | don't recall.
16 Q. Was it 2 percent at 557
17 A | don't recall.
18 Q. Why did you recommend to the City of Oakl and
19 that it anmend the -- the City's contract with Cal PERS
20 to make a significant change in retirenment benefits?
21 A. It is part of negotiations with the police
22 of ficers association and a conmmttee of City Council
23 who was involved in those negotiations as well.
24 Q. And if you | ook at the second page of the
25 docurment under "Background," the second sentence
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1 approval to the Oakland City Council as the Oakl and
2 city manager, correct?
3 A. That's correct. But, again, just to be
4 clear, there's no date that confirns that this
5 docunment is part of the docunment -- the nenmorandum
6 that went to the City Council.
7 Q. Okay. And | appreciate that, and we wil
8 take the | aboring oar of convincing you that that's
9 t he case.
10 Now, in this case, the MOU started in --
11 went into effect in 2001, and it went through 2007;
12 is that correct?
13 A. It was executed in 2001. Again, | don't see
14 in this docunent that this is the | ong-term MOU.
15 And just to help you out, it is on
16 Appendi x F.
17 Q. Okay. | wanted you to take a | ook at
18 page -- page 4 that has the salary list for every
19 year from June of 2001 through July of 2006.
20 Do you see that?
21 A. Yes. Page 4 references the annual uniform
22 al l owmance. It doesn't reference the salary.
23 Q. Ckay.
24 A. | thought you said this references the
25 sal ary.
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1 to being sued and having to pay attorneys' fees and

2 per haps penalties for having breached the rights of

3 the -- asserted by the retirees?

4 MR. NEAL: Objection to the extent it calls

5 for a |l egal conclusion.

6 THE W TNESS: No. M guess is, you know,

7 anyone can sue.

8 BY MR- HI LE:

9 Q Let ne ask about the alternative nodel with
10 respect to its inclusion of additional revenues to be
11 rai sed by raising taxes through ball ot propositions.
12 Ot her than what Ms. Ziel ke says in her
13 report, did you do anything to determ ne whether or
14 not, in the City of Stockton, any one of those
15 revenue proposals would pass the voters?

16 A. We read the survey that the City itself did
17 to determ ne whether or not sone of these tax

18 nmeasures would -- could be adopted. And as | recal
19 fromreadi ng those docunents, that there is a good
20 i kel'i hood that those things -- those -- sone of

21 t hose tax increases could be or would be approved.
22 Q. Al right. Oher than just reading those,
23 did you do any other feasibility analysis with

24 respect to that?

25 A. No, we did not do any feasibility anal ysis.
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1 But, again, | will go back to my initial point. M
2 point is, the City of Stockton did not place
3 everything on the table. It did not fundanmentally
4 change its business nmodel. It did not restructure
5 its government. It did not reset its entire
6 operations. It made cuts on its operational side,
7 but it didn't put everything on the table.
8 And, clearly, the one thing that was not put
9 on the table, that we have not been able to find any
10 docunentation to, is the issue of enhanced revenues,
11 coupled with the reductions on the expenditure side.
12 Q. Well, dealing with that |ast one, you did
13 read the polling that was done by the City, correct?
14 A. | did.
15 Q. So that's sonething that the City did,
16 correct?
17 A. But it didn't go forward. The fact is, the
18 City did not have -- it had a plan. It didn't
19 execute the plan. It didn't nake its plan
20 operational. It did not put everything on the table.
21 | mean, | don't know how many tines | can
22 say that, other than the fact --
23 Q | don't, either. Go ahead.
24 A. But I will continue to say it because it's a
25 fact. The City did not put everything on the table,
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1 A Yes.
2 Q. What is the majority by which a parcel tax
3 has to pass in California?
4 A. It's a higher test than a sal es tax.
5 Q. Ckay. It's two-thirds, correct?
6 A Correct.
7 Q. Can you give ne exanples of places where
8 parcel taxes that were not already in place have been
9 passed in the last two or three years?
10 A. No, | cannot. But | can tell you that
11 here's -- here's a nmenu in the Zi el ke report that
12 shows sone of the other options wherein taxes could
13 have -- have been successful in California.
14 THE REPORTER: 1024.
15 (Exhi bit No. 1024 was narked.)
16 BY MR. HI LE:
17 Q M. Bobb, Exhibit 1024 is a March 3rd, 2004
18 Cakl and Tri bune article with the headline, "Crine
19 Prevention Measure Close to Failing."
20 Have you seen this before?
21 A. No.
22 Q It tal ks about, in the first sentence, a
23 $110 mllion neasure to try and stem Oakl and's nurder
24 rate by hiring nore police officers and fundi ng
25 prograns to help parol ees |ead | aw abi di ng,
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1 productive |ives.
2 And you see in the sixth paragraph that
3 starts, "This is the second tinme Oakland voters..."
4 Do you see that?
5 A Yes.
6 Q. And the second sentence says, "In Novenber
7 2002, voters were faced with a confusing collection
8 of four related issues that aimto generate
9 $70 mllion to hire 100 new police officers by
10 rai sing hotel, parking, and utility taxes for five
11 years. Another $5 mllion was earmarked for three
12 vi ol ence prevention prograns that work with
13 ex-of fenders, at-risk youth, and after-school
14 prograns. Although voters narrowy approved the
15 concepts, they defeated the taxes that would have
16 paid for it."
17 Do you recall that in March of 2004, when
18 you were the city manager in Oakland, a collection of
19 four issues -- sorry, in Novenmber of 2002, that
20 voters rejected four related tax increase neasures
21 for police officer use? Do you renmenber that?
22 A | do recall.
23 Q. OCkay. And that particular proposal, which
24 didn't pass, included a raise in the hotel parking
25 and utility taxes, correct?
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1 addi ti onal expense -- percentage going forward in the
2 future.
3 Q. | s zero- based budgeti ng appropriate, in your
4 view, when a city is in financial distress and needs
5 to act quickly and doesn't have nmany resources to pay
6 for it?
7 A. One of -- if you're going to go back to GFOA
8 as one of the standard bearers in the industry, and
9 you | ook at a list of tests that one -- that
10 muni ci palities should take when they are in distress,
11 one of the tests is spend noney to save nopney.
12 Q. Well, let ne ask ny question again. |Is
13 zer o- based budgeting appropriate, in your view, when
14 the City is in financial distress and needs to act
15 qui ckly and doesn't have many resources to pay for
16 it?
17 A. Absol utely. | believe that.
18 Q. Okay. Let nme ask you to | ook at page 3, the
19 par agraph that goes over at the top of the page. The
20 first full sentence starts, "In fact."
21 Do you see that?
22 A Yes.
23 Q Quote, "In fact, our research found that use
24 of , quote, textbook, closed quote, ZBB is al nost
25 unheard of in |local governnment today."
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1 Detroit. Everything was on the table.
2 The City of Stockton did not put everything
3 on the table.
4 THE REPORTER: 1027.
5 (Exhibit No. 1027 was narked.)
6 BY MR- HI LE:
7 Q. The reporter has marked as Exhibit 1027 a
8 copy of an article from Educati on Week dated
9 May 18th, 2001. The title of the article is,
10 "Detroit Deep in Debt As Manager Leaves."
11 M . Bobb, have you seen this article before?
12 A. No, | have not seen an article witten by an
13 anonynous aut hor.
14 Q. Let me take a |l ook -- ask you to take a | ook
15 at the full text. It starts off, "As the Detroit
16 Publ i c School's energency financial manager Robert
17 Bobb wraps up his final days in the job, he is facing
18 a district that continues to | ose students and
19 noney. "
20 The next sentence says, "This $200 mllion
21 deficit he inherited two years ago i s now at | east
22 $327 mllion."
23 Do you see that?
24 A | see that.
25 Q. |s that correct as of May of 20117
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1 A. Putting everything on the table and just do
2 alittle bit deeper research, when | went into
3 Detroit, the deficit was reported at $148.7 mllion.
4 | mredi ately, within two nonths of mny being
5 there, we confirnmed the deficit at $305 mllion. And
6 so those are well-docunented facts.
7 The school district continues to |ose
8 students annual |l y.
9 Q. Al right. Take a |ook then, sir, if you
10 woul d, down towards the bottom of the page. There's
11 a sentence that begins right at the |eft-hand colum
12 with the word, "After he was criticized," about an
13 i nch above the subject there.
14 Do you see that, "after he was criticized"?
15 A Yes.
16 Q Let ne -- let ne read this for the record.
17 It says, "After he was criticized for a
18 deficit elimnation plan that called for closing half
19 the district's 141 schools and increasing cl ass
20 sizes, he changed course, saying that while it would
21 have wi ped out the deficit in a few years, it was too
22 severe."
23 Now, is it correct, M. Bobb, that after you
24 did your zero-based budgeting process for the Detroit
25 school s that included the closing of 141 schools and
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1 i ncreasing class sizes, you then changed course,
2 sayi ng that that was too severe?
3 A We -- in the Detroit Public Schools, we
4 cl osed 75 school buildings. W built 500,000. W
5 i npl emented and built 23 new school facilities.
6 We did what Stockton did not do. W put
7 everything on the table to elimnate and fight the
8 deficit problemthat we had in the Detroit Public
9 School s.
10 We were | osing students. W had a schoo
11 district that, in 2002, | believe, had 186, 000
12 students. 80 -- 58 -- 56,000 students were in the
13 district when | left. Losing 10,000 students per
14 year.
15 And if you look at the current Deficit
16 Elimnation Plan as it was just submtted to the
17 state by ny predecessor, the school district by 2016
18 wi |l have 13,000 students.
19 Q. Okay. But is it true that after proposing
20 cl osing 141 schools and increasing class sizes, you
21 changed course, citing that that was too severe?
22 A. No. | don't know where this anonynous
23 aut hor received his or her information. There was
24 never a plan to close 141 school s.
25 There was 192 schools when | arrived in
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1 Detroit. W closed and consolidated about 75
2 school s.
3 Q So that would be one-half of the 170- -- 141
4 school s, correct?
5 A. Yeah, this information is very incorrect.
6 Q Well, a half of 141 would be 70, correct?
7 A. Put it inits total context. W're building
8 new schools. We built -- we built a new school. W
9 consolidated. W closed three. Students noved to
10 t hat one school .
11 So in sonme instances we closed schools. But
12 we were inplementing a $500 m | lion bond programto
13 bui | d new schools. And in sonme instances, we were
14 cl osing schools and noving students from one school
15 building to -- closing two schools to -- three
16 schools to nove students to one new school based on a
17 decl i ning enroll ment.
18 Q. Al'l right. So you did change the number of
19 schools you were going to close after your initial
20 proposal; is that correct?
21 A That isn't correct. W had a -- we did what
22 this city did not do. W had a master plan for
23 school closures. W had a master plan for how we
24 woul d elim nate and deal with the deficit. W put
25 everything on the table. W decided what our core
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1 CERTI FI CATE OF REPORTER
2 I, SANDRA BUNCH VANDER POL, a Certified
3 Short hand Reporter, hereby certify that the w tness
4 in the foregoing deposition was by nme duly sworn to
5 tell the truth, the whole truth and nothing but the
6 truth in the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewriting, by conmputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period all owed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: FEBRUARY 4, 2013
24
25 SANDRA BUNCH VANDER POL, CSR #3032
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Transcript of Proceedings Before the Stockton City Council on February 28, 2012

A video of the complete February 28, 2012 proceedings is publicly available at
http://stockton.granicus.com/MediaPlayer.php?view id=48&clip id=3894. Represented below is a

true and correct transcript of a portion of the proceedings, with an estimate of what time on the

publicly available tape the transcript excerpt appears.

5:09:00

Mayor Ann
Johnston

We don’t believe that until we get our house in order is anyone going to approve
any kind of tax in this city.

We will not cut services, or we will try not to cut services any further. We’ve cut
to the bone on police and on fire and other services. This Council—certainly
myself—we’re not ready to do that. The safety of our citizens is more important.
We need to preserve the services we have because we’ve cut so far to this point.
We don’t want to go there. We could say we’ll find another $20 million dollars.
We’ll just cut a bunch more police officers, a bunch more people. That’s not
where we want to go.

5:19:15

Councilmember
Diana Lowery

To continue what we’ve been doing, and make cuts after cuts after cuts; we can’t
doit. ... I’ve been doing it since I arrived here, and we simply can’t continue to

exist.

5:31:55

Vice-Mayor
Katherine
Miller

We’ve reduced our services to a level that I don’t think anyone who lives in the
City thinks is acceptable.
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Transcript of Proceedings Before the Stockton City Council on June 5, 2012

A video of the complete June 5, 2012 proceedings is publicly available at
http://stockton.granicus.com/MediaPlayer.php?view id=48&clip id=4080. Represented below is a

true and correct transcript of a portion of the proceedings, with an estimate of what time on the

publicly available tape the transcript excerpt appears.

~4:20:00
Major Ann We’ve been making serious cuts over the last three years that have affected
Johnston everyone.
Vice-Mayor We had to sweep $15 million...just to make it to June 30 this year.
Katherine

Miller
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1 UNI TED STATES BANKRUPTCY COURT
2 EASTERN DI STRI CT
3 SACRAMENTO DI VI SI ON
4 In re:
5 CITY OF STOCKTON, CALI FORNI A, No. 12-32118
6 Debt or. Chapter 9
7 /
8
9 Vi deot aped deposition of
10 NANCY L. ZI ELKE
11 Thur sday, January 31, 2013
12
13
14
15
16 Reported by:
17 VI CKI HAI NES, CSR #5995
18 Job No. 40418
19
20
21
22
23
24
25
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1 M chi gan.
2 Q How | ong was the course to receive that
3 certification?
4 A. It was two or three days. | can't recall
5 the exact tim ng.
6 Q Is the certification then a State of
7 M chigan certification?
8 A. It's a certificate through M chigan State
9 Uni versity.
10 Q Okay. Are you a certified public
11 account ant ?
12 A. No.
13 Q Have you ever sat for the CPA exan?
14 A. No.
15 Q Have you ever taken any courses that were
16 designed to lead to being able to take the CPA exanf?
17 A. In my undergraduate work as well as ny
18 graduate work, | did take accounting cl asses.
19 Q What type of accounting classes did you
20 t ake?
21 A. Sir, we're going back here a few years. |
22 remenber taking a cost accounting course, a -- |
23 remenber taking basic, you know, general accounting
24 cour se.
25 Q Anyt hi ng el se?

Alderson Reporting Company
1-800-FOR-DEPO



Case 12-32118 Filed 02/16/13 Doc 717

Nancy L. Zielke January 31, 2013
Sacramento, CA
Page 85
1 Ms. Zielke, that | have | ooked through it for that,
2 and | can't find it, so if you can find it today or
3 sone other time, would you please |let me know?
4 A. Agai n, w thout going through all 76 pages of
5 the report, | cannot say whether the word "nenu" is
6 used in here. But the term nology "options" and
7 "scenarios" is used in the report. But, again,
8 wi t hout going through to I ook for that specific word,
9 | can't answer.
10 Q Al right. 1'd like to ask you to | ook at
11 what was previously marked as Exhibit 28. For the
12 record, Exhibit 28 is Exhibit N to the Declaration of
13 Vanessa Burke. And after Exhibit N, there is a table
14 of fund restrictions, City of Stockton fund
15 restriction table.
16 Do you see that?
17 A. " mjust | ooking at the exhibit now.
18 Q Okay, thank you.
19 A. But, yes, | see there's a table follow ng
20 the cover
21 Q Now, Exhibit 28 is one of the exhibits
22 that's listed in your report as sonething that you
23 reviewed, is it not?
24 A. If I could take a nonment just to -- yes,
25 docunent revi ewed, Exhibit 28.
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1 Q. Okay. So this is an exhibit that you
2 revi ewed before you conpl eted your report, correct?
3 A. Yes.
4 Q. Did you make any attenpt to determ ne
5 whet her or not any of the funds that are listed here
6 are incorrectly listed as being either unrestricted,
7 restricted or partially restricted?
8 A. Agai n, pl ease.
9 Q Did you make any attenpt to determ ne
10 whet her or not any of the funds that are listed here
11 are incorrectly listed under the categories of
12 restricted, partially restricted or unrestricted?
13 A. Ve reviewed the various source restrictions
14 as presented in this table.
15 Q And you agreed with them is that correct?
16 A. We agreed as it relates to the information
17 t hat was provi ded.
18 Q Okay. And as a result of that review of
19 these -- of this table, you didn't recomend, did
20 you, in your report, that the city could sweep funds
21 fromother funds into the general fund, did you?
22 A. We didn't -- in the report as presented, we
23 did not recommend that the city sweep funds as they
24 had in previous years, no.
25 Q And isn't that because you found that there
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1 A. No, it's not.
2 Q. And it's not mandated by federal law, is it?
3 A. I"mnot sure if it's mandated by charter
4 |l aw, but let me go back -- the city charter does
5 require that the city provide and conpl ete an annual
6 conpr ehensi ve financial report.
7 Q So, now, is the accounting departnent an
8 essential service?
9 A. Yes, it is.
10 Q Okay. So, to your assessnent, the
11 accounting departnent is not sonething that should be
12 cut because it's an essential service; is that
13 correct?
14 A. Again, there's sone assunptions there.
15 mean, an accounting department, in nmy opinion, is an
16 essential part of |ocal governnent.
17 VWhet her or not those services, those
18 functions are perforned by -- by individuals or
19 outside resources that -- providing reliable
20 financial reports is an essential part of |ocal
21 gover nnment .
22 Q Okay. And let's take police. Are police
23 servi ces mandated by state | aw?
24 A. I don't knowin this case if it's mandated
25 by state | aw.
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1 of those debt service paynents.
2 Q Did you review all of the debt service
3 paynents to determ ne whether or not they were
4 mandated in some way?
5 A. I | ooked at the debt service schedul es as
6 related to the outstandi ng debt, and each one of
7 t hose was put in place through an offering statenent
8 or as relates to the city's borrow ng.
9 Q That's not state law, is it?
10 A. It would be based on city charter as well as
11 city ordi nances.
12 Q So it's your position here that maki ng debt
13 payments is an essential service that nust be nmade as
14 mandat ed by state, federal or city charter |aw?
15 A. City charter and | ocal ordinance -- or,
16 mean, | ocal ordi nance and adopti ng ordi nances.
17 Q How about |ibrary services, are they
18 mandat ed by state | aw?
19 A. Not to ny know edge.
20 Q By federal |aw?
21 A. Not to ny know edge.
22 Q By the city charter?
23 A. Not to nmy know edge.
24 Q So, in your view, are those non-essentia
25 services?
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1 A. In ny view, providing for health and safety

2 and quality of life are inportant to | ocal

3 gover nnent .

4 Q. But they are not essential, correct?

5 A. They are not essential as it relates to how

6 t hose services are provided.

7 THE REPORTER: | don't think I heard that

8 correctly. Can you repeat that answer, please?

9 THE WTNESS: | believe ny answer was they
10 are not essential as it relates to how, and I'd |ike
11 to continue on with that answer, as well as how they
12 are funded.

13 Q BY MR- HILE: Now, in M. Bobb's report, he
14 tal ks about nust-haves and nice-to-haves. Do you
15 remenber seeing that?

16 A. Just one nonent, please. Yes, | do recal
17 seei ng that.

18 Q Is there any difference between what you
19 call essential services and what M. Bobb calls
20 must - haves versus what you call non-essenti al

21 services and he calls nice-to-haves?

22 A. Again, fromrecalling nmy menory of what
23 M. Bobb has in the report, | think there is sone
24 simlarity of what a non-essential versus

25 ni ce-to- have woul d represent, and nust-haves
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1 Ful | -service | awyer.
2 Have you seen Exhibit 1030 before,
3 Ms. Zielke?
4 A. Again, | was just handed a copy of the
5 Detroit Public Schools 2011 Conprehensive Annual
6 Report and -- -- | can say |I'mnot sure if | have.
7 Q Well, take a look, if you would, at page --
8 this is Roman nunmeral XXVIII.
9 Do you have that in front of you?
10 A. Yes, | do.
11 Q And it shows under the Cabinet for the
12 Detroit Public Schools, as a budget consultant, Nancy
13 Zielke. |Is that you, mm' anf
14 A. Yes, it is.
15 Q So you were serving at least in the cabinet
16 for purposes -- of the Detroit Public Schools, as the
17 budget consul tant for purposes of the -- working
18 during the fiscal year ending June 30, 2011, correct?
19 A. During fiscal year 2011, | was in the
20 capacity of providing advisory service and serving as
21 a budget consultant to the city -- to the school
22 district, | apologize.
23 Q In the school district.
24 And you assisted in the preparation of the
25 2010- 2011 budget, correct, for the Detroit Public
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1 School s?
2 A. Yes.
3 Q. I'"m Il ooking at page 11, under the section
4 that says, "general fund Budgetary Highlights."
5 Do you see that?
6 A. | see the section you're referring to.
7 Q And then the |l ast sentence of that first
8 par agr aph under "general fund Budgetary Highlights”
9 says: "Significant budget variances were as
10 follows."
11 Do you see that?
12 A. Again, first tinme |looking at this today. |
13 see where you're at.
14 Q And number two just says, an exanple: "The
15 ori gi nal adopted budget revenues of $947.2 mllion
16 are $190.5 mlIlion less than the actual budget
17 revenues of $1,125.7 mllion."
18 Do you see that?
19 A. " mreading the sentence now, but | see
20 where you're referring to, yes.
21 Q So the revenues at the end of the year,
22 according to this CAFR for the Detroit Public
23 School s, came in above what was predicted in the
24 budget, correct?
25 A. Yes.
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1 Q. And that's by nore than ten percent,
2 correct?
3 A. That's correct.
4 Q. And you don't see anything that is out of
5 the ordinary with that happening, do you?
6 A. No. In this case, we -- we reported that to
7 t he emergency financial manager as we saw t hose
8 trends occurring.
9 Q And nunmber three says: "The actual support
10 services expenditures of $484.9 mllion are
11 $39.5 mllion less than the final budget of
12 $524. 4 mllion."
13 Do you see that?
14 A. Yes.
15 Q So expenditures cane in bel ow what the
16 budget had predicted, correct?
17 A. That's correct.
18 Q And there's nothing wong with a budget
19 endi ng up not being exactly what the actual results
20 are, is there?
21 A. No, there's not.
22 Q VWhen you were at the Detroit Public Schools
23 as the budget consultant, you didn't have any problem
24 with reporting that there were differences in these
25 anounts between what was budgeted and what the actual
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1 position was on July 1st, 20127
2 A. I know the cash position as it was reported
3 on Decenber 11lth in the presentation to the city
4 counci | .
5 Q. Now, with that in mnd, as to what was
6 reported on Decenber 11lth, did you make an anal ysis,
7 either in your report or afterwards, to detern ne
8 whet her or not the city could have paid its bills
9 during the nonth of July 2012 with the cash that it
10 had?
11 A. Agai n, the analysis, based on the cash it
12 had, the city had $5.6 nmllion here in general fund
13 dollars, plus it also had available -- because it
14 pools its resources, it had over $200 million in
15 ot her funds.
16 Q But it couldn't use unrestricted funds,
17 could it -- sorry -- it couldn't have used restricted
18 funds, could it?
19 A. The way the city pools its cash, yes.
20 Q Let me just get a yes or no answer to this.
21 Did you do a cash analysis to determ ne how
22 much cash was in the city's pooled account for the
23 general fund as of July 1st, 20127
24 MR. NEAL: Objection. M. Zielke, if you
25 can't answer the question yes or no, answer it the
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1 best way you can.
2 THE W TNESS: Based on the information that
3 was avail able or unavailable, we had to rely on the
4 i nformation that was provided. W did not do a full
5 cash fl ow projection.
6 Q BY MR. HILE: But when you wote your
7 report, you did have the Decenmber 11th report that we
8 have been | ooking at, because you refer to it in your
9 report, correct?
10 A. That's correct, it cane out as we were
11 finalizing our report.
12 Q And when you | ooked at that, you didn't do a
13 cash flow analysis to determ ne what the city's cash
14 was as of July 1st, 2012, did you?
15 A. Qur anal ysis was based on the infor -- as
16 reported in the report, it was determ ned based on
17 the information we received fromthe Decenmber 1lth
18 report.
19 Q Take a | ook at page 21 again of your report.
20 In the last full paragraph you discuss a
21 one-year cash flow projection prepared by the city.
22 Do you see that?
23 A. Yes.
24 Q And what you're referring to in that
25 sentence i s what was marked as Exhibit C to Vanessa
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1 Burke's declaration; is that right?
2 A. Again, | can't recall which exhibit nunber
3 it represents.
4 Q Okay. |1'm handing you Exhibit 17 previously
5 mar ked. |Is that the docunment you're referring to in
6 your report?
7 A. Yes.
8 Q Now, this is a general fund cash fl ow
9 projection, correct?
10 A. "' m maki ng the assunption that's what that
11 represents, yes.
12 Q Any reason to disbelieve that that's what it
13 is? \
14 A. Having to rely on the testinony provided by
15 Ms. Burke.
16 Q And having done this and as an expert in
17 this field, have you had any reason to disbelieve
18 that that's what this is?
19 A. What this represents is a projection -- is
20 Ms. Burke's projection, or whoever the author of this
21 is, as it relates of the timng of the revenues and
22 expendi tures.
23 Q Okay. Did you prepare a cash flow
24 projection for the general fund for 2012 to 13?
25 A. No.
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1 who have come into that position as the city's CFO
2 | have several nanmes, but |I'm not sure of the exact
3 sequenci ng of the staff.
4 Q. So, are you aware that the predecessor as
5 CFO at the City of Stockton to Susan Mayer was
6 Kat hl een VonAachen?
7 A. " m not sure Kathl een VonAachen was the CFO.
8 Q Isn't it true that Alvarez and Marcel
9 retai ned Kathl een VonAachen as the subcontractor
10 after Septenber of 20117
11 A. Yes.
12 Q And what has she done for Alvarez and
13 Mar cel ?
14 A. Kat hl een -- through discussions and through
15 i nterviewi ng, we asked her to provide us an overview
16 as related to fund structure, trying to understand
17 t he over 200 different funds that the city has.
18 Q So Alvarez and Marcel hired Ms. VonAachen to
19 help it with this report?
20 A. Kat hl een did not assist in preparing or
21 wor king on this report.
22 Q But she did do sone work that was background
23 for the report, correct?
24 A. She provided us her opinions early on in our
25 engagenment .
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1 the president of GFOA. It was not a paid position.
2 Q And you have been involved in review ng the
3 Best Practices Guidelines for Inproving the
4 Ti mel i ness of Financial Reports, have you not?
5 A. Agai n, pl ease.
6 Q You have been involved in review ng Best
7 Practices Guidelines for Inproving the Tineliness of
8 Fi nanci al Reports as set forth by GFOA, have you not?
9 A. My role as being a nenber of the board of
10 directors and as the past president, we reviewthe
11 recommended practices that conme through the various
12 standing conmm ttees.
13 THE REPORTER: Exhi bi t 1038.
14 (Wher eupon, Exhibit No. 1038 was
15 mar ked for ldentification.)
16 Q BY MR HILE: Ms. Zielke, the court reporter
17 has marked as Exhi bit 1038 a docunent which is two
18 pages, and it's a GFOA docunent, "Best Practice,
19 | nproving the Tineliness of Financial Reports, 2008."
20 Have you seen this docunment before?
21 A. Yes, | have.
22 Q And did you have anything do with creating
23 this best practice docunent?
24 A I was not personally involved in the
25 creation of the docunent, no.
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1 A. These neasures as well as the other neasures
2 we identified. W identified nine, nine-and-a-half
3 mllion dollars of revenue alternatives that the
4 city, you know, could or should have | ooked at as it
5 relates to the 12-13 budget.
6 Q But the only way we woul d have gotten
7 $9.5 mllion in 2012-2013 would have been if, in
8 addition to everything else, all four of these tax
9 measures were put on the ballot and they all four
10 passed, correct?
11 A. Wel I, whether they would have been put on
12 the ballot in 2012 or put on the ballot in previous
13 years. i
14 THE REPORTER: Exhi bit 1041.
15 (Wher eupon, Exhibit No. 1041 was
16 mar ked for ldentification.)
17 Q BY MR. HI LE: Exhi bit 1041 is a GFOA
18 docunent called "Fiscal First Aid" and it refers to
19 "Treatnments To Use Wth Extreme Caution.”
20 Do you see that?
21 A. Yes, | do.
22 Q And it includes, in the revenue side for
23 fiscal first aid, levying a broad tax increase; do
24 you see that?
25 A. Yes, | do.
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1 Q. And underneath on the revenue, it says,
2 quote: "Levy a broad tax increase. A distressed
3 government |ikely has not earned the trust of its
4 citizens. Large tax increases may further alienate
5 citizens, reducing their support for governnent at
6 best, and pronpting a tax revolt at worst. Rather
7 governnments should concentrate on maxi m zing
8 efficiency and focusing on priority services."
9 Had you seen this GFOA docunent before
10 di scussi ng whether or not a city needing fiscal first
11 aid should I evy a broad tax increase?
12 A. Yes, | have.
13 Q And do you disagree with any of the
14 statenments in this docunent?
15 A. Are you saying the entire docunment or just
16 t he paragraph you read?
17 Q The paragraph | read.
18 A. No, | do not disagree with it.
19 Q And on the next page of the exhibit under
20 "Managenent Practices,” do you see where it says,
21 "Large or sustained across-the-board budget cuts"?
22 A. Yes, | do.
23 Q And the second sentence in this nmanagenent
24 practices says: "Reduced public value | owers
25 citizens' opinion of governnment, making it |ess
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1 value as a result of those cuts is likely to have

2 | omwered citizen opinion of governnment making it |ess

3 li kely that they would approve -- sorry -- support

4 new t axes and fees?

5 A. Again, | have -- | have no way to validate

6 or judge what the public opinionis as it relates to

7 the | evel of services that were -- of the budget

8 reductions the city undertook.

9 Q In fact, you didn't do any polling, did you,
10 to determ ne whether or not the city citizens would
11 approve any new tax neasures, correct?

12 A. We did not do a poll, and I don't see where
13 the city did a poll either until after they approved
14 the pendency plan and the bankruptcy filing.

15 Q Well, we'll get to the polling in a m nute.

16 But you didn't do any polling, correct?

17 A. No.

18 Q So you didn't do any anal ysis of whether or

19 not a series of tax increases would have been

20 supported by the public, did you?

21 A Agai n, please, M. Hile.

22 Q You didn't do any anal ysis of whether or not
23 a series of tax increases put on the ball ot would

24 have been supported by the public, did you?

25 A. A&M di d not do a poll or an independent
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1 Q Okay. Anything el se?
2 A. Those are the two that I"mrecalling at this
3 moment .
4 Q. Did you try to determ ne how many
5 jurisdictions in California considered but did not
6 choose to place a tax measure on a ballot in
7 Novenber 20127?
8 A. No, we did not.
9 Q Why not ?
10 A. First of all, being able to obtain that
11 i nformation of what cities had considered tax
12 i ncreases woul d have required, you know, review ng
13 and going into individual city council documents and
14 city council budgets to determ ne that.
15 Q But wouldn't that information be relevant in
16 determ ni ng whether a city should attenpt to place a
17 tax measure on the ballot?
18 A. Again, M. Hile, that's a hype -- | nean,
19 t hose are assunptions there. Every city and its need
20 and willingness to put a neasure on the ball ot
21 depends on each jurisdiction's revenue and expense
22 requi rements.
23 Q Well, did you at least try to find out which
24 cities placed before the city council a
25 recommendation that it put a tax increase on the
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1 determ ne what's essential versus non-essential, and
2 determ ne what's the best m x or what's the best way
3 to use its general fund dollars. W did not see
4 where the city provided that type of anal ysis.
5 Q. But | just want an answer to ny question
6 Woul d your alternative budget nodel result
7 in providing funding to i nprove existing city
8 services or to restore services that had previously
9 been cut?
10 A. The budget nodel, if the city had done its
11 homewor k, done sone heavy lifting, it could have
12 re-prioritized or could have prioritized the services
13 it deemed nost essential to the comunity.
14 Q Point to one line anywhere in your budget
15 nodel which shows that the city is going to inprove
16 exi sting services or restore services. Were is it?
17 A. It's a 76-page docunent. What |I'msaying is
18 if the city had done its heavy lifting and | ooked at
19 the services it provides and determ ned what it could
20 afford, they could determ ne what services needed to
21 be provided.
22 Q But your budget nodel on page 47 of your
23 report does not have anything in it which would
24 i ncrease or restore services that had previously been
25 cut, would it?
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1 A. No. The budget nodel as its presented
2 assunes -- it takes the city's baseline budget as the
3 basis for the nodel.
4 Q. In fact, it cuts everything other than
5 public safety by 15 percent, correct?
6 A. The budget nodel recomends that the city
7 take a | ook at other expenditure reductions, and in
8 the non-safety departnents its recommended potenti al
9 reductions in the non-public safety departnents.
10 Q Of 15 percent?
11 A. That's the alternative that's been
12 present ed.
13 Q And in your alternative budget nodel
14 however, existing debt holders are paid every dine
15 that they assert they have comng to them correct?
16 A. Based on a contractual obligation between
17 the city and the bondhol ders, yes.
18 Can we take a break?
19 Q Oh, sure. Of the record.
20 THE VI DEOGRAPHER: We're off the video
21 record at approximately 4:03 p. m
22 (Wher eupon, a recess was taken from 4:03 to 4:19)
23 THE VI DEOGRAPHER: We're now back on the
24 video record at approximately 4:19 p. m
25 Q BY MR HILE: Ms. Zielke, on Page 49 of your
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1 likely to support instituting a parcel tax on those
2 homes?
3 A. Repeat the first part of the question,
4 pl ease.
5 Q. Did you do any analysis to determnm ne whet her
6 or not property owners who are already under water on
7 their homes and facing foreclosure in Stockton would
8 be likely to support a parcel tax on those hones?
9 A Again, there's an awful lot of winding in
10 t he questi on.
11 As the recomendati on states here, in many
12 i nstances, as in the other cities we have listed who
13 have parcel taxes, in many instances, those parcel
14 taxes are dedicated for specific program purposes.
15 Q So you didn't do any analysis to determ ne
16 whet her or not it would pass if the voters were asked
17 to pass a parcel tax, did you?
18 A. No. At the sanme tine, | don't see where the
19 city considered that option either.
20 Q Okay. And |l ooking at the three parcel taxes
21 that you refer to on page 51 of your report, those
22 being in Vallejo, Oakland and Davis, none of those
23 parcel taxes passed in 2012 was for a new parcel tax,
24 was it?
25 A. There's two questions, whether it was passed
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1 sayi ng they should have?
2 A. No. The city inplenented that as part of
3 its final budget adoption.
4 Q. So this $300, 000 was sonething the city
5 recovered or shifted, correct?
6 A Correct. It was not in the original
7 proposed budget. It was part of the final adopted
8 budget .
9 Q Under the community services columm or
10 section of this, the letter is D, D as in dog, are
11 all of these line itenms for the Arts Comm ssion,
12 i brary, recreational services, golf course, are
13 these all non-essential in your mnd?
14 A. As it's presented here in item nunber D, we
15 identified $4.2 mllion in either -- in subsidy that
16 t he general fund is currently subsidizing today.
17 Q But, Ms. Zielke, I'"'msorry, | knowit's
18 late. |'mjust asking: Are these all non-essential,
19 in your mnd, as you categorize things?
20 A. Arts Commi ssion, in my mnd, is not an
21 essential city service.
22 Q How about the library services?
23 A. Li brary services is inportant to a
24 community. In many comrunities, library services are
25 provi ded by county governnent, they're provided by,
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1 A. For retiree health.
2 Q. | take it, then, the answer to nmy question
3 is that you didn't do any analysis of the |egal
4 potential for reducing retirees' nedical benefits by
5 25 percent?
6 MR. NEAL: Objection, calls for a |ega
7 conclusion. The witness is not a | awer.
8 Q BY MR HILE: 1I'"mjust asking if you did the
9 analysis. I'mnot asking if they hired a |l awer to
10 do it.
11 A. Again, | did not do a |egal analysis.
12 Q Did you try to get one from outside?
13 A. | did not -- Alvarez and Marcel did not try
14 to get outside |egal opinion.
15 Q Does your nodel then assunme that the city
16 can legally do it?
17 A. Yes.
18 Q Assuming that it's legal for the city to
19 unilaterally reduce retiree nedical benefits, do you
20 consider retiree nedical benefits an essential item
21 or a non-essential iten?
22 A. Agai n, going back to -- | believe |I've
23 answered that earlier this afternoon.
24 Q Okay. Tell me your answer again. | don't
25 remenber you answering it, but go ahead.
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1 A. Agai n, essential city services are those
2 that are mandated by federal |law, state statute and
3 city charter ordinance.
4 Q. Under that definition then, this is a
5 non- essential cost, correct?
6 A. The definition, as | stated, this would be a
7 non- essenti al cost.
8 Q And isn't it true that retiree nedical costs
9 in fact deliver no service benefit to the city or its
10 resi dents?
11 A. Agai n, pl ease.
12 Q Isn't it true that paynent of retiree
13 medi cal costs delivers no service benefit to the city
14 or to its residents?
15 A. Can | |l ook at the question?
16 Q Sur e.
17 A. Payment of nedical costs is not delivering a
18 benefit to the city.
19 Q So if retiree nedical benefits are a
20 non- essential service, why didn't you, in your
21 report, elimnate all of the city's retiree nedical
22 costs?
23 A. Qur report was based on what we saw with
24 i ndustry trends as it relates to retiree healthcare,
25 as well as we |ooked at the retiree -- at the
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1 A. We did not see where they had done that in
2 2003 or even in -- excuse nme -- 2013 or even in the
3 prior year budget as well.
4 Q. But you do recogni ze there had been a
5 43 percent reduction in non-safety positions over the
6 | ast four years, correct?
7 A. There was a reduction in budget positions,
8 but at the sanme tinme, sonme of those programs, sone of
9 t hose positions were shifted to other funds as well.
10 Q And do you have a criticismof the city for
11 trying to shift the cost of sone of those positions
12 to other funds?
13 A. No, | do not have a criticism The issue
14 here represents -- is the city did not roll up its
15 sl eeves and do the heavy lifting in |ooking to see
16 are there alternative ways they could fund the
17 non- public safety programs. They did not do a
18 program based or a zero-based budget. They did not
19 do any type of efficiency reviews, operational
20 I mprovenent reviews to denmonstrate the funding |evel
21 that's needed for the non-public safety departnents.
22 Q If a city is cash insolvent, is it your
23 position that, if it has not done the bottom up
24 review of its positions, that it's not entitled to
25 protection under Chapter 9 of the Bankruptcy Code?
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1 difficult for nme to answer because |'m not sure |
2 under st and what you're asking, what you're asking ne
3 to answer. | cannot render a |egal opinion.
4 Q. I know, but weren't you asked to render an
5 opinion as to whether or not the city was insolvent
6 under section 109(c)(3) of the Bankruptcy Code?
7 A. Yes, | was.
8 Q So |I'm asking for your opinion.
9 A. As the report stands, we determned the city
10 was cash solvent as of June 28, 2012.
11 Q Where does it say that in your report?
12 A. M. Hile, we pointed out that earlier today.
13 Q Let's take a break. \
14 THE VI DEOGRAPHER: Off the video record at
15 approxi mately 6:04.
16 (Wher eupon, a recess was taken from6:04 to 6:13.)
17 THE VI DEOGRAPHER: We're now back on the
18 video record at approximately 6:13.
19 THE REPORTER: Exhi bit 1045.
20 (Wher eupon, Exhibit No. 1045 was
21 mar ked for ldentification.)
22 Q. BY MR H LE: Ms. Zielke, the reporter has
23 mar ked as Exhibit 1045 a three-page docunment with the
24 GFOA logo on it, best practice, and it is entitled:
25 "The Public Finance Oficer's Role in
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1 Sustainability."
2 Have you seen this before?
3 A. Not that | recall, no.
4 Q. In the third -- fourth paragraph in bold, it
5 says: "Helping to define sustainability.” It says:
6 "Each governnment should define 'sustainability' for
7 itself."
8 Do you agree with the GFOA best practice
9 here that each governnment shoul d define
10 sustainability for itself?
11 A. M. Hile, | haven't even read the docunent.
12 You just presented it to ne, so | would need to | ook
13 at it, I'msorry. \
14 Q Okay. Well, do you agree that
15 sustainability goals should be fully integrated into
16 t he budgeti ng process?
17 A. I need for you to define for nme how you're
18 defining "sustainability."
19 Q At the top of the first page, it says:
20 "Sustainability means 'neeting the needs of the
21 present wi thout conpromi sing the ability of future
22 generations to neet their own needs.'"
23 Why don't you use that definition.
24 A Okay. | need to go back to your question,
25 pl ease.
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1 CERTI FI CATE OF REPORTER
2 I, VICKI HAINES, a Certified Shorthand
3 Reporter, hereby certify that the witness in the
4 foregoing deposition was by nme duly sworn to tell the
5 truth, the whole truth and nothing but the truth in
6 the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewiting, by conputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period allowed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: FEBRUARY 11, 2012
24
25
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MILLION SITTING IN FLOSDEN. THAT'S THE FLOSDEN
CAPITAL PROJECTS. AND THEN IF YOU LOOK AT --

THE COURT: IT DOESN'T NEED THAT MONEY.
IT'S JUST SITTING THERE?

MR. GLOSTER: OH, YOUR HONOR, THEY HAVE BIG
PLANS FOR THAT MONEY. SEE, WHAT THEY PLAN TO DO WITH
THAT MONEY IS FLOSDEN IS JUST GOING TO GO WILD ON ALL
KINDS OF COMMUNITY REDEVELOPMENT. THEY'RE GOING TO
BUILD A NORTHGATE COMMUNITY CENTER. THEY'RE GOING TO
PAY FOR AN AWFUL LOT OF CAPITAL IMPROVEMENTS AND
THAT'S THEIR PLAN TO DO WITH THAT.

MR. LEVINSON: YOUR HONOR, NONE OF THIS IS
BASED ON THE EVIDENCE.

MR. HILE: THERE'S NO BASIS FOR ANY OF
THIS.

MR. LEVINSON: THIS IS ALL ARGUMENT.

MR. GLOSTER: I CAN ACTUALLY TRACK DOWN FOR
YOU IF YOU GIVE ME 15 MINUTES.

THE COURT: I KNOW, BUT, THERE'S A
DISCONNECT HERE. ON THE ONE HAND YOU SAY THIS HONEY
IS AVAILABLE AND THEY DON'T NEED TO SPEND IT ON ALL
THESE REDEVELOPMENT PROJECTS, BUT DOWN A LITTLE LOWER
THEY'VE GOT TO SPEND THE MONEY ON THE REDEVELOPMENT
TO INCREASE THE TAX REVENUE.

MR. GLOSTER: IT'S A CHOICE, YOUR HONOR.
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SERIOUSLY, IT'S A CHOICE. WHAT HAPPENS IS -- YOU
KNOW, I SAID IN MY OPENING STATEMENT IF WE WERE TO
FIGURE OUT THE BEST WAY FOR VALLEJO TO SPEND MONEY, T
THINK THE WORST WOULD BE ON US BANKRUPTCY LAWYERS AND
A REALLY GOOD ONE WOULD BE ON SALARTIES FOR POLICE,
FIREFIGHTER AND SKELETAL CITY STAFF, BUT THE VERY
BEST WAY THAT VALLEJO TO SPEND ITS MONEY IS TO BUY
T-SHIRTS FOR EVERYBODY ON THE CITY COUNCIL AND
EVERYBODY WHO SORT OF WORKS IN THE REDEVELOPMENT
AGENCY THAT SAY "STOP ME BEFORE I REDEVELOPMENT
AGAIN." VALLEJO HAS MADE A CHOICE.

THE COURT: WELL, YOU KNOW, BUT THIS IS THE
PROBLEM I HAVE WITH THIS ARGUMENT. WE WOULDN'T -- IF
I OVERRULE THE MOTION AND I PERMIT THIS CASE TO GO
FORWARD AND FIND THAT THE CITY OF VALLEJO IS
ELIGIBLE, YOU CAN'T MAKE THIS ARGUMENT IN CONNECTION
WITH -- ONCE THE CASE GETS GOING. I MEAN, 904 SAYS
THAT THE COURT HAS NO JURISDICTION TO TALK ABOUT ANY
GOVERNMENTAL POWER, POLITICAL POWER, CANNOT INTERFERE
WITH THE PROPERTY OR REVENUES OF THE DEBTOR. YOU
KNOW, BASICALLY YOU'RE TRYING TO GET IN THE BACK DOOR
WHAT I CAN'T GET IN THE FRONT DOOR.

MR. GLOSTER: NO. I THINK IT'S IMPORTANT
FOR TWO THINGS. FIRST, YOU'RE JUST DEAD ON. WE
CAN'T COMPLAIN ABOUT HOW THEY SPEND THE MONEY AND YOU
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CAN'T GOVERN IT, RIGHT? ALL YOU CAN DECIDE IS
WHETHER THEY ARE ELIGIBLE FOR THIS COURT'S RELIEF
BECAUSE THEY'RE TRULY INSOLVENT.

THE COURT: OKAY, WELL, SEE ON THE
INSOLVENCY ISSUE, I'VE GOT TO AGREE THAT I HAVEN'T
HEARD ANYTHING THAT THIS MONEY IS ACTUALLY AVAILABLE,
UNCOMMITTED, IS REAL DOLLARS RIGHT NOW FOR THIS YEAR.
I MEAN, I DON'T THINK I'VE HEARD ANYTHING LIKE THAT.
MAYBE IT'S IN THE PAPERS. BUT, WELL, I MEAN THAT'S
THE PRIMARY ISSUE ON SOLVENCY. AND ON GOOD FAITH TO
THE EXTENT THIS IS RELEVANT TO GOOD FAITH, YOU KNOW,
YOU ARE IN THE BANKRUPTCY COURT. IT MAY SURPRISE YOU
TO LEARN PEOPLE MADE BAD CHOICES BEFORE THEY GOT
HERE.

MR. GLOSTER: WE ARE ALL AWARE OF THAT THAT
THIS IS THE PLACE WHERE BAD CHOICES COME HOME TO
ROOST AND HERE WE ARE.

THE ISSUE, HOWEVER, IS, SORT OF, TWO
THINGS. ONE, YOUR HONOR, THEY BEAR THE BURDEN OF
PROOF ON ALL OF THESE ISSUES, NOT ME.

THE COURT: WELL, I'M JUST TELLING YOU THAT
THE FACT THAT SOMEONE MAY HAVE MADE A BAD FINANCIAL
DECISION ISN'T A DISQUALIFIER TO COME TO BANKRUPTCY
COURT.

MR. GLOSTER: IT ABSOLUTELY IS NOT. AND IF
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1 The reason that | state that it's not well founded or
2 it's unlikely, | have never seen this happen. There
3 have been other tinmes in financial crisis, what have
4 you, that organizations have dealt with, you just

5 sinply don't see people leaving in |arge nunbers

6 because of a single type of an occurrence or an

7 event. |I'mtrying to put that in perspective for

8 you.

9 Q I's that your understandi ng of what's

10 happening in Stockton, that there's a -- we're just
11 contenpl ating a single event, and that's what we

12 believe m ght trigger additional officers to |eave?
13 A. | believe that's part of the argument.

14 Q So when we use the term here, again, the --
15 | want to find out the basis for this opinion, No.

16 Roman Numeral 111 here.

17 A Okay.

18 Q You say, "Stockton's claimthat officers

19 will leave in a 'mass exodus' if police pension
20 benefits are reduced.”
21 So is it your understanding that for the
22 term "mass exodus,"” you used the termofficers -- so
23 many officers that would | eave that would cause the
24 departnment to be paralyzed; is that correct?
25 A. Huh- huh.
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1 footnote here is that | just received sonme additional
2 data. That's what that was in reference to.
3 But it struck ne, too, if there's anything
4 el se that cones out at a later point in tinme, |
5 wanted to make sure that | indicate that | do reserve
6 that right.
7 Q M. Brann, if -- in paragraph 4 of your
8 decl aration, which is Exhibit 1004, and throughout
9 your report, which is Exhibit 1003, you refer to a
10 nodest -- quote "nodest," end quote, pension benefit
11 reducti on.
12 And your opinion is that a nodest pension
13 benefit reduction would not lead to a mass exodus of
14 police officers or have any significant effect on the
15 crime rate, public safety, or safety of officers; is
16 that correct?
17 A. That's correct.
18 Q Can you define what you nean by "nopdest"?
19 A. Yes. | was asked to assune we woul d be
20 tal ki ng about -- because this is an area that | felt
21 | needed to have a better understandi ng of.
22 | was asked to assune that we were
23 consi dering sonething in the range of a 10 percent
24 reducti on.
25 Q What does that nean entirely, a
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1 10 percent -- could you flesh that out for ne a
2 little bit nore in terns of a 10 percent reduction
3 in -- and I'massum ng you're tal king about Cal PERS
4 benefits, but can you flesh out for nme what you
5 really mean by that?
6 A. Utimtely what would be the inpact. And,
7 yes, we are tal king about the Cal PERS retirenent
8 benefits.
9 Q So you were asked to assunme, for the
10 pur poses of formulating your opinions, that by
11 nodest -- the term "nodest” neant a 10 percent
12 reduction in Cal PERS benefits to all police officers,
13 current -- current and retired police officers at the
14 City of Stockton; is that correct?
15 A. | don't recall actually having that
16 di scussi on about how that m ght be executed. But |
17 actually took it to nean that this could be an
18 across-the-board type of reduction.
19 Q So your understanding is that your client,
20 Assured Guaranty, contenplates a 10 percent reduction
21 I n pension benefits; is that correct?
22 A. That Assured Guaranty is assum ng that?
23 Q That what they are contenplating in the
24 context of Chapter 9 is asking for a 10 percent
25 reduction in pension benefits?
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1 significant.
2 There cones ultimately -- if you keep
3 changi ng the nunbers, there's ultimately going to be
4 sone |l evel that you could say this will absolutely do
5 it. One would be to say we are going to elin nate
6 t he benefit program altogether. W sinmply can't
7 afford to do that. You guys are on your own.
8 Yeah, that's going to have an inpact.
9 don't question that at all.
10 MR. RIDDELL: W have to go off the record
11 and change the tape.
12 THE VI DEOGRAPHER: This marks the
13 beginning -- sorry. This marks the end of Disk 1 in
14 the deposition of Joseph Brann. The tinme is
15 11:17 a.m, and we are going off the record.
16 (Recess taken.)
17 THE VI DEOGRAPHER: This marks the begi nning
18 of Disk 2 to the deposition of Joseph Brann. The
19 time is now 11:30 a.m, and we are on the record.
20 BY MR. RI DDELL:
21 Q M. Brann, what you have in front of you has
22 been previously marked as Exhibit 50, and it's a copy
23 of what we have been referring to as the City of
24 St ockton' s Ask.
25 Have you seen this docunment before?
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1 several years back, but I don't -- | do not know what
2 | evel of medical benefits were covered. There was a
3 di scussi on or discussions |'ve had with people over
4 time about various types of perks and benefits
5 or gani zati ons have.
6 Q Were you aware that the Stockton benefits
7 i ncluded the benefits for -- nmedical benefits for
8 their retirees and their spouses for |ife?
9 A. Yes.
10 Q Are you aware that was a benefit paid for by
11 the City as opposed to the officers?
12 A. | can't -- no, | can't tell you that | knew
13 t hat .
14 Q Are you aware as part of the -- the Ask,
15 t hat Stockton proposed in this AB 506 negoti ations
16 elimnating retiree benefits?
17 A. No.
18 Q Retiree nedi cal benefits, you' re not aware
19 of that?
20 A. No.
21 Q Well, with respect to your -- the inpact of
22 a nodest -- nodest pension benefit reduction, you
23 didn't take into account the proposal to elin nate
24 retirees' medical benefits, did you?
25 A. No.
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1 fromlocal, you know, voter initiatives, ball ot

2 initiatives. Cbviously, you're well aware, too, of

3 the two-tiered systens that are being created. Each
4 agency is making their own decision on that. Those

5 are -- those are the bigger market conditions.

6 Q Ri ght .

7 A. Yes.

8 Q But are you aware of any that are

9 consi dering or have inposed a 10 percent cut in

10 pensi on benefits?

11 A. No. I'malso not aware -- you know, the

12 only agencies that | can think of that are facing or
13 consi dering bankruptcy too, we know that Vallejo went
14 t hrough that, Stockton, San Bernardino. Their

15 situation happens to be different, yes.

16 Q So are you aware of any police departnment in
17 the state of California that has either inposed or

18 consi dered i nposing a 5 percent reduction in pension
19 benefits?
20 A. Again, | haven't -- | don't care what the
21 number is. | haven't sat down to specifically | ook
22 at what's being considered by every agency.
23 Q So in fornul ati ng your opinions regarding
24 the effect of a nodest pension benefit reduction, did
25 you consider the inpact of previous wage and benefit
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1 reducti ons would have on an officer's willingness to
2 remain at the Stockton Police Departnent?
3 A. No.
4 Q Are you aware of the reduction in authorized
5 and funded sworn officer positions at the Stockton
6 Police Departnment that occurred in fiscal years 08/ 09
7 and 11/127?
8 A. | did look at the overall staffing, yes.
9 The aut hori zed positions have been cut.
10 Q Do you know by how nmuch?
11 A. | don't -- it's -- basically, it's contained
12 in the charts that show what the staffing |level is.
13 Q I'n formulating your opinions regarding the
14 ef fect of a nodest pension benefit reduction, did you
15 consi der the inpact of a 25 percent reduction police
16 strength woul d have on an officer's willingness to
17 stay at the City of Stockton versus lateraling to
18 anot her departnment?
19 A. No.
20 Q Wy not ?
21 A. Why come up with 25 percent? What's the --
22 Q Par don me?
23 A. Well, restate the question. Let nme nake
24 sure that | understood this.
25 Q In formul ati ng your opinions regarding the
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1 ef fect of a nodest pension benefit reduction, did you
2 consi der the inmpact of a 25 percent reduction in
3 police strength -- a 25 percent reduction in police
4 strength woul d have on an officer's willingness to
5 stay at the City of Stockton versus lateraling to
6 anot her departnment?
7 A. | did m sunderstand the question. Thank you
8 for that.
9 No, | did not specifically deal with the
10 i ssue of a 25 percent reduction. To be clear about
11 this, are you tal king about what's already occurred
12 or what's going to occur?
13 Q What has. \
14 A. Okay. | did not look at the specific
15 nunmbers. What | did look at is the very thing that
16 the City was using in their conparisons. They were
17 doing it on the basis of an officer-per-thousand
18 conpari son, which there are definitely problens with
19 usi ng that.
20 I have both worked with enough different
21 agencies and |'ve been in a situation, too, with
22 extraordinarily low staffing | evels, and ny
23 observati on about the inpact that staffing reductions
24 have is, yes, it does have an inpact, but it's also
25 sonet hing one has to nmanage.
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1 such things as the retirenents. It would be those

2 service retirements or even nedical retirenents,

3 because oftenti mes we have got people under 48/50

4 time for a prolonged period of time. You know

5 there's a |ikelihood that they are going to be

6 departing. So those things can be anticipated, and

7 there's ways to get out ahead of it.

8 Q I want you to -- for ny next question, |I'd

9 like to have you make a few assunptions, so |'m going
10 to give you the assunptions first, and then |I'm going
11 to ask the questions at the end.

12 So in terms of the assunptions, | want you
13 to assunme that as a chief of police you had

14 20 percent of your sworn authorized officers |eave

15 the force in one cal endar year, with at |east

16 10 percent of them going to other departnents. And I
17 want you to also assume that within the past few

18 years, there were pay cuts simlar to those that

19 experienced in Stockton. And | also want you to
20 assune that a 25 percent reduction in force and
21 retiree nedical benefits were proposed for
22 el i m nation.
23 Taking all of those things into
24 consi deration, as a chief of police, would it be
25 reasonabl e for you to have serious concerns regarding
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1 the effect any further reduction in benefits could
2 have on your ability to retain the officers that you
3 currently enpl oy?
4 A. Yes.
5 Q Wy is that?
6 A. Agai n, you' ve got to be | ooking out for the
7 organi zation, the ability to perform Again, it's
8 one nore vari abl e.
9 Q Agai n, assum ng those things, if you were
10 the chief of police and you didn't have concerns
11 based on all of those assunptions, would it -- would
12 t hat be kind of foolish of you?
13 A. Yes.
14 Q | believe because you' ve read Chief Jones's
15 deposition testinony, you' re aware that he testified
16 that he had conducted exit interviews with officers
17 t hat had been lateraling to other departnents.
18 Are you aware of that testinony?
19 A. Yes.
20 Q And are you also aware that in those
21 i nterviews, Chief Jones testified that he was told by
22 a nunber of those officers that they were | eaving
23 because of the cuts in wages and benefits.
24 Are you aware of --
25 A Yes.
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1 said, "Chief" -- | need to give a little bit further
2 context on this.
3 The reason | was concerned is these were
4 primarily mnority officers. And this officer
5 indicated to ne, he said, "This has a lot to do with
6 our FTO program the way we are training, the way
7 t hese people are treating the trainees, a host of
8 ot her things."
9 The bottomline is what | ended up doing is
10 nysel f picking up the phone and calling -- exit
11 i ntervi ews had been done with these people. The exit
12 interviews still wasn't telling us what we ultimtely
13 needed to find out. And that is, by going back and
14 talking to these people six nonths to a year after
15 they had | eft, they opened up.
16 And they said, "Well, gee, | never thought
17 anybody would really want to follow up.” And they --
18 at this point they are in another job. They are
19 feeling quite secure. And they were telling ne
20 things that I never would have heard as a result of
21 the way the exit interviews were previously being
22 conduct ed.
23 We got to that information only because we
24 had an interest. W |ooked at other types of data
25 and information that told us pay attention to this,
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1 accurate?
2 A. Yes.
3 Q Sanme reasons as before?
4 A. It'"s all tied to that.
5 Q. But you didn't -- you haven't spoken to any
6 of the officers who have | eft the departnent --
7 A. No.
8 Q -- is that correct?
9 A. That's correct.
10 Q And you haven't spoken to any of the
11 of ficers who have spoken to Chief Jones regarding the
12 possibility that they mi ght | eave the departnent if
13 there were any further cuts; is that right?
14 A. That's correct, | have not.
15 Q So in light of that, I would like to know
16 what evi dence did you consider regarding officers’
17 reasons for |eaving the department |ast year?
18 A. I"mstill not sure now what you're --
19 Q Have you --
20 A. You sai d what evidence have | considered for
21 what ?
22 Q Regardi ng their reasons for departing the
23 depart nent.
24 A. I was basing ny observations on what was in
25 the material, basically what had been identified.
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1 But, yeah, the younger officers, the rookie
2 officers, clearly are not where you want themto be

3 yet.

4 Q. Are there any other concerns that you would
5 associate with an officer before they beconme

6 proficient, such as their |ikelihood to be -- or

7 their propensity to be engaged in hot pursuits where
8 a seasoned officer mght think better of it?

9 A. I would say there's no question that

10 seasoned officers have an advantage because they have
11 been exposed to that. At the same tinme, |'ve seen

12 young officers exercise extraordinary judgnent. |[|'ve
13 seen very senior officers exercise very poor

14 judgnment. That being one exanple of a type of a

15 concern that you m ght have.

16 There's also the issue -- there's a flip

17 side of this. Your younger officers, your newer

18 officers, oftentimes are nore energetic. Let's face
19 it, police work is an adrenalin junky's idea of
20 heaven. And cops are, by and | arge, adrenaline
21 junkies. They love to get out there, be engaged on
22 the street; they |love to be doing sonething.
23 As they've been -- the longer they are
24 around, the nore they tend to slow down. It doesn't
25 necessarily mean in all instances their productivity.
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1 subscribe to the point of view that there should be

2 sonme sort of a bal ance between seasoned officers and
3 rooki es and those in the m ddl e.

4 Do you actually subscribe to that point of

5 view, irrespective of whether there's an absolute

6 magi ¢ numnber ?

7 A. | subscribe to the view that it's -- it's

8 good to have -- you would not want to create -- as an
9 exampl e, you would not want to create a brand-new

10 agency.

11 Let's say you're creating an agency from

12 scratch and sinply hire inexperienced personnel as

13 police officers. You would go out and |ook for a way
14 of trying to bring about a conbination of experience
15 as well as looking for individuals that are going to
16 be high energy, that are going to function

17 effectively in that organization. |It's also a match
18 wi th the organization.

19 So | can't honestly state that there's a | ot
20 of people that subscribe to this. Frankly, ny
21 experi ence has shown nme that nost people don't really
22 spend a great deal of tinme thinking about it unless
23 they are confronting sone type of a crisis or a
24 deficiency in some area of the organization.
25 So | can't say that -- | have never seen any
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1 These are the -- that's the tinme frame, the
2 age group, that we see that are responsible for a

3 di sproportionate nunber of crimes. So one should be
4 | ooking at that in the population m x because it can
5 tell you certain things.

6 Denogr aphics. Poverty. W can go on and on
7 about all the social conditions that exist that play
8 a role. But, in and of thenselves, none of those is
9 a-- is asure determnant that crine is going to be
10 at such and such a | evel.

11 It's looking at the totality of it, the

12 uni queness of the organization -- excuse nme, the

13 uni queness of the community, changes that are taking
14 pl ace. Stockton is certainly dealing, as an exanpl e,
15 with a high instance of foreclosures, displaced

16 famlies. Those things all ultinmately have sone kind
17 of an inpact, too.

18 So |l ook at all of these, and many, many

19 addi ti onal variables would be inportant to do.
20 Q Okay. You didn't -- just to be clear, you
21 didn't | ook at those issues, though, because that
22 wasn't part of the scope of your assignnent?
23 A. No.
24 Q So if we put aside the officer-per-thousand
25 ratio for a nonent, and irrespective of what
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1 everyone's take is on the useful ness of the
2 of ficer-per-thousand ratio, in your opinion, is there
3 a point that a police departnent reaches where it's
4 actually got a floor or a m ni mum nunber of police
5 officers that it needs to have on staff in order to
6 fulfill the basic needs of policing the comunity?
7 A. I think there would ultimately be a point
8 for any organization that, yes, you could be so
9 severely conprom sed, that that would occur.
10 Q How woul d you go about determ ni ng what the
11 floor is or the m ni mum nunber is?
12 A. It's really going to vary, again, based upon
13 sonme of these conditions and others that we have
14 al ready tal ked about. It's also ultimtely, too, a
15 matter of what are your public policymakers focused
16 on? What do they have to deal with?
17 Any police departnment's ability to achieve a
18 certain |level of staffing, much |ess provide certain
19 types of services, are going to be dependent upon the
20 budget, it's going to be dependent upon the resources
21 that can, therefore, be brought to the table.
22 And, again, whether it's Stockton or any
23 ot her commnity, it would be inportant to go through
24 and do a full-blown assessnment first and forenost to
25 figure out -- to clearly identify what are the
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1 demands for service."
2 You don't have any factual basis on whether
3 or not to opine as to whether or not the Stockton
4 Police Departnment could find the additional manhours
5 t hey need through this process, do you?
6 A. I cannot draw any specific conclusions at
7 this point as to what Stockton has or has not done,
8 that's correct. But with respect to the notion, the
9 i dea, that there is benefit in doing that |evel of
10 analysis, that's -- nmy opinion is, in fact, based
11 upon experience in that area.
12 Q | understand that. But this is just -- what
13 you' re saying here regarding finding additional
14 manhours is just a generality as opposed to sonething
15 specific to whether or not Stockton could benefit
16 fromthis; is that correct?
17 A. That's correct.
18 Q | believe we spoke about -- earlier about
19 | ateral candi dates, but | don't think we covered new
20 recruits. So if this question sounds famliar, |
21 think it's a little bit nore nuanced.
22 But do you have any famliarity --
23 famliarity with the quality of the candi dates that
24 have been applying as new recruits to the Stockton
25 Pol i ce Departnment over the past year?
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1 I mpact on the -- on the retirenent, the pension.
2 Q. Were you asked to nmake an assunption
3 regardi ng the nodest reduction being, as you just
4 said, quote, "sonething in the nei ghborhood of
5 10 percent," or were you asked to assune that it was,
6 in fact, 10 percent?
7 A. I cannot renenber the exact wording. But |
8 took it to mean 10 percent. That's nore or |ess what
9 we were doi ng.
10 Q Were you asked to make any ot her
11 assunpti ons?
12 A. Not that | can think of.
13 Q As part of the nodest pension benefit
14 assunption -- nodest pension benefit reduction
15 assunption that you were asked to nake, were you
16 gi ven any information regarding how to assune that
17 reducti on would be applied to officers?
18 A. No.
19 Q O retirees?
20 A. No.
21 Q So, in other words, you weren't told how --
22 A. What m ght be inpl enented?
23 Q Yeabh.
24 A. No, | was not. To be clear, ny viewis that
25 once -- and ny understanding is that once the --
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1 sonebody is drawing the pension benefits, they are
2 entitled to that, that's not going to change. But
3 that's -- that wasn't even a discussion with -- with
4 the attorneys on this.
5 Q But that's your understandi ng?
6 A. Yes.
7 MR. RIDDELL: 1'mgoing to take a few
8 m nutes. So off the record, please.
9 THE VI DEOGRAPHER: This marks the end of
10 Disk 3 to the deposition of Joseph Brann. The tine
11 is now 4:10 p.m, and we are going off the record.
12 (Recess taken.)
13 THE VI DEOGRAPHER:  Here narks the begi nning
14 of Disk 4 to the deposition of Joseph Brann. The
15 time is now 4:24 p.m, and we are off the record.
16 BY MR. RI DDELL:
17 Q M. Brann, | understand, having spoken wth
18 your counsel during the break, that there is
19 sonet hing that you -- that you noticed in your expert
20 report, while you were reviewing it earlier, that you
21 wanted to point out; that there was a nodification
22 you wanted to make to it.
23 A. Yes.
24 Q Woul d you go ahead and pl ease expl ai n what
25 that is.

Alderson Reporting Company
1-800-FOR-DEPO



Case 12-32118 Filed 02/16/13 Doc 717

Joseph Brann January 24, 2013
Sacramento, CA
Page 228

1 A. On page 16, 16/24 -- 16 on the top, 24 on

2 the bottom the second paragraph, what | would |ike

3 to do is to end that sentence after the word

4 "retention” on the second line -- the |last word,

5 second line, and then elimnate the rest of that --

6 of that sentence, that part of the paragraph.

7 And then on the foll ow ng paragraph --

8 MR. NEAL: Before you go there, if you could
9 just read al oud what you want to strike.

10 THE WTNESS: Okay. |I'd like to strike the
11 wor ds, "and then cited recent annual |ateral transfer
12 rates in Florida at 14 and 20 percent; Al aska at

13 35 percent; North Carolina at an average of

14 14 percent, and Vernont nunicipalities at 8 and a

15 quarter percent."”

16 BY MR. RI DDELL:

17 Q So if I"mcorrect in nmy understandi ng, that
18 you wi sh to strike through that, and so that sentence
19 woul d end after the word "retention"?
20 A. That's correct.
21 Q So, in other words, that whol e paragraph
22 woul d now read, "An article in International
23 Associ ation of Chiefs of Police publication on
24 retention practices noted that, quote, 'Little has
25 been done to establish an acceptabl e benchmark or
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1 standard,’ end quote, "on retention,"” period.
2 A Period. Correct.
3 Q Thank you.
4 Was t here another nodification that you
5 needed to make?
6 A. And then in the follow ng paragraph, have it
7 read, "Even | ooking only at the 2012 data, the
8 | ateral departure rate of 8.1 percent is higher than
9 the California POST data." Stop the sentence right
10 there. "But lower than the rates"” -- and strike "but
11 | ower than the rates in many of the | ACP
12 jurisdictions.”
13 And then -- actually, here -- let ne
14 doubl e-check this.
15 I"'mthinking -- I"'mtrying to go back to ny
16 train of thought on this. Okay. | renmenber now.
17 Change that "California POST data, but" --
18 and then strike the words "l ower than the rates in
19 many of the I ACP jurisdictions and,” and that woul d
20 be the last word to strike. So it now reads "but
21 hardly the sign of a mass exodus."
22 MR. NEAL: M. Brann, if you could repeat
23 only the | anguage that you would |like to have
24 stricken fromthat paragraph
25 THE W TNESS: Okay. "Lower than the rates
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1 in many of the I ACP jurisdictions and."
2 BY MR. RI DDELL:
3 Q VWhat -- were there any other changes? [|'m
4 sorry.
5 A. No. That was it.
6 Q Thank you for meking those clarifications.
7 Woul d you pl ease explain the reasons that
8 you are maeking those -- well, let's take it one at a
9 time.
10 What is the reason for striking the | anguage
11 in the first paragraph that you struck | anguage fronf
12 A. When | went back and again | ooked at the
13 data, | began to realize that that statement would be
14 m Xxi ng appl es and oranges; that, in fact, the
15 references being nade were not just to | ateral
16 transfers.
17 This had to do with overall attrition, a
18 variety of different categories. It was different
19 dependi ng upon whi ch one of those sources of
20 i nformation you were |looking at. So | felt it would
21 be i nappropriate to -- | didn't want it to be
22 m sl eadi ng. That was the fundanental reason.
23 Q Is it also true that that information was --
24 that data was based on 18 nonths' worth of data as
25 opposed to -- an 18-nonth period as opposed to an
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1 annual or 12-nonth period?
2 A. I think that may be the case, but |I'm not
3 certain. | know ny primary concern was, when | was
4 | ooking at it, recognizing that we weren't conparing
5 exactly the sane things.
6 Q Okay. And the second section of |anguage
7 that you wanted to strike, what is the reason for
8 striking that?
9 A. Well, again, this is making reference to the
10 i nformation above that, that we just struck from
11 the -- fromthe report. So it would be inappropriate
12 now to try to conpare that.
13 Q Does this nodify any of your opinions --
14 A. No.
15 Q -- that you have expressed today?
16 A. No, it did not. | just want it to be
17 accur at e.
18 Q Does it influence or alter any of your
19 concl usi ons that you' ve testified about today?
20 A. No.
21 THE REPORTER: 1007.
22 (Exhi bit No. 1007 was marked.)
23 BY MR. RI DDELL:
24 Q M. Brann, you' ve been handed an exhibit
25 mar ked as No. 1007. And the face page of that
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1 "The City agrees to review information
2 provi ded by the Association regardi ng the conparabl e
3 City denographics and the duties, requirenents and
4 obl i gati ons of police officers.
5 "I'f the City and Associ ati on agree that any
6 of the ten cities are no |longer sufficiently simlar
7 or conparable, substitution of other cities for
8 conparison will be considered.”
9 Do you see where it says that?
10 A. Yes. Yes.
11 Q In the context of the | abor negotiations
12 that were going on while you were the chief of police
13 at the City of Hayward, why did the City agree to
14 use -- to the use of ten cities for the purposes of
15 sal ary and benefit conparison?
16 A. That's a comon practice.
17 Q Common anongst whont?
18 A. The cities and their bargaining units.
19 Q Is that a comon practice in the state of
20 California or just throughout the country or --
21 A. Certainly in the state of California.
22 So -- I"'msorry. Go ahead.
23 A. Could I offer one point of clarification?
24 Q Yes.
25 A. You will find, as the case here, in this
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1 MOU, that sonetines that is actually entered into the
2 MOUs. In other instances, sonme cities have just
3 determ ned, well, we, the City, are going to
4 det erm ne what those conparable cities will be.
5 Each has -- the City and the bargaining
6 unit, each have different notivations and reasons for
7 doing it the way that they do. But it's very comon
8 to have typically sonmewhere in the neighborhood of
9 ten conparable cities or jurisdictions to | ook at.
10 Q So, in your experience, it's -- is it a
11 police industry, at least in -- let me back up.
12 For California, in your experience, is it an
13 i ndustry practice or standard industry practice to
14 use ot her conparable jurisdictions for the purpose of
15 determ ning the appropriate | evel of wages and
16 conpensation to be paid to police officers?
17 A. Yes. Usually, again, as a guide. It's not
18 absolute. However, there are sonme MOUs where it
19 specifically spells out that this bargaining unit
20 will be at no less than the median or will be in the
21 top two or three of these conparable jurisdictions.
22 There's just different approaches depending
23 upon the bargaining units invol ved.
24 Q Would it be abnormal in the state of
25 California to not rely upon other jurisdictions to
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1 i nform your deci sions about conpensation?
2 A. My experience over the years has shown ne
3 that nost jurisdictions do this in one form or
4 anot her. Again, the question being whether it's
5 going to be in the MOU, the bargaining unit
6 agreenment, or whether it's going to be detern ned
7 el sewnher e.
8 Q Which cities do you -- do you recall which
9 cities were used as conparable cities for Hayward?
10 A. | don't recall off the top of my head.
11 Q Do you recall any of thenf
12 A. To be honest, no. |It's been so |ong.
13 Q No.
14 A. I"'mcertain if I were to ook at the list, I
15 woul d be able to confirm vyes, | renenber seeing
16 t hese.
17 Q Well, if you were to -- if you were to form
18 a list of conparable cities for -- for any city that
19 you were working with, how would you go about
20 i dentifying which cities are conparabl e?
21 A. Well, having -- | will give you two
22 perspectives on this. One, |I've been involved in
23 bargai ni ng on behalf of a police association, the
24 police association in Santa Ana and the Police
25 Managenment Association in Santa Ana. | was actually
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1 at the bargaining table, sitting at the bargaining
2 table, and a lot of times we would go in with cities
3 that we felt were -- it was nore appropriate to use.
4 The -- that's, again, | think relatively
5 common when you're doing this through the bargaining
6 process. But, typically, many jurisdictions
7 absolutely do not want to get engaged in negotiations
8 over that. |If they can protect thenselves from
9 dealing with that at the bargaining table, they wll
10 try to do that.
11 So to say how common or abnormal it is, the
12 approach, 1 can't unequivocally state that.
13 Q Vell, but how would you go about determ ning
14 which cities you would want to use? Is it -- what
15 cities -- in your experience working with nmultiple
16 jurisdictions throughout California, how do cities --
17 you know, what's an accurate or reliable way of going
18 about determ ning which cities are generally in the
19 nei ghbor hood of conparable cities to use for purposes
20 of salary and conpensati on anal ysis?
21 A. Generally, what ultimtely gets agreed to is
22 sonething -- using conparable cities that are in that
23 region, the area of that city. Not in all instances,
24 but generally so.
25 Anot her factor would be popul ati on, size of
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1 CERTI FI CATE OF REPORTER
2 |, SANDRA BUNCH VANDER POL, a Certified
3 Short hand Reporter, hereby certify that the w tness
4 in the foregoing deposition was by me duly sworn to
5 tell the truth, the whole truth and nothing but the
6 truth in the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewiting, by conputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period allowed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: JANUARY 30, 2013
24
25 SANDRA BUNCH VANDER POL, CSR #3032
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CITY OF OAKLAND o, < &,
COUNCIL AGENDA REPORT 4oy Tl
Co Tt
TO: Office of the City Manager ’9"/ /.

ATTN: Robert C. Bobb
FROM: Office of Personnel
DATE: December 11, 2001

RE: REPORT AND PROPOSED RESOLUTION APPROVING THE MEMORANDUM OF
UNDERSTANDING BETWEEN THE CITY OF OAKLAND AND OAKLAND POLICE
OFFICERS ASSOCIATION

SUMMARY

The City of Oakland and the Qakland Police Officers Association have reached a tentative agreement on
a new Memorandum of Understanding, which would be effective July 1, 2001. This is a five-year
agreement, which terminates on June 30, 2006.

Items of significance contained within this agreement include: general wage increases of 6% for the
first eighteen months, 6% for the following year, beginning January, 2003, then 5% increases for the
next three years beginning in January of each successive year.

It also includes a significant change in retirement benefits, beginning with an agreement to amend the
City’s contract with the California Public Employees’ Retirement System (“PERS™) in July 2003. This
amendment would allow police officers enrolled in PERS to be eligible for a 3% retirement package at
the age of 50. It also allows active police officers currently enrolled in the City of Oakland’s Police and
Fire Retirement System (“PFRS”) to transfer into the PERS system before March, 2003, pursuant to
enabling legislation contained in a recent amendment to the City Charter, Section 2600(a) of Article
XXVI.

This MOU also contains certain changes in operations, including the cessation of overtime pay for
Captains and Assistant Chiefs and the granting of a 5% wage increase to captains; the cessation of
"line-up" pay; the addition of differential pay premium for certain hard-to-fill shifts on swing and night
shift in order to encourage more experienced officers to take night shifts; an agreement to use
alternative dispute procedures as an alternative to arbitration; a confidentiality clause and bilingual pay.

FISCAL IMPACT

Wage and Benefit Package

The costs by fiscal year are as follows:

Item
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Salary Retireme | Salary and Differential pay, bilingual Total
Increase | nt retirement Cost pay, increased pay for
Benefit evidence technicians and
captains
July 1, 2001 6% 6% =$4,191,774 | $969,269 differential pay | $5,602,998
$441,955 Other pay
January 1, 2003 6% 6% = $4,486,642 $4,486,642
July 1, 2004 3%@ 50 | $4,438,356 $4,438,356
January 1, 2004 5% 5% = $3,963,200 $3,963,200
January 1, 2005 5% 5% = $4,161,360 $4,161,360
January 1, 2006 5% 5% =$2,184,714 $2,184,714
Total costs for $23,426,046 $1,411,224 $24,837,270
actives

The total impact to the PFRS system of the salary and benefit changes and of the proposed transfer is
approximately $11 million dollars.

First year costs total $5.6 million. Funding in the amount of $4.1 million is included in the non-
departmental budget to partially cover this expense. It is recommended that the remaining cost of $1.5
million be transferred to the Police Department from the General Fund Reserve.

BACKGROUND

The City has been negotiating with the OPOA since January 2001. The primary issues for the OPOA
have been 3% at 50 as a retirement benefit and significant raises in order to keep Police Officers in
their relative placement with other like jurisdictions. The major issues for the City have included ways
to cut administrative costs, streamline procedures, and keep police officers within their relative
placement in the salary survey with like Bay Area Cities. Because the most expensive part of this
negotiation for the City involved amending our contract with PERS to allow for retirement at 3% at 50
and because the Oakland Police force is relatively young, the OPOA agreed to forestall this change until
the third year of the contract term, July of 2003. As an additional cost-saving measure, the OPOA
agreed to wait until January of the second year of the contract term to implement the second pay raise
of 6%, and to then use January as the date of successive pay raises until the end of the term.

Recent Charter Amendment, section 2600 (a) of Article XX VI allows active members of the PFRS
system to terminate their membership in PFRS and become members of the PERS system. This transfer
is allowable with the agreement of the Union and the City Council, and upon the agreement of the Board
of PFRS. On May 17%, the Board heard testimony regarding the proposed transfer of sworn members and
heard relevant financial and actuarial information from their actuary, Mark Johnson. Mr. Johnson
explained that the transfer of funds from the PFRS system would be cost neutral to the fund if the present
value of benefits for the members transferring were transferred at the same percentage rate that the fund
was funded. Present value of benefits is the amount in the fund that is estimated to cover all of the
expenses of a particular member, when that member retires. Therefore, if, for example, the fund were
funded at 95%, a transfer of 95% of the present value of benefits for the affected member would then be
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transferred to the City’s PERS fund. According to Mr. Johnson, this transfer will not have any net affect
on the ability of the PFRS fund to fund its obligations; the fund would still be funded at the original rate,
which, at the time the PFRS board considered the action, was 95%.

On May 30™, the Board met, heard questions and answers regarding financial and actuarial matters, heard
public comment and passed a Resolution of the Board agreeing to transfer the required assets in the
formula recommended by Mr. Johnson. This Resolution was contingent on City Council approval of the
transfer, which took place earlier this year.

KEY ISSUES AND IMPACTS

The new MOU provides the salary increases and retirement benefits, which bring the Oakland Police
Officers to a very favorable position among police officers in comparable cities in the Bay Area. It also
includes small increases in dental and uniform allowances, accounting for actual cost increases in these
‘areas. In granting these benefits, the City was able to negotiate the following benefits on behalf of the

City:

e Bilingual Pay Provision

Shift differential to encourage more experienced officers to work night patrol shifts and other hard-to-

fill shifts; in exchange for the cessation of line-up pay :

No overtime for Captains, in exchange for a 5% pay increase

New Alternative Dispute Procedures in the grievance process

Confidentiality Provisions in the grievance procedure

Slight increases in life insurance ($6 per month increase) and dental rates to reflect actual increases in

cost

¢ Some streamlining of grievance procedures, including the ability to bypass steps by mutual
agreement, and faster processing of steps

¢ Increased power for the Chief to impose Early Intervention Procedures upon officers

Reimbursement for approved safety vests of choice for experienced officers - up to the amount

normally spent for City-issued vests

Time limits for disciplinary investigations

Provisions giving the Chief greater flexibility in the transfer policy

5% differential for sworn evidence technicians

Agreement to form committee to discuss physical fitness requirement and incentives

Increases in uniform allowance by $20 per year.

ENVIRONMENTAL OPPORTUNITIES

There are no environmental opportunities or impacts associated with approval of this Resolution and
MOU.
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DISABILITY AND SENIOR CITIZEN ACCESS
There is no impact on residents with disabilities and/or senior citizens relative to accessibility.

RECOMMENDATION

Staff recommends the approval of the attached Resolution.

Respectfully submitted,

Director, Office of Personnel

Prepared by:
Stephanie Garrabrant-Sierra,
Manager, Employee Relations

APPROVED FOR FORWARDING TO
THE CITY COUNCIL

Kk O, B oty Pt

Robert C. Bobb
City Manager

Item
City Council
December 11, 2001



Case 12-32118 Filed 02/16/13 Doc 717

OAKLAND CITY COUNCIL

'RESOLUTION NO._ C.M.S.

INTRODUCED BY COUNCILMEMBER

RESOLUTION APPROVING MEMORANDA OF
UNDERSTANDING BETWEEN THE CITY OF
OAKLAND AND OAKLAND POLICE OFFICERS'
ASSOCIATION, REPRESENTING EMPLOYEES IN
REPRESENTATION UNIT PP1, COVERING THE
PERIOD OF JULY 1, 2001 TO JUNE 30, 2006

WHEREAS, the memorandum of understanding to be entered into between the
City of Oakland and Oakland Police Officers' Association has been presented to the
City Council for determination pursuant to Section 3505.1 of the Government Code
of the State of California; and

WHEREAS, the terms and conditions contained in said memorandum are in the
best interests of the City, now, therefore; be it

RESOLVED: That said agreement be, and is , hereby, approved; and be it

FURTHER RESOLVED: That the provisions of said Memorandum of
Understanding are effective July 1, 2001 through June 30, 2006.

IN COUNCIL, OAKLAND, CALIFORNIA, : , 2001
PASSED BY THE FOLLOWING VOTE: ‘
AYES- BRUNNER, CHANG, MAYNE, NADEL, REID, SPEES, WAN

AND PRESIDENT DE LA FUENTE

NOES-
ABSENT-
ABSTENTION-

ATTEST: .
CEDA FLOYD
City Clerk and Clerk of the Counci
of the City of Oakland, California

ORAICOUNCIL
DEC 1 1 2001
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CITY OF OAKLAND
COUNCIL AGENDA REPORT

TO: Office of the City Manager
ATTN:  Robert C. Bobb

FROM: Office of Personnel
DATE:  June 26, 2001

RE: REPORT AND PROPOSED RESOLUTION APPROVING THE MEMORANDUM
OF UNDERSTANDING BETWEEN THE CITY OF OAKLAND AND
INTERNATIONAL ASSOCIATION OF FIREFIGHTERS, LOCAL 55, AND
APPROVING THE TRANSFER OF ACTIVE FIREFIGHTERS CURRENTLY
ENROLLED IN THE POLICE AND FIRE RETIREMENT SYSTEM TO THE CITY
OF OAKLAND’S PUBLIC EMPLOYMENT RETIREMENT SYSTEM (“PERS”)
RETIREMENT PLAN FOR FIREFIGHTERS

SUMMARY

A resolution has been prepared for City Council consideration that approves the Memorandum of
Understanding (MOU) between the City of Oakland and the International Association of
Firefighters, Local 55 and approves the transfer of active firefighters currently enrolled in the
Police and Fire Retirement System (PFRS) to the City of Oakland’s Public Employment
Retirement System (PERS) retirement plan for firefighters.

This MOU becomes effective July 1, 2001 and is a six-year agreement that terminates on June
30, 2007. Items of significance contained in this agreement include general wage increases of
8%, 6%, 6% and 5% in the first four years, with 4% increases anticipated in years five and
six. The increases for years five and six may be adjusted based upon changes in the Consumer
Price Index (CPI). If, in December 2006, the CPI were more than 5.5%, the Firefighters
would be able to reopen the contract for salary purposes only and these increases for years five
and six would have a floor of 2% with a 5% cap. In the fifth year of the Agreement there may
be an additional market adjustment of not more than 3% based on a mutually agreed upon
salary survey utilizing the cities the City surveyed during this negotiation period. If this
survey indicates that the salaries of Oakland firefighters are lower than an average of the 4"
and 5" ranked cities in the survey, or if the salaries of police officers in Oakland become
ranked significantly higher than firefighters in Oakland, this adjustment may be implemented.

The agreement also includes a significant change in retirement benefits, beginning with an
agreement to amend the City’s contract with the California Public Employees’ Retirement
System (“PERS”) allowing firefighters enrolled in PERS to be eligible for a 3% retirement
package at the age of 55, and, beginning at the fourth year, for 3% at 50. The firefighters will
pay a large proportion of the increased costs resulting from these increased retirement benefits
through their salary increases at the rates outlined below. The agreement also allows active
firefighters currently enrolled in the City of Oakland’s Police and Fire Retirement System
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(“PFRS”) to transfer into the PERS system, pursuant to enabling legislation contained in a
recent amendment to the City Charter, Section 2600(a) of Article XXVI.

This MOU also contains significant changes in operations, including the cessation of the long-
standing practice of allowing 60 full days and 60 half days of sick leave for each occurrence,
the substitution of a conventional sick day policy in place of this plan, greater community
services commitments, an agreement to use alternative dispute procedures as an alternative to
arbitration, a confidentiality clause, an agreed upon flat rate for Fair Labor Standards Act
(“FLSA”) overtime, and agreed upon policies for military leave, pregnancy and birth bonding
leave, transitional leave and bilingual pay.

FISCAL IMPACT
1. Wage and Benefit Package

The costs by fiscal year are as follows:

Year1 Year2 Year3 Year 4 Year 5 Year 6 TOTAL
Salary 8.0% 6.0% 6.0% 5.0% 4.0% 4.0% 33.0%
$4,011,707 $3,249,482 $3,444,451 $3,042,599 $2,555,783 $2,658,014 $18,962,036
Retirement/ | 3% @ 55(4%) 3% @ 50 (9%) 5.0%
City 0 2.0% 2.0% 1.0% $2,542,487
Contribution $971,713 1,030,016 $540,758
Net Salary 4% 4% 6% 1% 4% 4%
Increase
Dental $36,300 $37,980 $39,600 $42,120 $43,800 $46,200 $246,000
Increase
Bilingual $45,500 $45,500 $45,500 $45,500 $45,500 $45,500 $273,000
Pay
Provision
Increase in $10,000 $20,000 $30,000 $40,000 $50,000 $60,000 $210,000
Uniform
Allowance
TOTAL $4,103,507 $4,324,675 $4,589,567 $3,710,977 $2,695,083 $2,809,714 $22,233,523

2. PFRS to PERS Transfer :

Because the cost savings and costs described below are dependant upon date of retirement
and other factors which cannot be guaranteed, these figures have not been attributed to the
costs of this package. They are provided to give best estimates of costs and savings of this
transfer.

¢ Fixed Cost to City of Transfer - $1.5 million, if no PFRS members retire in the first year,
to account for employer contribution rate of new PERS members. As these firefighters
retire, this amount decreases. This group represents those firefighters who joined the
City prior to 1976, most of whom have stated a desire to retire in the first two years of the

contract.
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e Projected Savings — The elimination of the “60 full, 60 half” sick provision has been
estimated to save the City approximately $375,000 per year. Salary savings are also
expected to accrue from reduced City-Paid “4850” Pre-Retirement Salary, as the PFRS
system allows disability-retired members to remain on payroll indefinitely, while PERS
system limits this time to one year. While more speculative, savings could also accrue
from the retirement of a large number of firefighters now eligible for retirement and their
replacement by new, less-experienced firefighters.

BACKGROUND

The City has been negotiating with Local 55 since Fall 2000. The primary issues for Local 55
have been 3% at age 50 as a retirement benefit, significant raises in order to keep firefighters
in their relative placement with other like jurisdictions, and the transfer of fire members
currently in the PFRS plan to the PERS plan. The major issues for the City have included
ways to cut administrative costs, streamline procedures, and keep firefighters within their
relative placement in the salary survey with like Bay Area Cities. After cooperative fact-
finding with Local 55 regarding the costs and benefits of 3% at 50 and 55, it was discovered
that 3% at 55 represented significant cost savings over the 3% at 50 plan. As a large number
of firefighters (approximately 110) are currently in the PFRS system and have stated a desire
to transfer into PERS with the intention of retiring within one or two years, firefighters were
willing to take the benefit of 3% of 55 in order to save costs both to the City and to their
membership.

Recent Charter Amendment, section 2600 (a) of Article XX VI allows the transfer of active
members of the PFRS system to terminate their membership in PFRS and become members of
the PERS system. This transfer is allowable with the agreement of the Union and the City
Council, and upon the agreement of the Board of PFRS. On May 17", the Board heard
testimony regarding the proposed transfer and heard relevant financial and actuarial information
from their actuary, Mark Johnson. Mr. Johnson explained that the transfer of funds from the
PFRS system would be cost neutral to the fund if the present value of benefits for the members
transferring were transferred at the same percentage rate that the fund was funded. Present value
of benefits is the amount in the fund that is estimated to cover all of the expenses of a particular
member, when that member retires. Therefore, if, for example, the fund were funded at 95%, a
transfer of 95% of the present value of benefits for the affected member would then be
transferred to the City’s PERS fund. According to Mr. Johnson, this transfer will not have any
net affect on the ability of the PFRS fund to fund its obligations; the fund would still be funded
at the original rate, which in this example, would be 95%.

On May 30™, the Board met, heard questions and answers regarding financial and actuarial
matters, heard public comment and passed a Resolution of the Board agreeing to transfer the
required assets in the formula recommended by Mr. Johnson. This Resolution was contingent on
City Council approval of the transfer. The proposed transfer applies only to firefighters at the
present time. If the Oakland Police Officers’ Association negotiates such a transfer, a resolution
would be prepared for Council consideration at that time.

Item # 9‘§

City Council
June 26, 2001
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KEY ISSUES AND IMPACTS

The new MOU provides the salary increases and retirement benefits as outlined above, which
bring the Oakland firefighters in an appropriate position among firefighters in comparable cities
in the Bay Area. It also includes small increases in dental and uniform allowances, accounting
for actual cost increases in these areas. In granting these benefits, the City was able to negotiate
the following benefits on behalf of the City:

e The elimination of the current 60 full and 60 half day sick leave provision, estimated to save
the City approximately $375,000 per year

e The resolution of the cash-in-lieu grievance with a policy identical to other bargaining units

e A provision allowing up to eight companies out of service, which allows the Chief much

greater flexibility in assigning personnel to community service and other out-of-service

obligations

Bilingual Pay Provision

Stronger Acting Higher Rank Provision

Stronger Community Service Provision

New Alternative Dispute Procedures in the grievance process

New Industrial [llness and Injury Procedures conforming to current law

Pregnancy and Birth Bonding Leave Procedures conforming to current law

Military Leave Provisions conforming to current law

New Protective Clothing Provisions

Resolution of substantial conflicts regarding Paramedic Program

Confidentiality Provisions in the grievance procedure

More comprehensive and current list of arbitrators

ENVIRONMENTAL OPPORTUNITIES

There are no environmental opportunities or impacts associated with approval of this Resolution
and MOU.

DISABILITY AND SENIOR CITIZEN ACCESS

The new MOU provides for premium pay for firefighters who are conversant in American Sign
Language. It is hoped that this provision will assist hearing impaired residents in accessing the
City’s emergency services.

Item # i$

City Council
June 26, 2001
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RECOMMENDATION
Staff recommends the approval of the attached Resolution
Respectfully submitted,
‘WALTE " JOHNSON, SR.
Director of Personnel
Prepared by:
Stephanie Garrabrant-Sierra,
Manager, Employee Relations
APPROVED AND FORWARDED TO THE
CITY COUNCIL
OFFICE OF THE CITY MANAGER
Item #9‘%
City Council

June 26, 2001
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VA
OAKLAND CITY COUNCIL

RESOLUTION NO. C.M.S.

INTRODUCED BY COUNCILMEMBER

RESOLUTION APPROVING MEMORANDA OF
UNDERSTANDING BETWEEN THE CITY OF
OAKLAND AND INTERNATIONAL ASSOCIATION
OF FIREFIGHTERS, LOCAL 55, REPRESENTING
EMPLOYEES IN REPRESENTATION UNIT FQl,
COVERING THE PERIOD OF JULY 1, 2001 TO JUNE
30, 2007

WHEREAS, the memorandum of understanding to be entered into between the
City of Oakland and International Association of Firefighters, Local 55 has been
presented to the City Council for determination pursuant to Section 3505.1 of the
Government Code of the State of California; and

WHEREAS, the terms and conditions contained in said memorandum are in the
best interests of the City, now, therefore; be it

RESOLVED: That said agreement be, and is , hereby, approved; and be it

FURTHER RESOLVED: That the provisions of said Memorandum of
Understanding are effective July 1, 2001 through June 30, 2007.

IN COUNCIL, OAKLAND, CALIFORNIA, , 2001
PASSED BY THE FOLLOWING VOTE:
AYES- BRUNNER, CHANG, MAYNE, NADEL, REID, SPEES, WAN

AND PRESIDENT DE LA FUENTE

NOES-
ABSENT-
ABSTENTION-

ATTEST.
CEDA FLOYD
City Clerk and Clerk of the Council
of the City of Oakland, California

¢S

ORA/COUNCIL
JUN 2 6 2004
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Crime-prevention measure close fo failing, 2004 WLNR 17116174

3/3/04 Oakland (Calif.) Tribune (Pg. Unavail. Online)
2004 WLNR 17116174

Oakland Tribune, The (CA)
Copyright © 2004 The Oakland Tribune. All rights reserved. Reproduced with the permission of Media
NewsGroup, Inc. by NewsBank, Inc.

March 3, 2004
Section: Election Results
Crime-pre\?ention measure close to failing
Cecily Burt, STAFF WRITER

OAKLAND -- A $110 million measure to try and stem Oakland’s murder rate by hiring more police officers and funding
programs to help parolees lead law-abid-ing, productive lives was narrowly losing in early returns Tuesday.

Measure R, sponsored by Councilmember Nancy Nadel (Downtown-West Oakland), with backing from Mayor Jerry Brown
and Police Chief Richard Word, would raise $11 million a year for 10 years via a $90 annual assessment on single-family
homes and up to $180 on large apartment buildings. The measure requires a two-thirds vote to pass. With 39 percent of
precincts reporting, the measure had only 62.7 percent of the vote.

Despite the odds, Nadel was upbeat at a party at Van Kleef’s bar on Telegraph Avenue Tuesday night, insisting the plan had
widespread support around the city.

”I’m still feeling hopeful,” she said.

Across town, Brown acknowledged it would be an uphill battle to garner the needed votes. Both said they would likely come
back with another version of the measure for the Nov. 2 election, with Nadel saying a close vote now would mean the
measure would only require “a little tweak” to make it a winner in November. Brown said he planned to include funding for
fire services in his next version.

This is the second time Oakland voters have been asked to help the cash-strapped city hire more officers and pay for services
for ex-offenders. In November 2002, voters were faced with a confusing collection of four related issues that aimed to
generate $70 million to hire 100 new police officers by raising hotel, parking and utility taxes for five years. Another $5
million was earmarked for three violence prevention programs that work with ex-offenders, at-risk youth and after school
programs. Although voters narrowly approved the concept, they defeated the taxes that would have paid for it.

The allocation defined in Measure R is more equal, with 40 percent of the money raised dedicated to social programs to steer
under-privileged youth away from crime, drugs and gangs. Another 40 percent would be used to hire about 30 more police
officers to focus on drug-related shootings and domestic violence.

The remaining 20 percent would be used to fund job-training and counseling programs for parolees. A civilian oversight
board will keep tabs on how the money is spent.

Backers say the combination of enforcement and services offers the best chance to reduce violent crime, and give hope and a
hand up to ex-cons who want to keep their lives on track.

" © 2013 Thomson Reutars. No claim to original U.S. Government Works. 1
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Opponents complain the measure won't hire enough officers and is too vague about how the violence prevention program
money will be spent. Unlike the previous cops measure, none of the anti-violence programs that could potentially receive
funding are defined in the ballot language.

Nadel said that was intentional, because there was no guarantee nonprofit agencies specializing in violence prevention work

would be viable, or offer the services the city was seeking, next year or 10 years from now.

- Index References -

News Subject: (Social Issues (1S005))

Language: EN

Other Indexing: (COUNCILMEMBER NANCY NADEL; NADEL) (Backers; Brown; Jerry Brown; Opponents; Richard
Word; Telegraph Avenue)

Word Count: 596
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Jason Baker, 13, tinker with the computers at the Dimond Branch Library in Oakland., (4) Meters like this one
on Grand Avenue will need more coins. / Photos by Christina Koci Hernandez/The Chronicle / Photos by
Christina Koci Hernandez/The Chronicle
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Nothing safe as Oakland trims budget ; City manager includes library, City Hall closures on
preliminary list of cuts
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ProQuest document link

Abstract: A preliminary list from City Manager Robert Bobb of "all ideas" under consideration includes closing
library branches, shutting down city government for as many as two days a month and closing Feather River
Camp in 2004-05. The city won't know what the Legislature will decide to do by the time it puts its budget
together. So Oakland officials must decide whether to assume that all or none of the state money will be lost
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when they write the budget. If all of the money is lost, then the list of cuts would be long, Bobb said. In addition
to program cuts, 250 to 350 positions would be eliminated, Bobb said. Among the proposed cuts to police are
eiiminating command positions, freezing vacant officer and dispatcher positions, eliminating the mounted patrol,
canceling police academies, reducing spending on car phones, cutting neighborhood services coordinators and
eliminating the Beat Health Unit.

Links: Base URL to 360 Link:

Full Text: OAKLAND -- Everything is on the table as the city prepares to slash as much as $46.5 million from
next year's budget -- including sacred cows just barely spared in the previous round of cuts. A preliminary list
from City Manager Robert Bobb of "all ideas” under consideration includes closing library branches, shutting
down city government for as many as two days a month and closing Feather River Camp in 2004-05. The list
also includes elimination of community policing neighborhood services coordinators and the beat health unit. A
proposed budget from Bobb and Mayor Jerry Brown will not be released until May 2. This week's list does not
have dollar figures attached to each item and was compiled to show the City Council what's to come. But it
seems likely that cuts will be deep and affect all departments. "l don't want to sound totally pessimistic, but the
reality is it's going to be a very difficult budget year," Bobb said Wednesday. "The level of difficulty depends
largely on theeconomy, and on the state.” The City Council already cut about $48 million from its$380 miltion
general purpose fund budget this fiscal year, which ends June 30. The projected shortfall of $29.5 million to
$46.5 million in next year's General Fund -- plus an additional $11 million to $12 million in 2004-05 -- is mainly
because of decreasing revenue; increasing pension plan costs due to investment losses in the massive state
CalPERS fund and enhanced benefits to employees; and the potential loss of money from state vehicle license
fee "backfill money. Oakland could lose$18 million from those fees. When the state cut taxes in 1998, it
pledged to compensate cities for the difference, but Gov. Gray Davis' budget took that away. All cities are in the
same boat as the state struggles to balance its budget on the backs of localities. The city won't know what the
Legislature will decide to do by the time it puts its budget together. So Oakland officials must decide whether to
assume that all or none of the state money will be lost when they write the budget. If all of the money is lost,
then the list of cuts would be long, Bobb said. in addition to program cuts, 250 to 350 positions would be
eliminated, Bobb said. That doesn't mean there would be that many layoffs, though. In the previous round of
cuts, 60 positions were eliminated but only 23 people were laid off. Also likely: closing down city government for
one or two.days a month, or possibly during the Christmas holiday season, he said. Councilmember Danny
Wan (Grand Lake-Chinatown), who chairs the council finance Committee, said a government shutdown could
be a way to save money without cutting some popular programs. But it won't eliminate the need for other cuts,
he said. "My goal is going to be to preserve direct services, like parks and recreation and public works, and
save as many of the priorities the council has already set,” said Council President Ignacio De La Fuente (San
Antonio-Fruitvale). "You are going to see some major restructuring, some major changes and people hitting the
streets.” But with millions to cut, some services will inevitably be affected. Police Chief Richard Word said his
department would likely take a $10 million to $11 million hit. "Some of these cuts are going to be painful," he
said. "They made it clear we have to share in the pain. My approach was to the greatest extent possible to
avoid layoffs and not impact direct services on the streets.” Among the proposed cuts to police are eliminating
command positions, freezing vacant officer and dispatcher positions, eliminating the mounted patrol, canceling
police academies, reducing spending on car phones, cutting neighborhood services coordinators and
eliminating the Beat Health Unit. The last three items are seen as the core of the community policing program,
and cutting them is sure to set off a firestorm. "It would be political suicide for an awful lot of people if they cut
those," said Don Link, who chairs the Community Policing Advisory Board. "If they cut the (neighborhood
services coordinators), that would essentially be the end of community policing.” The Police Department
eliminated community policing officers last year as part of an overall restructuring in which every patrol officer
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was supposed to take on a problem-solving role. At first, patrol officers were coming to mestings of
Neighborhood Crime Prevention Councils and getting to know neighborhood issues, Link said. But they were
being paid on overtime to do that, and when overtime was slashed in the previous round of budget cuts, they
stopped coming, Link said. The neighborhood services coordinators are the public face of community policing,
and even eliminating one position.has caused an outcry in the past. Car phones are also the main way for
citizens to contact their beat officers under the new system, and the popular beat health unit deals with blight
issues. "You'll have people storming City Hall," Link said. The same goes for proposed cuts to the libraries and
recreation centers. Library supporters celebrated when the council turned down Bobb's recommendation in
February to cut $2.1 million from the libraries by closing seven branch libraries -- only to learn Wednesday that
the proposal is back on the table. Among budget-cutting proposals: closing one branch in each council district
and reducing library hours. "We are just outraged," said Tracey Scott, chair of the Library Advisory Commission.
"We can't cut the library budget anymore. We heard loudly last time that it's not acceptable. We are passed bare
bones already -- we are about to be crippled.” Victoria Kelly of Save Oakland Libraries said the coalition has
already begun mobilizing for another fight.
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SECTION: BAY AREA; Pg. Al15
LENGTH: 635 words
HEADLINE: Mayor submits Oakland budget;
Brown's plan calls for 115 layoffs, closing fire station, program cuts
SOURCE;: Chronicle Staff Writer
BYLINE: Janine DeFao

BODY:
Oakland Mayor Jerry Brown presented a "difficult" budget to the City Council Tuesday night but said his city remains
in relatively good shape compared with others in the Bay Area.

"The budget is definitely a difficult budget for a tough economic time," Brown said, noting that expenses have
outstripped revenues. "You increase some fees, and you reduce the number of employees or some programs. There's no
other way to do it."

Brown and City Manager Robert Bobb outlined a two-year, $1.78 billion budget that includes closing city build-
ings one day a month, laying off 115 city workers, closing one fire station, reducing hours at some library branches and
increasing fees for services from parking to garbage collection.

The City Council is scheduled to begin a series of budget hearings on Thursday at 2 p.m. and to approve a budget
in a preliminary vote on June 5.

The city projected a shortfall of $29.5 million to $46.5 million in the $387 million general fund budget, the discre-
tionary portion of the overall budget, for the coming fiscal year beginning July 1.

City officials anticipate that revenues, which generally increase 4.6 percent a year, will grow only 2.2 percent next
year due to relatively flat sales, hotel and business taxes at a time when Oakland expects to pay an additional $28 mil-
lion in salaries and increased pension costs.

Like cities throughout the state, Oakland is still waiting to learn whether it will lose vehicle license fee funds the
state has been paying since it reduced residents' car registration fees. If the vehicle fee reimbursement is completely cut,
Oakland would lose $17 million to $18 million in the coming fiscal year. The budget projects a 50 percent loss.

Libraries and recreation centers, floated for possible closures in an earlier worst-case budget scenario, escaped rel-
atively unscathed. But some library branches would cut back from six to five days a week, and program directors at
recreation centers would be eliminated.

The fire department would close Station 2 in Jack London Square and its fireboat -- a major water source in the
event of an earthquake that damages water mains -- and could close a second station next year.
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Mayor submits Oakland budget;Brown's plan calls for 115 layoffs, closing fire station, program cuts The San
Francisco Chronicle MAY 14, 2003, WEDNESDAY,

Already, the department is rotating closures of two engine companies at a time.

"We'll be at a level where we where 60 years ago," Steve Splendorio, president of the firefighters union, told the
council, "It continues to diminish services to the citizens of Oakland."

The police department would freeze the current number of officers and eliminate vacant positions, but the budget
also increases the department's overtime budget, which it typically exceeds, by $5 million to $12.5 million. The budget
also includes $1.6 million per year to pay for increased supervision and other changes mandated by the settlement in the
Riders police misconduct lawsuits.

In addition, the proposed budget eliminates management positions throughout the city administration and com-
bines several departments in an attempt to preserve basic city services, Bobb said.

Brown and Bobb are proposing $7 million in new revenue through increased fees and fines.

Parking meter rates would increase 25 cents an hour, to $1.25 downtown and $1 elsewhere. Fines for parking at an
expired meter would rise from $30 to $35, and street sweeping violations would jump from $42 to $64. The city would
end its ticket "give-back" program, which allows ticket writers to rip them up if drivers arrive while they're being writ-
ten.

The city plans to implement a $25 to $35 annual permit fee for burglar alarms and fines starting at $100 for the
34,000 false alarm calls police respond to each year.

E-mail Janine DeFao at jdefao@sfchronicle.com.
GRAPHIC: PHOTO, Mayor Jerry Brown said Oakland is in better financial shape than most Bay Area cities.

LOAD-DATE: May 14, 2003
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Fiscal First Aid
Treatments to Use with Extreme Caution

L Revenue ] l Human Resources and Benefits w
] Levy a broad tax increase ] ! Make across-the-board wage cuts I
L Create special taxing districts 1 l Defer compensation ]
l Capital and Debt ] ] Management Practices }
I —I ( Make large or sustained across-the-board budget cuts }

Revenue

Levy g Broad Tax Increase. A distressed government likely has not earned the trust of its citizens. Large tax increases may further
alienate citizens, reducing their support for government, at best, and prompting a tax revolt at worst. Rather, governments should
concentrate on maximizing efficiency and focusing on priority services.

Evaluation

+ While a broad tax increase is fair — everyone pays ~ it may not be in the best long-term interest of government. It could
reduce citizen support for government, hurt economic competitiveness, and remove pressure for needed reform. It is
essential to carefully evaluate all legal and economic implications of a proposed tax increase. There may be limitations on
the government’s capacity as well as limitations on overlapping rates that cause conflict. Further, a tax increase may cause
negative results on collections if there are large taxpayers adversely affected. Perceptions of inequity or misfeasance may
also trigger expensive and extended legal battles.

* A tax increase should always be accompanied by a plan to cuts costs. This is vital for retaining credibility with the public,

Top

Create Special Taxing Districts. Some states allow local government to create special districts for specific purpose and that levy
their own tax. This can off-load service responsibilities and/or create a new source of revenue.

Evaluation

http://www.gfoa.org/index.php?option=com_content&task=view&id=941&Itemid=621 1/2/2013

NZ-01-0000271
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* Implementing special taxing districts to get around local tax limitations increases government fragmentation, thereby
increasing the total price of government citizens are subject too and therefore their ability to support public services.

* Issue specific taxation creates misperceptions about community and organizational priorities leading to funding
discrepancies that are difficult to address due to the myriad restrictions established through special districts, authorities,

and dedicated taxes.
To
Human Resources and Benefits
Make Across-the-Board Wage Cuts. This destroys morale and drives off high-performing employees.
Evaluation
* This destroys morale and drives off high-performing employees.
Top

Defer Compensation. If the budget doesn't exist to pay employees today, benefits that provide compensation in the future can be
provided. Examples include post-retirement health benefits or increased pension benefits.

Evaluation

expected. This is a slippery slope and can be difficult to reverse.
* Use relevant data like OPEB liability and pension funding ratios to fully disclose and analyze the cost and impact of
deferred compensation.

‘ * This only defers the financial reckoning day and can create extremely large liabilities that hit the budget much sooner than

Resources

BP Ensuring the Sustainability of Other Postemployment Benefits (2007)
To

Management Practices

Large or Sustained Across-the-Board Budget Cuts, Across the board cuts usually reduce the value created by public services,
making government seem ineffective and this problem is amplified when the cuts are large or when across-the-board cuts are
repeatedly used as first aid tactic. Reduced public value lowers citizen opinion of government, making it less likely they will
support new taxes and fees. It could also really hurt the poor if crucial social services are diluted. These do not reflect priorities of
the organization or take goals into consideration.

Evaluation

Across-the-board cuts have certain, cursory sense of fairness because they “spread the pain” equally.

However, this assumes that all services are of equal importance to the citizens and that programs have roughly equal ability
to absorb cuts.

It can be extremely difficult to commwunicate the impacts of across-the-board cuts to the public and governing body.

There is a limited amount of cuts that can be made or that can be sustained for an extended period without directly
impacting services. There may not be any more “fa to cut” out of City Hall.

* It can be important to future priority discussions and for citizen support of service reductions that citizens be involved and
impacted by reductions. If future cuts are anticipated or the reductions are quasi-permanent, they can be mislead by the
impression that earlier cuts were not real or were only a reduction of “waste.”

hitp://www.gfoa.org/index.php?option=com_content&task=view&id=941&Itemid=621 1/2/2013
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Resource

Fiscal First Aid Quick Reference: Across the Board Budget Cuts

http://mwww.gfoa.org/index. php?option=com_content&task=view&id=941&Itemid=621 1/2/2013
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Local Revenue Measures in California
November 2012 Results

The November 6, 2012 presidential election featured 368 local measures in California on questions including
land use development, government organization, bond authorizations and tax increases. Among these were 240
measures seeking approval for taxes, bonds or fees, including three by initiative. Three other measures sought by
initiative to reduce previously approved taxes.

This volume of local measures is quite comparable to the number of local measures on each of the last two
presidential election ballots in California. In November 2008, there were 233 revenue measures including 116
school bonds and taxes. In November 2004, there were 249 revenue measures including 86 school bonds or
taxes.

K-12 schools districts and community colleges requested total of $14.429 billion in 106 separate bond
measure authorizations for school bonds to construct facilities, acquire equipment and make repairs and upgrades.
There were 25 measures to increase or extend school parcel taxes.

Among the 109 non-school local revenue measures were seven general obligation bond measures and 36
special taxes and parcel taxes requiring two-thirds voter approval. There were 35 proposals to extend or increase
transactions and use taxes (so-called add-on sales taxes) and 24 proposals to increase or extend non-school parcel
taxes.

Proposed Local Revenue Measures
November 2012

Types of Non-School Local Tax Measures

uur November 2012

School
~ Bond 106 PropTransf

= Tax MajVote T

General

213
Vote

Cit}ll'ax or | ce \h;Ia:jority
ote
G.0.Bond 15) 12X€S 6

© 2012 Michael Coleman

*Vacauville's Measure M combined a business license tax, parcel tax and hotel tax.
It is counted here as a "General Tax - other"
© 2012 Michael Coleman
2217 Isle Royale Lane * Davis, CA *» 95616-6616

Phone: 530.758.3952 * Fax: 530.758.3952
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Overall Passage Rates

Following post-election night canvases and recounts, five additional 55% school bond measures and one
additional two-thirds vote school parcel tax were declared passing, This brings the total number of passing
measures to 178 of the 240 tax/revenue measures proposed.

Local Revenue Measures November 2012
Total Pass Passing%

City General Tax (Majority Vote) 60 48 80%
County General Tax (Majority Vote) 6 4 67%
City SpecialTax orG.0O.bond (2/3 Vote) 15 5 33%
County (Special Tax) 2/3 Vote 12 7 58%
Special District (2/3) 16 7 44%
School ParcelTax2/3 25 16 64%
School Bond 2/3 1 1 100%
School Bond 55% 105 90 86%

Total 240 178 74%

Redux by intitative 3 0 0%

The rate of passage of school measures slightly exceeded historic passage rates. Final results indicate 90 of
the 105 55% school bonds passed. The one two- thirds vote school bond passed as well as 16 of the 25 school
parcel taxes.

School Tax & Bond Measures November 2012

I | [ I

55% Vote

Bond Since 2001 81% | | 85% (90/105%)
1
213 Vote 64% (17/26)
Tax / bond Since 2001 60%
| |
0% 20% 40% 60% 80% 100%

Percent Passing

*One school bond required two-thirds aproval. It passed.

Local non-school majority vote tax measures did somewhat better this election than in prior years with 52 of
66 passing. Among the failing measures were three taxes proposed in San Diego County cities as a part of
marijuana dispensary initiatives. These taxes on the sale of marijuana probably could not have been implemented
had they passed.

Among the 43 non-school special taxes, parcel taxes and bonds requiring two-thirds voter approval, 19
passed, a very similar passage rate compared to past elections.
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City / County / Special District Tax & Bond Measures November 2012
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General purpose tax measures fared especially well, especially add-on sales taxes (local transactions and use
taxes). Parcel taxes and G.O. bonds had a much more difficult time, mostly, it appears, due to the two-thirds
supermajority vote thresholds. Five of the 25 non-school parcel taxes failed to even garner 50% yes votes.

Passing and Failing City / County / Special District Measures by Type November 2012
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ParcelTax 2/3vote
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UtilityUsersTax MajVote .
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BusinessTax MajVote
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Marijuana Tax - Initiative
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Local Add-On Sales Taxes (Transaction and Use Taxes)
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Twenty five cities and three counties proposed general purpose majority vote add-on sales tax rates ranging
from 1/8 percent in Santa Clara County to one petcent in several cities. Voters approved all but three of these

measures.

Transactions and Use Tax (Add-on Sales Tax) - General Tax - M ajority Approval

Agency Name County Rate Sunset YES% NO%
Albany Alameda  MeasureF 1/2 cent 79.0% 21.0% PASS
Culver City Los Angeles MeasureY 1/2percent 10yrs 76.6% 234% PASS
Lathrop San Joaquin Measure C lcent 76.0% 24.1% PASS
Salinas Monterey  MeasureE 1/2cent  extend 75.7% 24.3% PASS
Carmel Monterey  MeasureD I1cent 10yrs 75.4% 24.6% PASS
Nevada City Nevada MeasureL 3/8cent Byrs 74.2% 25.8% PASS
Sebastopol Sonoma MeasureY 1/2cent 8yrs 70.8% 29.29% PASS
Williams Colusa MeasureG 1/2cent  extend 705% 295% PASS
Rio Vista Solano Measure O 3/4cent Byrs 70.2% 29.8% PASS
Moraga Contra Costa Measure K 1cent 20yrs 701% 29.9% PASS
Orinda Contra Costa Measure L 1/2cent 10yrs 69.1% 30.9% PASS
Vacaville Solano Measure M 1/4cent Byrs 69.0% 31.0% PASS
Commerce Los Angeles Measure A /£ 1/2percent 67.3% 32.7% PASS
Fairfield Solano Measure P 1cent Byrs 66.5% 33.6% PASS
Grass Valley Nevada Measure N 1/2cent 10yrs 66.3% 33.7% PASS
LaMirada Los Angeles Measure| Icent Byrs 66.0% 34.0% PASS
County of San Mateo San Mateo Measure A 1/2cent 10years 64.6% 355% PASS
Sacramento Sacramento  MeasureU 1/2cent 6yrs 63.1% 36.9% PASS
Paso Robles San Luis ObisMeasure E  1/2cent 12yrs 59.0% 41.0% PASS
Measure F Advisory 71.3% 28.7% PASS
Hollister San Benito MeasureE  1cent exdend 5Syrs 57.4% 42.6% PASS
County of SantaClara SantaClara Measure A 1/8cent 10yrs 56.3% 43.7% PASS
Trinidad Humboldt  Measure G 3f4cent 4/1/2013for dyrs 55.4%  44.6% PASS
Healdsburg Sonoma MeasureV 1/2cent 10yrs 55.4% 44.6% PASS
Half Moon Bay San Mateo MeasureJ 1/2 cent 3yrs 53.9% 46.1% PASS
Capitola SantaCruz  Measure O 1/4cent 50.8% 49.2% PASS
Yucca Valley San Bernardir Measure U 1cent 48.2% 51.8% FAIL
County of Plumas Plumas Measure D 1/4cent dyrs  36.2% 63.8% FAIL
Maricopa (224 voters) Kern MeasureR lcent 10yrs  32.6% 67.4% FAIL

There were seven add-on sales tax measures earmarked for specific purposes. Five of these were county-
wide measures. All seven received over 60% yes votes, but four fell short of the two-thirds approval needed
including transportation measures in Alameda and Los Angeles and two measures related to roads and water

quality in Lake County.
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Transactions and Use Tax (Add-on Sales Tax) - Special Tax - Two-Thirds Approval

Agency Name County Rate Purpose Sunset YES% NO%

County of Napa Napa Measure T 1/2cent streets (was flood) extend 25yrs after 2018 74.4%  25.6% PASS
County of Marin Marin Measure A 1/4cent openspace 736% 264% PASS
County fo Fresno Fresno MeasureB 1/8cent Library extend 16yrs 71.8% 28.3% PASS
County of Alameda  Alameda  Measure B1 1/2c+1/2c=1cent transportation extends&incr 65.5% 34.5% FAIL
County of Los Angeles Los Angeles MeasureJ  1/2cent transportation extend 30yrs  64.7% 35.3% FAIL
County of Lake Lake Measure E  1/2cent water quality 62.2% 37.8% FAIL
Clearlake Lake MeasureG Ilcent streets/roads 61.1% 38.9% FAIL

Transient Occupancy (Hotel) Taxes

There were eighteen measures to increase or expand Transient Occupancy (Hotel) Taxes. All but three
passed. Plymouth voters also approved a companion advisory measure that expresses the preference that “the
additional revenues be used primarily for the purpose of repairing and maintaining the city’s roadways.”

Transient Occupancy Tax Tax M easures: All General M ajority Vote

Agency Name County Rate YES% NO%
Santa Cruz SantaCruz ~ Measure Q +1%t011% 82.1% 17.9% PASS
Vacaville Solano M easure L +20%TOT* 80.1% 19.9% PASS
Carpinteria Santa Barbara Measure E +20%t012% 77.6% 224% PASS
Menlo Park SanMateo  Measure K +206t012% 73.6%  26.4% PASS
County of SantaCruz SantaCruz ~ Measure N +1.5%t011% 72.1% 27.9% PASS
Goleta Santa Barbara M easure H +2%t012% 71.5% 28.5% PASS
Exeter Tulare M easure M +4%t08% 66.2%  338% PASS
Garden Grove Orange Measure Y +1.5%t014.5% 66.1% 33.9% PASS
County of Amador ~ Amador Measure Q +4%t010% 60.5% 39.5% PASS
Coronado SanDiego  Proposition F +2%t010% 60.5%  39.5% PASS
Plymouth Amador Measure R +4%t010% 57.5% 425% PASS
Measure S Advisory 65.0% 35.0% PASS
Solvang Santa Barbara M easure Z +2%t012% 57.2% 42.8% PASS
Santee San Diego  Proposition U +4%t010% 56.6%  434% PASS
Buellton Santa Barbara M easure D +2%t012% 54.8% 45.2% PASS
Willows Genn Measure Q +296t012% 52.9%  47.2% PASS
Pomona Los Angeles MeasureV +2%t012% 48.2% 51.8% FAIL
County of Plumas  Plumas Measure C +2%t011% 41.1% 58.9% FAIL
Red Bluff Tehama Measure A  10% camping/RV  39.6% 60.4% FAIL

*measureisan "excisetax" also includes BLT, etc.
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Utility User Taxes

Voters in ten cities considered measures to increase or expand utility user taxes. Several of the proposals were
to modernize existing taxes on telecommunications and among these, five proposed a reduction in the tax rate as
a part of effectively expanding the tax base to wireless communications. Chico is one of very few cities to have
rejected this approach at the polls.

Among the ten measures, only Citrus Heights earmarked the tax for specific purposes. But voters rejected
the proposed increase.

Voters in Arcata approved a novel UUT, a 45% tax on excessive electricity use aimed at home grow houses.

Utility User Taxes

Agency Name County Rate %Needed YES% NO%
Berkeley Alameda Measure Q same?7.5% expand/reduce  50.0% 84.5% 155% PASS
San Luis Obispo San Luis Obispo Measure D t04.8%fromb% expand/reduce 50.0% 83.5% 165% PASS
Downey Los Angeles  Measure D 5%t04.8% expand/reduce  50.0% 79.4% 20.6% PASS
Pinole ContraCosta  Measure M 8% extend 50.0% 78.7% 21.3% PASS
Los Alamitos ~ Orange M easure DD 6%t05% expand/reduce  50.0% 69.5% 305% PASS
Arcata Humboldt Measure|l  45% on excessive electric use new 50.0% 69.0% 31.0% PASS
Bellflower LosAngeles  MeasureP 2% increase 50.0% 61.3% 38.7% PASS
Needles* San Bernardino Measure T +2.5%-25%fee=no change validate/extend 50.0% 51.4% 48.6% PASS
Chico Butte Measure J 5%6t04.5% expand/reduce 50.0% 46.9% 53.2% FAIL
Citrus Heights ~ Sacramento M easure K +1.75%t04.25% increase 66.7% 44.2% 55.8% FAIL

Business License Taxes

There were eight business license tax measures, including two proposals to tax sugared beverages, a new idea
among local measures in California. A proposal to increase local taxes on “businesses engaged in the
manufacture, piping, refining, storage and wholesale distribution of petroleum products” failed in Rialto. The
sugared beverage taxes were resoundingly rejected. Companion measures in both cities that expressed the
preferred use of the funds for particular programs did not help. Six other measures passed easily.

Business License Tax M easures: M gjority Vote General

Agency Name County Rate YES% NO%
Vacaville* Solano Measure L 80.1% 19.9% PASS
Rancho Cordova Sacramento Measure L cardrooms  79.3% 20.7% PASS
Needles San Bernardino MeasureS  taxon Marijuana 79.3%  20.7% PASS
Artesia LosAngeles  Measure M generalincr  78.0% 22.0% PASS
San Francisco ~ San Francisco  Proposition E grossrcpts  70.6%  29.4% PASS
Rialto San Bernardino MeasureV  on petrol busn  47.1% 52.9% FAIL

*measureisan "excisetax" also includes TOT, parcel tax

Sugared Beverage Taxes

Agency Name County YES% NO%
Richmond ContraCosta  MeasureN 33.1% 66.9% FAIL
H Monte LosAngeles  MeasureH 23.2% 76.8% FAIL
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Property Transfer Tax

A proposal to increase the property transfer tax in Pomona failed. Pomona pursued the ill-advised approach
of placing multiple tax measures on the ballot at once: a hotel tax, a parcel tax (2/3 vote), and this property

transfer tax. All failed.
Property Transfer Taxes
Agency Name County Measure Na Rate

from$1.10to $2.20

YES% NO%
246% 75.4% FAIL

Pomona Los Angeles Measure W

Parcel Taxes and Special Taxes (non-school)

There were 25 parcel taxes including 13 in special districts, ten in cities, and two in counties. Under a state
constitutional provision included in Proposition 13 (1978), parcel taxes require two-thirds supermajority approval.
Ten of 25 measures passed. Among these ten, six extended — but did not increase — existing parcel taxes.

An initiative measure to revise and reduce a fire parcel tax in Newcastle was rejected by voters in that
community. The measure received 61% approval but required two-thirds approval.

City, County and Special District Parcel Taxes (2/3 vote)

Agency Name County Amount Purpose YES% NO%
Vacaville* Solano MeasureL  $58/parcel  general -edend  80.1% 19.9% PASS
Circle XX Community Services District ~Calaveras MeasureD  +$100to$400 roads 783% 21.7% PASS
Santa MonicaMountains Rec Consv Au Los Angeles ~ MeasureHH $24/parcel  open space 76.2% 23.8% PASS
Santa Clara Valley Water District Santa Clara MeasureB  $56/parcel  water -extend 727% 274% PASS
Ross Marin MeasureD  $950/parcel general -extend/rex 72.3%  27.7% PASS
Groveland Community Services District  Tuolumne MeasureG  $70/parcel  EMS-extend 69.4% 30.6% PASS
Piedmont Alameda MeasureY  varies general -extend  68.7% 31.3% PASS
Santa Monica Mountains Rec Consv Au Los Angeles MeasureMM $19/Parcel  open space 68.1% 32.0% PASS
Cayucos Fire Protection District San Luis Obispo MeasureC  $25/parcel Fire/EMS-extend 67.9% 32.1% PASS
Wildomar Riverside MeasureZ  $28/parcel  parks/rec 66.8% 33.2% PASS
M esa Parks Firehouse Community Park A Marin MeasureE  $49/parcel  parks/rec 65.4% 34.6% FAIL
County of Alameda Alameda MeasureAl $12/parcel  zoo 62.7% 37.3% FAIL
Rancho Adobe Fire Protection District ~ Sonoma MeasureZ  +$60/parcel Fire/EMS 62.6% 37.4% FAIL
Petaluma Sonoma MeasureX  $52/parcel  parks/rec 61.1% 38.9% FAIL
Ponmona Los Angeles MeasureX  $37/parcel  Library 60.2% 39.8% FAIL
Berkeley Alameda MeasureO  $0.00779/sqft pools 59.7% 40.4% FAIL
Guadalupe SantaBarbara  Measurel  $20/parcel  libraries 56.5% 435% FAIL
M cCloud Community Services District ~ Siskiyou MeasureQ  $12/parcel  Library 52.7% 47.3% FAIL
Contra Costa County Fire Protection Disi ContraCosta ~ MeasureQ  $75/sfu Fire/EMS 525% 47.6% FAIL
Black M ountain Fire and Emergency Res| Siskiyou MeasureP  $30/parcel  Fire/EMS 50.0% 50.0% FAIL
Spalding Community Services District ~ Lassen MeasureV ~ $70/parcel  Fire/EMS 46.4% 53.6% FAIL
County of B Dorado B Dorado MeasureL  $17.58/parcel Library -extend 44.3% 55.7% FAIL
Laguna Beach Orange MeasureCC  $120/parcel  open space 44.1% 55.9% FAIL
Lassen Community Library District Lassen MeasureW  $28/parcel  Library 42.7% 57.3% FAIL
Indian Wells Riverside MeasureR  $17l/parcel lighting/landscapii 26.8% 73.2% FAIL
Abandoned Vehicle Abatement Taxes
CaliforniaCityFinance.com © 2012 M chael Col eman



Case 12-32118 Filed 02/16/13 Doc 717

Final Results of Local Revenue Measures November 2012 -8- Rev February 6, 2013

Four counties had measures to extend $1 per motor vehicle charges to fund abandoned vehicle abatement
programs. These charges were once imposed by the County Boards of Supervisors as fees without a vote of the
people. The passage of Proposition 26 in 2010 requires voter approval as taxes of any extension of these
charges. All four measures passed.

Abandoned Vehicle Abatement Tax

(Fees prior to Prop26 of 2010) - 2/3 voter approval required
County of Mendocino  MeasureG ~ $l/veh  78.8% 21.2% PASS extend

County of Butte MeasureH $liveh 73.4% 266% PASS extend
County of Calaveras MeasureB  $lUveh 70.9% 29.1% PASS extend
County of Amador MeasureU $lUveh 688% 31.2% PASS extend

General Obligation Bonds

There were seven local general obligation bond measures in three cities and three special districts. The three
passing measures are all in the San Francisco Bay Area. Voters in Berkeley approved a bond for critical drainage
and water quality improvements but turned failed to garner the two-thirds approval needed for a parks
improvement bond. A hospital bond in Fremont and a parks and environmental clean-up bond in San Francisco
also passed.

City, County and Special District Bond M easures (2/3 vote)

Agency Name County Amount YES% NO%
Berkeley Alameda MeasureM  $30million drainage/waterque 73.3%  26.7% PASS
Washington Township Health Care Distri Alameda MeasureZ  $186million hospital 73.0% 27.0% PASS
San Francisco San Francisco Proposition B $195million park/rec/env-clean 72.0%  28.0% PASS
Berkeley Alameda MeasureN  $19.4million park/rec 62.1% 37.9% FAIL
B Medio Fire Protection District Butte M easure M $imillion fire 56.5% 43.5% FAIL
Rio Dell Humboldt M easure J $2million  streets 54.9% 45.1% FAIL
Truckee Donner Recreation and Park Dist Nevada/Placer Measure J $3.52million parks/rec 54.1% 45.9% FAIL
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School Parcel Taxes

School patcel taxes fared better than non-school parcel taxes. The ballot included 25 local school patcel
taxes. Sixteen passed. San Leandro USD’s tax passed by 24 votes after training in the election night tally.
Historically, around four out of five school parcel tax measures are approved.

School Parcel Taxes (2/3 voter approval)

Agency Name County Rate YES% NO%
Berryessa Union School District SantaClara ~ Measure K~ $79parcel ~ 77.3% 22.7% PASS
Arcata Elementary School Distri Humboldt MeasureE  $49parcel  77.3% 22.7% PASS
West Contra Costa Unified Schc ContraCosta Measure G~ 7.2c/sf 747% 254% PASS
Little Lake City USD LosAngeles Measure TT $48/parcel  74.1% 259% PASS
San Francisco Community Colle San Francisco  Proposition A $79/parcel ~ 72.5%  27.5% PASS
West Sonoma County Union Hir Sonoma Measure K  $48/parcel  72.3% 27.7% PASS
Shoreline Unified School Distric Marin/Sonoma. MeasureC ~ $185/parcel  71.5%  28.5% PASS
Sebastopol Union School Distrit Sonoma MeasureO  $76/parcel  71.4% 28.6% PASS
Mill Valley School District Marin MeasureB  $19%/parcel 70.4% 29.6% PASS
Santa BarbaraHementary SO~ SantaBarbara MeasureB  $48/parcel  69.6%  30.4% PASS
Centinela Valley Union High Sct Los Angeles  Measure CL  2c/sf 69.5% 30.5% PASS
Davis Joint Unified School Distr Yolo/Solano  MeasureE ~ $204/parcel  68.9% 31.1% PASS
Santa Barbara Unified SD SantaBarbara Measure A  $45/parcel  68.6% 314% PASS
M artinez Unified School District ContraCosta MeasureC ~ $55/parcel ~ 67.7% 32.3% PASS
Ventura Unified School District Ventura Measure Q  $59/parcel  67.1% 32.9% PASS
San Leandro Unified School Dis Alameda MeasureL  $39parcel  66.8% 33.3% PASS
Pacific Grove Unified School Dis Monterey Measure A  $65/parcel 66.4% 33.6% FAIL
Fort Ross School District Sonoma MeasureL  $48/parcel 65.4% 34.6% FAIL
Contra Costa Community Colleg ContraCosta Measure A $11/parcel 64.8% 35.2% FAIL
Three Rivers School District  Tulare Measure|l  $60/parcel 61.6% 38.4% FAIL
Chabot-Las Positas Community Alameda/Contre Measure | $28/parcel 62.5% 37.5% FAIL
San Bruno Park SD San Mateo MeasureG  $199parcel  585% 41.5% FAIL
W estside Union SD Los Angeles Measure WP $96/parcel 53.6% 46.4% FAIL
M ohave Unified School District Kern MeasureN  $42/parcel 50.4% 49.6% FAIL
Pleasant Ridge Union School Di Nevada MeasureK  $92/parcel 36.7% 63.3% FAIL

Fiscal Referenda

Local voters in effect rejected three citizen advanced measures to overturn or alter existing taxes. The
approval of Measure AA in Huntington Beach validates the city’s taxes extended to the annexed area of Sunset
Beach.

Referenda concerning municipal fees or taxes

Agency Name Rate YES% NO%

Newcastle Fire Protection MeasureK  retain existing tax structure 61.5% 385% FAIL

Huntington Beach MeasureZ  retain PropPropl3 Property Taxrate for 49.6% 50.4% FAIL
employee retirement

Huntington Beach Measure AA retain taxes on annexed Sunset Beach area  84.0%  16.0% PASS
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School Bonds

There were 106 school bond measures on the ballot for a total of over $14.429 billion in bonds. All but one
required 55% approval. Final tabulations show 91 of the measures passed for bonds totaling $13.279 billion,
among these a $2.8 billion bond in San Diego.

School Bond M easures

Agency Name County Amount YES% NO%

Inglewood USD LosAngeles Measure GG $90million 85.9% 14.1% PASS
Oakland Unified School District Alameda Measure J $475million 84.9%  15.1% PASS
Earlimart School District Tulare Measure H $36million 81.3% 18.7% PASS
AlumRock Union School District Santa Clara Measure J $125million 78.8% 21.2% PASS
Pacific Elementary School District Santa Cruz Measure M $0.83million 78.0% 22.0% PASS
Ocean View School District Ventura Measure P $4.2million 77.4% 22.6% PASS
Jefferson Hementary SD San Mateo Measure | $67.5million 76.2% 23.8% PASS
Little Lake City USD Los Angeles Measure EE $18million 75.8% 24.2% PASS
Hueneme Hementary School District Ventura Measure T $19.6million 75.7% 24.3% PASS
M cFarland Unified School District Kern Measure M $25million 752%  24.8% PASS
Arcata Bementary School District Humboldt Measure F $7million 74.8% 25.2% PASS
South Bay Union School District San Diego Proposition Y $26million 743% 25.7% PASS
Soledad Unified School District M onterey Measure C $40million 73.7%  26.3% PASS
Mt. Pleasant School District Santa Clara Measure L $25million 73.6% 26.4% PASS
Jefferson Union High SD San Mateo Measure E $41.9million 735% 26.5% PASS
Mendota Unified School District Fresno Measure M $19million 73.3%  26.7% PASS
Palmdale SD Los Angeles Measure DD $220million 72.8% 27.2% PASS
Washington Unified School District Fresno Measure W $22million 725% 27.5% PASS
Covine-Valley USD Los Angeles Measure CC $129million 72.4% 27.6% PASS
Stockton Unified School District San Joaquin  Measure E $156million 72.1% 28.0% PASS
Whittier Elementary SD LosAngeles MeasureZ $55million 71.9%  28.1% PASS
Bellflower USD Los Angeles Measure BB $79million 71.6% 284% PASS
Delhi Unified School District Merced Measure E $8million 70.8% 29.2% PASS
East Side Union High School District Santa Clara Measure | $120million 70.5% 29.5% PASS
San Jose Unified School District Santa Clara Measure H $290million 70.3% 29.8% PASS
Cerritos CCD LosAngeles Measure G $350million 69.9%  30.1% PASS
San Bernardino City Unified San Bernardino Measure N $250million 69.6%  30.4% PASS
Folsom Cordova Unified School District Sacramento ~ Measure P $68million 69.4% 30.6% PASS
Rancho Santiago Community College Dis Orange Measure Q $198million 69.3%  30.7% PASS
Standard School District Kern Measure Q $11.2million 69.2% 30.8% PASS
Lancaster USD LosAngeles Measurel $63million 68.8% 31.2% PASS
Sacramento City Unified School District Sacramento  Measure Q $346million 68.8% 3L3% PASS
Roseland School District Sonoma Measure N $7million 68.2% 31.8% PASS
Sanger Unified School District Fresno Measure S $50million 68.1% 31.9% PASS
Hemet Unified School District Riverside Measure U $49million 68.0% 32.0% PASS
Santa Monica-Malibu USD Los Angeles Measure ES $385million 67.7% 32.3% PASS
E Camino CCD LosAngeles MeasureE $350million 67.6% 32.4% PASS
Rowland USD Los Angeles/Or Measure R $158.8million 67.6% 32.4% PASS
Somis Union School District Ventura Measure S $9million 67.4% 32.6% PASS
Chula Vista Elementary School District ~ San Diego Proposition E $90million 66.9% 33.1% PASS
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Agency Name County Amount YES% NO%

Pajaro Valley Unified School Dis Santa Cruz/ Mo Measure L $150million 66.7% 33.3% PASS
San Carlos SD San Mateo M easure H $72million 66.7% 33.3% PASS
Sacramento City Unified School Sacramento Measure R $68million 66.6% 334% PASS
Burlingame Elementary SD San Mateo Measure D $56million 66.4% 33.6% PASS
Visalia Unified School District  Tulare Measure E $60.1million 66.1% 33.9% PASS
Oxnard School District Ventura Measure R $90million 65.6% 34.4% PASS
Brawley Hementary SD Imperial Measure S $7.5million 65.3% 34.7% PASS
Gravenstein Union School Distr Sonoma Measure M $6million 65.1% 34.9% PASS
Coachella Valley Unified School Riverside/Imper M easure X $41million 64.6% 354% PASS
Castaic USD LosAngeles Measure QS $51million 64.5% 355% PASS
Caruthers Unified School Distric Fresno Measure C $12million 64.3% 35.7% PASS
Morgan Hill Unified School Dist Santa Clara MeasureG  $198.25million 64.0% 36.0% PASS
Panama-Buena Vista Union SchiKern Measure P $147million 63.7% 36.3% PASS
West Contra Costa Unified Schc ContraCosta  Measure E $360million 63.5% 36.5% FPASS
Redondo Beach USD LosAngeles Measure Q $63million 63.4% 36.7% PASS
Chico Unified School District ~ Butte Measure E $78million 63.3% 36.7% PASS
Temple City USD LosAngeles MeasureS  $128.8million 63.1% 36.9% PASS
Temecula Valley Unified School Riverside Measure Y $165million 63.0% 37.0% PASS
Escalon Unified School District San Joaquin ~ Measure B $195million 63.0% 37.0% PASS
Nuview Union School District ~ Riverside Measure V $4million 63.0% 37.0% PASS
Chaffey Joint Union High Schoc San Bernardino Measure P $848million 62.9% 37.1% PASS
Solano Community College Dist Yolo/Solano ~ Measure Q $348million 62.3% 37.7% PASS
Wilmar Union School District  Sonoma Measure P $4million 62.3% 37.7% PASS
Alvord Unified School District Riverside M easure W $79million 61.8% 38.2% PASS
Antioch Unified School District ContraCosta Measure B $56.5million 61.6% 38.5% PASS
Westside Union SD LosAngeles MeasureWR $185million 61.4% 38.6% PASS
Kings Canyon Joint Unified Sch Fresno/Tulare M easure K $40million 60.8%  39.2% PASS
Wheatland Union High School [ Yuba Measure U $9million 60.8% 39.2% PASS
San Diego Unified School Distrii San Diego Proposition Z  $2800million 60.3% 39.8% PASS
La Habra City School District ~ Orange Measure O $31million 60.2% 39.8% PASS
Fortuna High School District ~ Humboldt Measure D $10million 60.0% 40.0% PASS
Perris Union High School Distric Riverside Measure T $15342million 59.5% 40.5% PASS
Spreckels Union School District M onterey Measure B $7million 59.0% 41.0% PASS
Tustin Unified School District  Orange Measure S $135million 58.8% 41.2% PASS
San Juan Unified School District Sacramento ~ Measure N $350million 58.3%  41.7% PASS
St. Helena Unified School Distrit Napa Measure C $30million 57.6% 42.4% PASS
Templeton Unified School Distri San Luis Obispc M easure H $35million 57.3% 42.7% PASS
Lindsay Unified School District Tulare Measure L $16million 57.1% 42.9% PASS
West Hills Community College [ Fresno/Kings MeasureL  $12.655million 56.8%  43.2% PASS
Ripon Unified School District ~ San Joaquin ~ Measure G $25.2million 56.6% 434% PASS
Grossmont-Cuyamaca Communi San Diego Proposition V. $398million 56.5% 43.5% PASS
Cajon Valley Union School Disti San Diego Proposition C ~ $88.4million 56.4% 43.6% PASS
Weaver Union School District M erced Measure G $9million 56.1% 43.9% PASS
Coast Community College Distri Orange Measure M $698million 56.0% 44.1% PASS

CaliforniaCityFinance.com
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School Bond M easures (continued)

Agency Name County Amount YES% NO%
Anderson Union High School District ~ Shasta Measure C $12.3million 55.9% 44.1% PASS
Lynwood USD LosAngeles MeasureK $93million 55.7% 44.3% PASS
San Dieguito Union High School District San Diego Proposition A2 $449million 555% 445% PASS
Sonora Union High School District Tuolumne Measure J $23million 55.3% 44.8% PASS
Dehesa School District San Diego Proposition D $3million 55.2% 44.8% PASS
San Ramon Valley Unified School District ContraCosta M easure D $260million 55.2% 44.8% PASS
Summerville Union High School District  Tuolunne Measure H $8million 55.1% 45.0% PASS
MiraCosta Community College District ~ San Diego Proposition EE  $497million 54.8% 45.2% FAIL
Del Mar Union School District San Diego Proposition CC  $76.8million 54.3% 45.7% FAIL
Ocean View School District Orange M easure P $198million  53.9% 46.1% FAIL
Willows Unified School District Genn Measure P $14.7million 53.8% 46.2% FAIL
Yucaipa-Calimesa Joint Unified School Di Riverside/SanB¢ M easure O $98million  50.6% 49.4% FAIL
Fountain Valley School District Orange Measure N $235million  49.8% 50.2% FAIL
Ramona Unified School District San Diego Proposition R $66million  49.5% 50.5% FAIL
Porterville Unified School District Tulare Measure J $90million  48.6% 51.4% FAIL
Butteville Union School District Siskiyou Measure R $35million  46.3% 53.7% FAIL
Santa Ynez Valley High SD SantaBarbara Measure L $19.84million  46.2% 53.8% FAIL
Knightsen Elementary School District ~ ContraCosta Measure H $3million 45.1% 54.9% FAIL
College SD Santa Barbara Measure K $12million 44.1% 55.9% FAIL
Mountain Empire Unified School District San Diego Proposition G $30.8million  43.9% 56.1% FAIL
Bk Hills School District (114 voters) Kern Measure O $6.2million  43.0% 57.0% FAIL
Gridley Unified School District Butte Measure G $11million 36.7% 63.3% FAIL

CaliforniaCityFinance.com © 2012 M chael Col eman
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Other Measures of Interest re: Local Government Finance and Governance

Appointed City Clerk, Treasurer, Administrator

There were ten proposals to make clerk or treasutrer/auditor offices to professional appointments of the
agency elected governing board.

Appointed City Clerk / City Treasurer / etc.

Agency Name YES% NO%

County of Yolo MeasureH Appt/Consolid Auditor/Control 65.8%  34.2% PASS
Chico MeasureL  appt clerk 64.4% 356% PASS
Sutter Creek Measure T  appt clerk 614% 386% PASS
Exeter MeasureN  appt clerk 525% 47.5% PASS
Exeter MeasureO  appt treasurer 495% 505% FAIL
Lincoln MeasureH  appt treasurer 484% 51.6% FAIL
Concord MeasureJ  appt treasurer 471% 52.9% FAIL
County of San Mateo  MeasureC  appt controller 405% 59.5% FAIL
Taft MeasureS  appt clerk 30.3% 69.7% FAIL
County of Los Angeles MeasureA  Appt Assessor - Advisory 2.3% 77.8% FAIL

Charter Cities

Voters in three cities considered becoming charter cities.

Charter City

City YES% NO%
Escondido Proposition P 47.1% 52.9% FAIL
CostaMesa MeasureV — 40.7% 59.3% FAIL
Gover Beach Measure | 502% 49.8% PASS

Local Ballot Box Reaction to Citizens United

Five local measures were approved declaring that corporations are not persons. The Richmond measure
reads: “Should Richmond’s congressional representatives be instructed to propose, and Richmond’s state
legislators instructed to ratify, an amendment to the United States Constitution to provide that corporations are
not entitled to the Constitutional rights of real people, and that there should be limits on all spending in political
campaigns, including ballot measures and "independent” expenditures?”’

Corporations are Not Persons

Agency Name YES% NO%

Chico MeasureK  58.1% 41.9% PASS
Arcata MeasureH 81.6% 18.4% PASS
Richmond MeasureP  72.4% 27.6% PASS
San Francisco Proposition G 80.7%  19.3% PASS

County of Mendocino  MeasureF  733% 26.7% PASS

CaliforniaCityFinance.com © 2012 M chael Col eman
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Observations

At the local government level, voters can usually connect the direct consequences of the passage or failure of
a tax measure to specific public services or facilities — rather than just dollar values. This confidence and
understanding in what the money will do is essential to passing a measure. By contrast, a source of the failure of
many statewide tax measures has been voter uncertainty about what the funds will truly be used for, that the
government has done reasonably the best it can with the revenues it already receives, and what the consequences
are of passage or failure in terms of specific important public services and facilities.

The success of most city majority vote general purpose tax proposals in this election demonstrates this. Most
of the successful city or county measures were majority vote general purpose taxes in cities where a majority of
the voters were apparently confident that the money is necessary and trusted their local elected leaders to use it
well. They had seen enough of the city’s efforts to balance their budgets with existing resources and believed
those efforts were sincere and that the additional tax revenue is necessary and worth paying,

On the other hand, very few non-school super-majority taxes are passing these days except for extensions of
existing taxes.

But supermajority vote parcel taxes for schools continue to pass — about two out of three succeed —
consistent with what we have seen historically. As for school bonds, 91 of 106 bond measures passed, slightly
exceeding historic passage rates.

kkkkkkkkhkkkk

For more information: Michael Coleman 530-758-3952. coleman@munil.com

Source: County elections offices.
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BEST PRACTICE
The Public Finance Officers Role in Sustainability (Revised) (BUDGET) (2002, 2012)

Background. Sustainability means “meeting the needs of the present without compromising the ability of future
generations to meet their own needs.”' The International Council for Local Environmental Initiatives (ICLEI), an
international association of local governments for sustainable practices, identifies three interrelated bases of

sustainability: environment, social equity, and economic (see Exhibit 1). _ :
ICLEI asserts that to act sustainably is to balance the aims of these bases Exhibit 1 —The Three Pillars of
with the need to use resources efficiently." Sustainability

Acting in a sustainable manner is in the interest of all local governments.
However, it is often unclear whether a specific decision or set of Socal
decisions can be considered “sustainable.” This can present a particular
challenge when it comes to public finance.

Sustainable

Recommendation. The Government Finance Officers Association
(GFOA) recommends that finance officers take an active role in their
governments’ efforts to think and act sustainably. Below are a number of
tasks that the finance officer can undertake to support sustainability.

Helping to Define “Sustainability.” Each government should define “sustainability” for itself. Some
governments may emphasize one of ICLEI’s three bases over the others or emphasize particular elements within a
base. The objective is to reach a shared understanding of what sustainability means, while providing a definition
that is specific enough to apply to a given project, program, or policy. Governments should also clarify whether
their definition of sustainability applies only to the organization or to the community that the government serves.
Of course, a broader definition will be more challenging to implement and will have different implications for
which strategies are selected. The finance officer can contribute to this conversation by highlighting the need to
balance the aims of environmental, social, and economic sustainability with the need to use resources efficiently.

In particular, the finance officer should suggest a definition for “financial sustainability,” which can support the
imperative to use resources efficiently. A starting point for the definition of financial sustainability is “a
government’s ability to manage its finances so it can meet its spending commitments, both now and in the future,
and whether “it ensures future generations of taxpayers do not face an unmanageable bill for government services
provided to the current generation.”" The finance officer should facilitate a discussion of what it means to be
financially sustainable, with the objective of arriving at a set of principles that elected and appointed officials both
agree to." These principles serve as the starting point for developing more detailed policies and are the basis for
evaluating financial decisions.
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Reporting. Once a definition of sustainability has been established, the finance officer should develop reporting
methods that encompass environmental, social, and economic concerns. The objective is to help decision-makers
better understand the implications of their decisions by developing salient measures of sustainability and

demonstrating the impact of decisions on those
measures (see Exhibit 2 for examples). Trends and
the projected long-term disposition of these
measures should be reviewed as part of the
planning and budgeting process in order to assess
the effectiveness of existing programs and to
highlight where greater efforts may be needed.

Exhibit 2 - Examples of Sustainability Measures”
Environmental

e Waste: Trends in recycling, refuse, and yard waste.
e Water: Water consumption

e Transportation: Public transit ridership

Economic

o Personal income: Personal income per capita

e Unemployment: Unemployment rate

o Competitiveness: Third-party reports that rank the region
Social

o Safety and security: Crime statistics

¢ Education: Degree attainment levels of citizens

o Health and wellness: Infant mortality & blood lead levels

Analyzing Return on Investment. The finance
officer should develop systems to analyze the
return on investment (ROI) on projects/programs.
This includes mechanisms that articulate less
tangible benefits or costs that are difficult to
translate into real dollar impacts (e.g., impacts
made on measures of environmental, economic,

and/or social sustainability), but that still highlights the real-dollar short, medium, and long-term affordability of
an investment. The ROI analysis should highlight projects with material intangible benefits or costs. This will
help decision-makers come to a more informed choice about the potential investment, based not just on the hard-
dollar impact, but also on balancing competing goals.

Importantly, the application of ROI analysis should not be limited to capital projects. It could, for example, be
applied to evaluating a tax change or a new fee intended to change certain behaviors on the part of constituents.
Hence, the finance officer must both acclimate the organization to applying ROI analysis more broadly and
develop ROI tools that are adaptable to different circumstances.

Finally, beyond just calculating an expected ROI, the finance officer should develop a monitoring system to
determine if the ROI is actually being achieved. If not, then the program should be modified or cancelled so that
its resources can be used more productively elsewhere.

Integrate sustainability goals into planning and budgeting. Sustainability goals should be fully integrated into
the planning and budgeting process. Specific actions that should be taken include:

e Promote the consideration of full lifecycle costs in making investment decisions. Full lifecycle costing
considers the affordability of an investment over the short, medium, and long term, from initial
acquisition to disposal. For example, a more efficient technology may cost more up-front, but have a
better long-term ROI. Lifecycle costing should be applied to both capital and operating investments.

e Promote preventative investments. The budgeting system should encourage decisions that prevent
outcomes that negatively impact sustainability goals. Often, the alternative to a preventative investment is
more expensive, after-the-fact mitigation.

e Supplement budgeting with methods to systematically improve efficiency. Waste in business processes
often translates to environmental and financial waste. The budget process is not the ideal forum for
systematically identifying efficiency opportunities. The finance officer can promote process improvement
methods that take place outside of budgeting, but that will ultimately have a positive impact on the
budget.

o Create the right incentives. Promote budget policies to encourage departments to invest in efficiency. For
example, a policy that rewards departments for reducing energy consumption will provide a better
incentive than one that immediately turns the savings over to central control (e.g., allow the department
to invest its first year energy savings in a short-term project).

e Promote analysis of intergenerational equity and socio-economic equity in capital investment and
financing. Make sure the capital improvement planning process takes into account issues such as
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balancing investments between different geographic areas of the community and when a capital asset is
paid for versus when it is consumed.

o Integrate resiliency into capital project evaluations. Resilient systems “reduce the probabilities of failure,
the consequences of failure (such as deaths and injuries, physical damage, and negative economic and
social effects); and the time for recovery.”" Hence, the objective of a capital planning system should be
to maximize an asset’s resistance to extreme events and minimize the time required for recovery (while,
of course, balancing against costs). Resiliency complements sustainability because a resilient asset will be
better positioned to serve future generations of constituents than a non-resilient one.

e Regularly update long-range financial plans and forecasts. Long-range financial plans and forecasts are
an important tool for ensuring that a government’s cost structure and service strategies are economically
and financially sustainable and should be updated on a regular basis.

" This quote is derived from the work of the United Nation’s “Brundtland Commission,” which issued a report that advanced
the use of this definition in 1987.

" Visit www.iclei.org

" Derived from work performed by Local Government Association of South Australia.

" Finance officers may consult the GFOA whitepaper “Characteristics of a Financially Resilient Government” for examples
of characteristics of a financially resilient system, many of which would translate easily to a discussion on sustainability.

v Examples adapted from an article by Timothy F. Slaper and Tanya J. Hill (“The Triple Bottom Line: What is it and How
Does it Work” in the Spring 2011 issue of Indiana Business Review. The authors had taken their examples from a report
developed by the City of Grand Rapids, Michigan.

' Kathleen Tierney and Michael Bruneau, “Conceptualizing and Measuring Resilience: A Key to Disaster Loss Reduction,”
TR News, May-June 2007.

Approved by the GFOA’s Executive Board, January, 2012.
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BEST PRACTICE

Improving the Timeliness of Financial Reports (2008) (CAAFR)

Background. Financial reports are intended to meet the needs of decision makers. Accordingly, timeliness was
identified as one of the characteristics of information in financial reporting in Concepts Statement No. 1 of the
Governmental Accounting Standards Board (GASB), Objectives of Financial Reporting. To accomplish this
objective, financial reports must be available in time to inform decision making. Therefore, financial reports
should be published as soon as possible after the end of the reporting period.

Timely financial reporting cannot be reduced to a well managed “busy season,” but rather requires careful, year-
long planning and monitoring® (e.g., data processing, audit field work). Sometimes the need for timeliness has to
be balanced against the need for reliability, which also was identified as one of the characteristics of information
in financial reporting identified in GASB Concepts Statement No. 1. While governments certainly should not
sacrifice reliability for timeliness, minor gains in precision ought not to be purchased at the price of indefinite
delay (e.g., accounting estimates).

Legislative deadlines for submitting financial statements should be viewed as a minimum standard rather than as
an ideal objective. The same holds true for the submission deadlines used by various award programs such as
theGFOA'’s Certificate of Achievement for Excellence in Financial Reporting Program.

The additional cost of more timely financial reporting (e.g., additional staff and overtime) also needs to be
considered. As always, the cost to be incurred should never exceed the benefits anticipated.

Recommendations. The Government Finance Officers Association (GFOA) makes the following
recommendations about ways to improve the timeliness of financial reports for governmental entities.

1. Recording activity throughout the year

a.  Transactions processing. A government should undertake a process at least quarterly to ensure the ongoing
completeness and accuracy of the data it collects. This process should include appropriate reconciliations to
identify needed adjustments, as well as financial analysis of interim management reports to identify anomalous or
incomplete data that may need to be corrected. This verification process should be particularly useful in
identifying amounts that will need to be estimated as part of the annual verification process so that the data
needed to make those estimates at year end can be collected throughout the period. Also, this process should
facilitate the recording of certain items, for example, capital assets, throughout the year rather than after the fiscal
year has ended.

! Such a year-long process can help a government avoid material auditor-identified adjustments that Statement on Auditing
Standards No. 112, Communicating Internal Control Matters Identified in an Audit, would require to be reported as a
significant deficiency or a material weakness. Refer to the GFOA recommended practice on Mitigating the Negative Effects
of Statement on Auditing Standards No. 112.
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b.  Accounting policies and procedures. The government’s documented accounting policies and procedures
should 1) identify those items that may need to be estimated® and 2) set forth the specific steps (including
significant assumptions) to be followed in preparing each different kind of estimate. The procedures should
specifically address whether each of these items is to be handled during the year, as part of the initial year end
closing process, or in the adjustment and analysis process immediately prior to the final year end closing process.

2. Closing and financial statement preparation processing

a.  The annual closing process. The initial annual close normally occurs within a week to ten days following
the end of the period. To avoid delays, all items related to budgetary expenditures (e.g., purchase orders) should
be recorded by the end of the period (with exceptions being made only for highly unusual items like natural
disasters and major information systems failures).

b.  Component Units. When a government includes component units (either blended or discretely presented) as
part of its financial reporting entity, there needs to be early and ongoing communication with those units to ensure
that the government receives all of the information it needs to include them in its own report without delaying its
issuance. Experience appears to demonstrate that there is no substitute for one or more face-to-face meetings for
this purpose, although ongoing updates normally can be managed effectively by e-mail, telephone, or FAX.

C. Unforeseen circumstances. The financial report preparation process and the independent audit may identify
items that could affect the amounts reported in the financial statements (e.g., lawsuits; legal or contractual
violations that include a monetary penalty; instances of potential or actual fraud or abuse). Considerable time
may be needed to definitively resolve such items. In such cases, the inherent uncertainty should not unduly delay
the financial report preparation process and the independent audit. Accordingly, it often is better to proceed with
the issuance of the financial statements based upon estimates, rather than to delay their issuance.

3. Implementation of new accounting standards

a. Facilitating implementation of new accounting standards. To ensure that accounting standards are
implemented by their mandated effective date a government should monitor the issuance of final guidance from
the Governmental Accounting Standards Board (GASB). Upon issuance of such guidance, a government should
determine the fiscal year by which the guidance must be implemented and when steps to implement the guidance
should be scheduled prior to and during the year of implementation as well as during the financial statement
preparation process. To the extent practical, governments should attempt to implement the guidance by at least the
period before implementation is mandated.

4, Financial report format and distribution

a. Electronic distribution. To save time and avoid potential delays, the government should initially distribute
its financial report electronically (e.g., posting on website, e-mailing an electronic file, or mailing a CD-ROM).

5. Contracting for professional services

a.  Audit procurement.® The request for proposal (RFP) for the services of an independent auditor should
specify a public release date for the financial statements.

b.  Contracts for professional services other than auditing. RFPs for nonaudit services that have a bearing on
the financial statements (e.g., actuarial services) should specify the public release date of the financial statements
and expressly mention that those services need to be completed in time to allow the government to meet that
deadline.

Approved by the GFOA’s Executive Board, February 22, 2008.

2 Examples would include items related to derived tax revenues (e.g., sales and income taxes), uncollectible accounts, claims
and judgments, the liability for landfill closure and postclosure care costs, and pollution remediation obligations.
¥ See GFOA’s best practice on Audit Procurement.
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March 15, 2012

Mr. John Luebberke

City Attorney

Office of the City Attorney
City Hall

425 North El Dorado Street
Stockton, CA 95202-1997

Re: Intention to Conditionally Participate in Neutral Evaluation Process

Dear Mr. Luebberke:

The City of Stockton (the “City”) has identified National Public Finance Guarantee Corp
(‘‘I‘»Ia&tionai”}l as an “interested party” in its Notice of the Initiation of the Neutral Evaluation
Process dated February 29, 2012 (the “506 Notice™) and pursuant to California Government
Code sections 53760 through 53760.7 (the “Act”). National hereby notifies the City of its
intention to participate as an “interested party” (as defined in the Act) in the City’s neutral
evaluation process (the “506 Process”) to be conducted under the Act, subject to the terms and
conditions set forth below.

National reserves all of its rights and remedies with respect to the payment of any and all
debt that National insures related to the City and explicitly disclaims any express or implied legal
or contractual obligation under the Act, the 506 Notice or otherwise to adjust, reduce,
compromise or otherwise modify the terms and conditions of such debt. National’s participation
in the 506 Process is not, and shall not be construed as, a waiver of any such rights or remedies.
Specifically and without limitation, on March 7, 2012, National directed Wells Fargo Bank,
National Association, the Indenture Trustee for the Stockton Public Financing Authority Lease
Revenue Bonds, Series 2004 (Parking and Capital Projects), which are insured by National, to
commence an unlawful detainer action against the City in the Superior Court of the State of
California, County of San Joaquin (the “Action”). National intends to direct the Trustee to
pursue the Action and other remedies against the City, notwithstanding National’s participation
in the 506 Process.

! National, a stock insurance corporation duly organized and existing under the laws of the State
of New York, is successor in interest to MBIA Insurance Corp. (“MBIA™), pursuant to a Quota
Share Reinsurance Agreement, effective as of January 1, 2009. Pursuant to that certain
Reinsurance Agreement, effective as of September 30, 2008, by and between Financial Guaranty
Insurance Company (“FGIC™) and MBIA, National, as successor in interest to MBIA, now acts
on behalf of FGIC with respect to certain of the debt that National insures related to the City.
BE natignal

public finance
L L guaraniee

Nationat Putiic Finance Guaranies Corporation 1138 King Street, Armonk, NY 10504 1-814-765-3383  www.nationaipig.com

AB506 CONFIDENTIAL NPFG00001545
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National also reserves all of its rights and remedies in connection with any obligations or
requirements that are or may purport to be imposed on National under the Act, the 506 Notice or
pursuant to the 506 Process. Specifically, National will not provide any documentation,
including, but not limited to, documentation that may be requested by any party pursuant to
Sections 53760.1(d) and/or Section 53760.3(k) of the Act, that National in its sole discretion
deems to be privileged, sensitive business information, or otherwise confidential. National will
also not be bound by the provisions of Section 53760.3(q) of the Act to the extent that disclosure
of documents or information received by National in connection with the 506 Process is required
by law or in connection with any legal proceedings or otherwise requested by or required to be
produced to, any governmental agency, regulatory authority (including, any self-regulatory
organization claiming to have jurisdiction) any insurance regulatory examiner, or any statistical
rating organization or similar body or other reinsurers of debt related to the City.

National expressly disclaims any obligation or liability for the payment of any costs or
expenses under Section 53760.3(s) of the Act or otherwise in connection with the 506 Notice, the
Act or pursuant to the 506 Process or otherwise. National reserves all of its rights to indemnity
and reimbursement for costs and expenses, including, without limitation, costs and expenses of
its outside counsel, pursuant to any applicable law or agreements.

National reserves all of its rights and remedies with respect to the 506 Process, including,
without limitation, interpretation of the terms, requirements and provisions of the Act and
implementation of the neutral evaluation process contemplated thereunder.

National reserves all of its rights and remedies under federal bankruptcy law, including
but not limited to its rights to challenge the eligibility of the City to be a debtor under 11 U.S.C.
Section 109(c).

In addition to the above, National further reserves all of its rights and remedies,
including, but not limited to, all rights and remedies under any of the relevant indentures,
documents or insurance policies and agreements related to any and all debt that National insures
related to the City, and any other rights and remedies available at law or in equity now or in the
future.

National’s participation in-the 506 Process pursuant to the 506 Notice and the Act shall
be deemed acceptance by the City of the above terms and conditions.

Sincerely yours,

///wf -

Name: Matthew Cohn
Title: Director

cc: Lawrence A, Larose, Esq.
Winston & Strawn LLP

NY:1383974.5

AB506 CONFIDENTIAL NPFG00001546
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Peter Mixon December 5, 2012
Sacramento, CA
Page 1
1 UNI TED STATES BANKRUPTCY COURT
2 EASTERN DI STRI CT
3 SACRAMENTO DI VI SI ON
4 In re:
5 CITY OF STOCKTON, CALI FORNI A, No. 12-32118
6 Debt or. Chapter 9
7 /
8
9 Deposi tion of
10 PETER M XON
11 (Cal PERS Person Most Know edgeabl e)
12 Wednesday, Decenber 5, 2012
13
14
15
16 Reported by:
17 SANDRA BUNCH VANDER POL, RMR, CRR, CSR #3032
18 Real ti me Systens Adm nistrator credential ed
19 Fel | ow, Acadeny of Professional Reporters
20 Job No. 39772
21
A e I
23
24 ALDERSON REPORTI NG
25 1- 800- FOR- DEPO

Alderson Reporting Company
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Peter Mixon December 5, 2012
Sacramento, CA
Page 46
1 seek state approval of those policies?
2 A. | don't understand your question.
3 Q. Is there a process by which Cal PERS nust
4 seek state approval prior to enacting certain policy?
5 MR. RYAN: Object to the form Qutside the
6 scope. Vague and anbi guous. Assunes facts.
7 THE WTNESS: It -- you know, | think the
8 answer is, it depends.
9 But the structure of Cal PERS is such that it
10 i's governed by a 13-nenber Board of Adm nistration
11 that is -- has independent authority of, for exanple,
12 of the governor's office. And that -- and I wll --
13 I think I will end this by saying that's all laid out
14 in the Constitution of the State of California, our
15 governing statutes, other statutes that apply to
16 Cal PERS.
17 So if you -- if you' re going to start asking
18 me questions like, well, how does all this work, and
19 what are the -- what are those duties, and what are
20 the rules that govern the system | nean, ny answer
21 Is going to be, look, let's get the statutes out and
22 take a | ook. Because we have a whol e book just of
23 statutes that just govern the system
24 MR. NEAL: [|I'mnot going to do that to
25 you --

Alderson Reporting Company
1-800-FOR-DEPO
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Peter Mixon December 5, 2012
Sacramento, CA
Page 47
1 MR. RYAN: Thank you, Guy.
2 MR. NEAL: -- or to anyone in this room
3 THE WTNESS: | will take ny coat off and
4 roll up your sleeves. |'msure you have a | aw
5 i brary here somewhere.
6 BY MR. NEAL:
7 Q I would like, however, to understand the
8 pyram d, so to speak, of the regulations, the rules
9 by whi ch Cal PERS operates in broad terns.
10 So |l et nme go back and say you pointed out
11 to -- you pointed to the State Constitution, correct?
12 A. Yes.
13 Q And there are --
14 A. There are provisions in the State
15 Constitution that apply to Cal PERS, yes.
16 Q And there are provisions in state |aw,
17 correct?
18 A. Yes.
19 Q And then are there regul ations?
20 A. Yeah. The Cal PERS Board of Adm nistration
21 has authority to adopt regulations that pertain to
22 the adm nistration of the system
23 Q And then there are policies, correct?
24 A. Yes. The board has adopted policies that
25 pertain to the adm nistration of the system yes.

Alderson Reporting Company
1-800-FOR-DEPO
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Peter Mixon December 5, 2012
Sacramento, CA
Page 48
1 Q. Is there anything else that woul dn't be
2 covered in those four buckets we just articul ated?
3 A. | think -- you know, there are notions or
4 resol utions that the board has adopted and passed
5 that wouldn't necessarily be reflected in policies.
6 Q Is there anything el se?
7 MR. RYAN: Obj ection.
8 THE W TNESS: Yeah, | nean --
9 MR. RYAN: Calls for specul ation.
10 THE WTNESS: Not as | sit here right now.
11 | mean, anything else what? You nean actions on the
12 part of the systenf
13 BY MR. NEAL: X
14 Q No. Anything else that would govern the
15 operations and authority --
16 A. Ch.
17 Q -- of the system
18 MR. RYAN: Qutside the scope.
19 THE W TNESS: Yeah, | nean, there's a whole
20 host of laws that apply to the California Public
21 Empl oyees Retirenent System
22 BY MR. NEAL:
23 Q Under stood. And you nentioned those as
24 st at utes.
25 A. It's not just the statutes that | -- that |
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1 have identified.
2 Q. But they are statutes? That's -- |'mjust
3 tal king broadly. |1'mnot tal king about specific
4 laws. | wouldn't ask you to identify every |aw.
5 A. Yeah. Yeah. | nmean, | think that there
6 are -- for example, the due process clause of the --
7 Q Ri ght .
8 A. -- United States Constitution applies to us.
9 We have to give due process to our nenbers.
10 Q No, | --
11 A. Part of my job is -- I'"mlaughing because
12 there's just so nmuch.
13 Q I know there is so much.
14 A. You have no idea of the breadth of |aw that
15 | have to deal with in advising ny client, which is
16 one of the things that nakes ny job interesting.
17 Q Are there -- we tal ked about constitution
18 state and federal, statutes, regulations, policy,
19 resolutions. 1Is there -- are there guidelines
20 internal at Cal PERS? |Is there a manual at Cal PERS?
21 A. We have many manual s, many, many poli cies,
22 and many, many procedures.
23 Q Okay.
24 MR. RYAN: We have been going al npost an
25 hour. Do you want to take a break soon, or are you
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1 al nost done with this Iine? Wenever is a good
2 | ogi cal stopping point for you.
3 How are you doi ng?
4 THE WTNESS: I'mfine. [|I'mfine.
5 MR. RYAN: Court reporter, are you
6 all right?
7 THE REPORTER: ['m fine.
8 MR. NEAL: Yes. Wiy don't we -- why don't
9 we take a ten-m nute break.
10 MR. RYAN: Okay.
11 THE WTNESS: That's fine with ne.
12 (Recess taken at 10:46 a.m Back on the
13 record at 11:00 a. m)
14 BY MR. NEAL:
15 Q M. Mxon, | want to go back to Exhibit 518,
16 whi ch you still have in front of you.
17 A. Yes, | do.
18 Q I would ask you to turn to page 14. And,
19 sir, there's only one sentence in this entire
20 docunent | want to ask you about, and that's the
21 sentence before heading B, "Nonvested Rights."
22 And the sentence is, "Finally, there remins
23 a question as to whether vested rights may be
24 consensual ly nodified through collective bargaining
25 wi t hout of fending the contracts cl ause.”
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1 Do you see that?
2 A. | see the sentence.
3 Q. If the City of Stockton bargained for a
4 reducti on of pension benefits for current enpl oyees,
5 woul d Cal PERS be willing to adm nister such a plan?
6 MR. RYAN: Cbjection. Calls for
7 specul ati on. Assunes facts.

8 You don't have to answer. |It's speculative.
9 THE W TNESS: Yeah, | nean, | wouldn't want
10 to give a definitive answer because there are so many

11 vari abl es there.

12 Cal PERS is charged with adm nistering the
13 plan consistent with the statutes and other rules

14 that govern its operations.

15 BY MR. NEAL:

16 Q So Cal PERS coul d take the position that such
17 a plan would be inconsistent with those statutes and
18 ot her rules that govern its operations?

19 MR. RYAN: Objection. It calls for

20 specul ati on.

21 THE W TNESS: Yeah.

22 MR. RYAN: Assunmes facts. | don't want the
23 Wi t ness specul ati ng about sonething that has not

24 actual ly happened.

25 THE W TNESS: Yeah, |I'mnot going to
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1 specul at e.
2 BY MR. NEAL:
3 Q Do you know of anything prohibiting Cal PERS
4 from adm ni stering such a nodified plan; any |aw, any
5 policy, any guidelines?
6 MR. RYAN: Object to the form Specul ation.
7 Qutside the scope. Calls for a |legal conclusion.
8 THE W TNESS: Yeah, | think you're asking ne
9 for ny legal opinion. And if | was presented with a
10 actual situation, then I would want to, you know,
11 performny professional duties to ny client and give
12 it advice. But | don't think it's appropriate for me
13 really to give legal advice as part of this
14 proceedi ng.
15 I would want to advise ny client, which is
16 my job, based on, you know, ny expertise and ny
17 skills. And that's what | would do.
18 BY MR. NEAL:
19 Q To your know edge, has a city ever bargai ned
20 for a reduction of pension benefits for current
21 enpl oyees and had Cal PERS adm ni ster such a plan?
22 MR. RYAN: Object to the form Qutside the
23 scope.
24 And |"mreading the transcript. It has "the
25 City." So we're referring to Stockton? O a city?
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1 MR. NEAL: | m sspoke. Let ne repeat ny
2 questi on.
3 Q. To your know edge, has a city ever bargai ned
4 for a reduction of pension benefits for current
5 enpl oyees and had Cal PERS adm ni ster such a plan?
6 MR. RYAN: Object to the form Qutside the
7 scope.
8 THE W TNESS: Yeah, not -- not that |I'm
9 aware of. | don't recall
10 BY MR. NEAL:
11 Q Has Cal PERS ever consi dered whether it would
12 adm nister a plan that contained a bargain for a set
13 of reductions for current enployees?
14 MR. RYAN: Objection. Qutside the scope.
15 Calls for speculation. Assunes facts. |Inconplete
16 hypot hetical. |'mnot --
17 THE W TNESS: Yeah, I'mnot -- as | sit
18 here, | don't recall. |1'mnot aware of that.
19 MR. RYAN: And | would also just belatedly
20 object, to the extent it calls for a |egal analysis.
21 Attorney-client privileged information as well.
22 BY MR. NEAL:
23 Q Related to ny prior question -- and your
24 obj ections can be -- remain standing -- has Cal PERS
25 ever considered what kinds of reductions it would be
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1 willing to adm nister?
2 MR. RYAN: Sane objections.
3 MR. NEAL: Let nme restate.
4 Q. Has Cal PERS ever consi dered what ki nd of
5 reductions in a pension plan for current enpl oyees it
6 woul d be willing to consider?
7 MR. RYAN: Sane objections.
8 THE WTNESS: |I'mreally not sure about what
9 t hat neans, "Cal PERS consider.” But if you're asking
10 whet her the -- | don't -- | don't understand the
11 questi on.
12 BY MR. NEAL:
13 Q Al right. Let nme --
14 A. You nean, in our mnds have we ever thought
15 of that? | nean, it's kind of a weird question.
16 Q " m Il ooking for specific instances --
17 A Okay.
18 Q -- in which Cal PERS has addressed -- for
19 i nstance, let nme give you an exanple, a plan that had
20 no COLAs or very reduced COLAs; a plan that capped
21 pl ans at $100, 000.
22 Any alternative to plans that may be
23 provi ded under the, | guess, still existing pension
24 | aw or what may exi st under the Public Enployees
25 Pensi on Ref orm Act?
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1 MR. RYAN: Sane objections.
2 THE W TNESS: Yeah, I'"'mnot -- | don't know.
3 " m not aware of any specific instances where a
4 particular city proposed reducing benefits to active
5 enpl oyees as part of the Cal PERS system
6 BY MR. NEAL:
7 Q Do you know if any city has considered doing
8 so and sought to inplenment such a plan outside of the
9 Cal PERS syst enf
10 MR. RYAN: Objection. Qutside the scope.
11 THE WTNESS: | have no idea. | don't know.
12 BY MR. NEAL:
13 Q | want to turn to CaIPERS'g i nvol venent in
14 the City of Stockton AB 506 process.
15 A. Yes.
16 Q Do you understand what | mean by the "City
17 of Stockton's AB 506 process"?
18 A. The prepetition nmediation process.
19 Q Before we address the AB 506 process, are
20 you aware of any communi cations that Cal PERS has had
21 with the City of Stockton predating AB 506 relating
22 to a potential nodification or restructuring of its
23 CalPERS liability?
24 A Yeah. As | sit here, I'mnot aware, no.
25 Q Di d Cal PERS receive notice of Stockton's
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1 CERTI FI CATE OF REPORTER
2 |, SANDRA BUNCH VANDER POL, a Certified
3 Short hand Reporter, hereby certify that the w tness
4 in the foregoing deposition was by me duly sworn to
5 tell the truth, the whole truth and nothing but the
6 truth in the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewiting, by conputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period allowed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: Decenber 13, 2012
24
25 SANDRA BUNCH VANDER POL, CSR #3032
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California Public Employees’ Retirement System

Actuarial Office
P.O. Box 942701
,/ Sacramento, CA 94229-2701
A 7.~ TIY:(916) 795-3240

(888) 225-7377 phone - (916) 795-2744 fax

C&IPEI{S www.calpers.ca.gov

October 2012

MISCELLANFOUS PLAN OF THE CITY OF STOCKTON (CalPERS ID 6373973665)
Annual Valuation Report as of June 30, 2011

Dear Employer,

As an attachment to this letter, you will find a copy of the June 30, 2011 actuarial valuation report of your pension
plan. This report contains important actuarial information about your pension plan at CalPERS. Your CalPERS staff
actuary is available to discuss the report with you.

Changes Since the Prior Year’s Valuation

The CalPERS’ Board of Administration adopted updated actuarial assumptions to be used beginning with the June 30,
2011 valuation. In addition, a temporary modification to our method of determining the actuarial value of assets and
amortizing gains and losses was implemented for the valuations as of June 30, 2009 through June 30, 2011. The
effect of those modifications continue in this valuation.

There may also be changes specific to your plan such as contract amendments and funding changes.

Further descriptions of general changes are included in the “Highlights and Executive Summary” section and in
Appendix A, “Statement of Actuarial Data, Methods and Assumptions.” The effect of the changes on your rate is
included in the “Reconciliation of Required Employer Contributions.” As noted on page 13 of the report, your
plan can elect not to phase-in the cost of the assumption change by notifying your plan actuary prior to
May 1, 2013.

Future Contribution Rates

The exhibit below displays the required employer contribution rate before any cost sharing and Superfunded status for
201372014 along with estimates of the contribution rate for 2014/2015 and 2015/2016 and the probable Superfunded
status for 2014/2015. The estimated rate for 2014/2015 is based solely on a projection of the investment return for
fiscal 2011/2012, namely 0%. The estimated rate for 2015/2016 uses the valuation assumption of 7.5% as the
investment return for fiscal 2012/2013. See Appendix D, “Analysis of Future Investment Return Scenarios”, for rate
projections under a variety of investment return scenarios, These rates may not be GASB compliant. See
Appendix C for the GASB compliant rate. Please disregard any projections that we may have provided to you in the
past.

Fiscal Year Employer Contribution Rate Superfunded?
201372014 17.939% NO
2014/2015 19.6% (projected) NO
2015/2016 20.2% (projected) N/A

Member contributions other than cost sharing, (whether paid by the employer or the employee) are in addition to the
above rates.

The estimates for 2014/2015 and 2015/2016 also assume that there are no future amendments and no liability gains
or losses (such as larger than expected pay increases, more retirements than expected, etc.). This is a very important
assumption because these gains and losses do occur and can have a significant impact on your contribution rate. Even
for the largest plans, such gains and losses often cause a change in the employer’'s contribution rate of one or two
percent and may be even larger in some less common instances. These gains and losses cannot be predicted in
advance so the projected employer contribution rates are just estimates. Your actual rate for 2014/2015 will be
provided in next year’s report.

STOCK147926
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California Actuarial Advisory Panel Recommendations

The report satisfies all basic disclosure requirements under the Model Disclosure Elements for Actuarial Valuation
Reports recommended by the California Actuarial Advisory Panel, except for the original base amounts of the various

components of the unfunded liability amortization.

The report gives the following additional information classified as enhanced risk disclosures under the Model Disclosure

Elements for Actuarial Valuation Reports recommended by the California Actuarial Advisory Panel:

» “Deterministic stress test”, projecting future results under different investment income scenarios. (See

Appendix D's Analysis of Future Investment Return Scenarios.)

o “Sensitivity analysis”, showing the impact on current valuation results of a plus or minus 1% change in the

discount rate. (See Appendix D's Analysis of Discount Rate Sensitivity.)

We are very busy preparing actuarial valuations for other public agencies and expect to complete all such valuations by
the end of October. We understand that you might have a number of guestions about these results. While we are
very interested in discussing these results with your agency, in the interest of allowing us to give every public agency
their result, we ask that, if at all possible, you wait until after October 31 to contact us with questions. If you have

questions, please call (888) CalPERS (225-7377).

Sincerely,
ALAN MILLIGAN
Chief Actuary
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEQUS PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

ACTUARIAL CERTIFICATION

To the best of our knowledge, this report is complete and accurate and contains sufficient information to
disclose, fully and fairly, the funded condition of the MISCELLANEQUS PLAN OF THE CITY OF STOCKTON.
This valuation is based on the member and financial data as of June 30, 2011 provided by the various
CalPERS databases and the benefits under this plan with CalPERS as of the date this report was produced.
It is our opinion that the valuation has been performed in accordance with generally accepted actuarial
principles, in accordance with standards of practice prescribed by the Actuarial Standards Board, and that
the assumptions and methods are internally consistent and reasonable for this plan, as prescribed by the
CalPERS Board of Administration according to provisions set forth in the California Public Employees’
Retirement Law.

The undersigned is an actuary for CalPERS, who Is a member of the American Academy of Actuaries and the
Society of Actuaries and meets the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained herein.

\L&%M

KELLY STURM, ASA, MAAA
Associate Pension Actuary, CalPERS

8
i
;
|
;
.
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEOQUS PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Purpose of the Report

This report presents the results of the June 30, 2011 actuarial valuation of the MISCELLANEQUS PLAN OF
THE CITY OF STOCKTON of the California Public Employees’ Retirement System (CalPERS). The valuation

was prepared by the Plan Actuary in order to:

« set forth the actuarial assets and accrued liabilities of this plan as of June 30, 2011;
« determine the required employer contribution rate for this plan for the fiscal year July 1, 2013 through

June 30, 2014,

o provide actuarial information as of June 30, 2011 to the CalPERS Board of Administration and other

interested parties; and

» provide pension information as of June 30, 2011 to be used in financial reports subject to Governmental
Accounting Standards Board (GASB) Statement Number 27 for a Single Employer Defined Benefit

Pension Plan.

The use of this report for any other purposes may be inappropriate. In particular, this report does not
contain information applicable to alternative benefit costs. The employer should contact their actuary
before disseminating any portion of this report for any reason that is not explicitly described above.

Required Employer Contribution

Fiscal Year Fiscal Year
2012/2013 201372014
Required Employer Contributions
1. Contribution in Projected Dollars
a) Total Normal Cost $ 10,692,583 $ 10,319,364
b) Employee Contribution' $ 4,334,496 $ 4,107,560
¢) Employer Normal Cost [(1a) — (1b)] 6,358,087 6,211,804
d) Unfunded Contribution $ 4,095,062 $ 4,314,437
e) Total Employer Contribution [(1c) + (1d)} 10,453,149 10,526,241
f ) Employee Cost Sharing $ $ 0
g) Net Employer Contribution [(1e) — (1f)] 10,526,241
Annual Lump Sum Prepayment Option? [(1g) / 1.0757 5] 10,070,209 10,152,408
2. Contribution as a Percentage of Payroll
a) Total Normal Cost 17.268% 17.586%
b) Employee Contribution* 7.000% 7.000%
¢) Employer Normal Cost [(2a) — (2b)] 10.268% 10.586%
d) Unfunded Rate . 6.613% 7.353%
e) Total Employer Rate [(2c) + (2d})] 16.881% 17.939%
f )} Employee Cost Sharing 0.000%
g) Net Employer Contribution Rate [(2e) — (2f)] 17.939%

“This is the percentage specified in the Public Employees Retirement Law, net of any reduction from the use
of a modified formula. Employee cost sharing is shown separately and is therefore not included in this line

item.

Zpayment must be received by CalPERS before the first payroll reported to CalPERS of the new fiscal year

and after June 30.

TEMPORARY CONFIDENTIAL
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Funded Status

June 30, 2010 June 30, 2011

1. Present Value of Projected Benefits $ 622,602,191  $ 639,969,106
2. Entry Age Normal Accrued Liability $ 548,129,809 $ 568,852,600
3. Actuarial Value of Assets (AVA) 495,325,729 513,963,229
4. Unfunded Liability (AVA Basis) [(2) - (3)] $ 52,804,080 % 54,889,371
5. Funded Ratio (AVA Basis) [(3) / (2)] 90.4% 90.4%
6. Market Value of Assets (MVA) $ 383,364,117 § 450,853,223
7. Unfunded Liability (MVA Basis) [(2) ~ (6)] 164,765,692 117,999,377
8. Funded Ratio (MVA Basis) [(6) / (2}] 69.9% 79.3%
Superfunded Status No No
Cost

Actuarial Cost Estimates in General

What will this pension plan cost? Unfortunately, there is no simple answer. There are two major reasons
for the complexity of the answer. First, all actuarial calculations, induding the ones in this report, are based
on a number of assumptions about the future. These assumptions can be divided into two categories.

o Demographic assumptions include the percentage of employees that will terminate, die, become
disabled, and retire in each future year.

e Fconomic assumptions include future salary increases for each active employee, and the
assumption with the greatest impact, future asset returns at CalPERS for each year into the future
until the last dollar is paid to current members of your plan.

While CalPERS has set these assumptions to reflect our best estimate of the real future of your plan, it must
be understood that these assumptions are very long term predictors and will surely not be realized In any
one year. For example, while the asset earnings at CalPERS have averaged more than the assumed retumn
of 7.5% for the past twenty year period ending June 30, 2012, returns for each fiscal year ranged from
-24% to +21.7%

Second, the very nature of actuarial funding produces the answer to the question of plan cost as the sum of
two separate pieces.
s The Normal Cost (i.e., the future annual premiums in the absence of surpius or unfunded liability)
expressed as a percentage of total active payroll.
e The Past Service Cost or Accrued Liability (i.e., the current value of the benefit for all credited past
service of current members) which is expressed as a lump sum dollar amount.

The cost is the sum of a percent of future pay and a lump sum dollar amount (the sum of an apple and an
orange if you will). To communicate the total cost, either the Normal Cost (i.e., future percent of payrol)
must be converted to a lump sum dollar amount (in which case the total cost is the present value of
benefits), or the Past Service Cost (i.e., the lump sum) must be converted to a percent of payroll (in which
case the total cost is expressed as the employer’s rate, part of which is permanent and part temporary).
Converting the Past Service Cost lump sum to a percent of payroll requires a specific amortization period,
and the employer rate will vary depending on the amortization period chosen,

Page 6
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Changes since the Prior Valuation

Actuarial Assumptions

The CalPERS Actuarial office conducted a study and hired an independent evaluator to assess current
economic assumptions. Based on the information from both studies, the CalPERS Board of Administration
has adopted updated economic assumptions to be used beginning with the June 30, 2011 valuation. In
particular, the recommendation based on both studies was to lower the price inflation from 3.00 to 2.75
percent.

Lowering the price inflation had a direct impact on the Investment Return and the Overall Payroll Growth
assumptions. The Investment Return assumption is calculated as the sum of the price inflation and the real
rate of return. Our assumed real rate of return is 4,75 percent. When added to our new price inflation of
2.75 percent, the resulting investment return is 7,50 percent. The Overall Payroll Growth is calculated as
the sum of the price inflation and real wage inflation. Our assumed real wage inflation is 0.25 percent.
When added to our new price inflation of 2.75 percent, the resulting overall payroll growth is 3.00 percent.

The new assumptions are described in Appendix A. The effect of change in assumption on the unfunded
liability is shown in the “(Gain)/Loss Analysis” and the effect on your employer contribution rate is Included
in the “Reconciliation of Required Employer Contributions”. As noted on page 13 of the report, your
plan can elect not to phase-in the cost of the assumption change by notlfying your plan actuary
prior to May 1, 2013,

The limitations on benefits imposed by Internal Revenue Code Section 415 were taken into account in this
valuation. The effect of these limitations has been deemed immaterial on the overall results and no
additional charge to the change in assumptions base was added.

Actuarial Methods

A method change was adopted by the CalPERS Board in June 2009. We are in the third year of a 3-year
temporary change to the asset smoothing method and the amortization of gains and losses in order to
phase in the impact of the -24% investment loss experienced by CalPERS in fiscal year 2008-2009. The
following changes were adopted:

« Increase the corridor limits for the actuarial value of assets from 80%-120% of market value to
60%-140% of market value on June 30, 2009

e Reduce the corridor limits for the actuarial value of assets to 70%-130% of market value on June
30, 2010

« Return to the 80%-120% of market value corridor limits for the actuarial value of assets on June
30, 2011 and thereafter

« Isolate and amortize all gains and losses during fiscal year 2008-2009, 2009-2010 and 2010-2011
over fixed and declining 30 year periods (as opposed to the current rolling 30 year amortization)

A complete description of all methods is in Appendix A. The detailed calculation of the actuarial value of
assets is shown in the “Development of the Actuarial Value of Assets.”

Benefits

The standard actuarial practice at CalPERS is to recognize mandated legislative benefit changes in the first
annual valuation whose valuation date follows the effective date of the legislation, Voluntary benefit
changes by plan amendment are generally included in the first valuation that is prepared after the
amendment becomes effective even if the valuation date is prior to the effective date of the amendment.

This valuation generally reflects plan changes by amendments effective before the date of the report.
Please refer to Appendix B for a summary of the plan provisions used in the valuation. The effect of any
mandated benefit changes or plan amendments on the unfunded liability is shown in the “(Gain)/Loss
Analysis” and the effect on your employer contribution rate is shown in the "Reconciliation of Required
Employer Contributions”. It should be noted that no change in liability or rate is shown for any plan
changes which were already included in the prior year's valuation.

Page 7
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¢ SCHEDULE OF AMORTIZATION BASES

¢« RECONCILIATION OF REQUIRED EMPLOYER CONTRIBUTIONS
« EMPLOYER CONTRIBUTION RATE HISTORY

e« FUNDING HISTORY

¢ HYPOTHETICAL TERMINATION LIABILITY
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Development of Accrued and Unfunded Liabilities

1,

Present Value of Projected Benefits

a) Active Members $ 251,756,113
b) Transferred Members 22,763,328
¢) Terminated Members 8,967,525
d) Members and Beneficiaries Receiving Payments 356,482,140
e) Total $ 639,969,106
2. Present Value of Future Employer Normal Costs $ 41,568,577
3. Present Value of Future Employee Contributions $ 29,547,929
4.  Eniry Age Normal Accrued Liability
a) Active Members [(1a) - (2) - (3] $ 180,639,607
b) Transferred Members (1b) 22,763,328
¢) Terminated Members (1¢) 8,967,525
d) Members and Beneficiaries Receiving Payments (1d) 356,482,140
e) Total $ 568,852,600
5. Actuarial Value of Assets (AVA) $ 513,963,229
6.  Unfunded Accrued Liability (AVA Basis) [(4e) — (5)] $ 54,889,371
7.  Funded Ratio (AVA Basis) [(5) / (4e)] 90.4%
8.  Market Value of Assets (MVA) $ 450,853,223
9,  Unfunded Liability (MVA Basis) [(4e) - (8)] $ 117,999,377
10. Funded Ratio (MVA Basis) [(8) / (4e)] 79.3%
Page 11
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEQUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

(Gain)/Loss Analysis 6/30/10 - 6/30/11

To calculate the cost requirements of the plan, assumptions are made about future events that affect the
amount and timing of benefits to be paid and assets to be accumulated. Each year actual experience is
compared to the expected experience based on the actuarial assumptions. This results in actuarial gains or

losses, as shown below.

A Total (Gain)/Loss for the Year*

. Unfunded Accrued Liability (UAL) as of 6/30/10
Expected Payment on the UAL during 2010/2011
Interest through 6/30/11 [.0775 x (A1) - ((1.0775)% - 1) x (A2)]
Expected UAL before all other changes [(Al) - (A2) + (A3)]
Change due to plan changes
Change due to assumption change
Expected UAL after all other changes [(A4) + (A5) + (A6)]
Actual UAL as of 6/30/11
Total (Gain)/Loss for 2010/2011 [(A8) - (A7)]

LCENONAWNE

B Contribution (Gain)/Loss for the Year
1 Expected Contribution (Employer and Employee)
2 Interest on Expected Contributions
3. Actual Contributions
4.  Interest on Actual Contributions
5 Expected Contributions with Interest [(B1) + (B2)]
6 Actual Contributions with Interest [(B3) + (B4)]
7 Contribution (Gain)/Loss [(B5) - (B6)]

C Asset {(Gain)/Loss for the Year
Actuarial Value of Assets as of 6/30/10 Including Receivables
Receivables as of 6/30/10
Actuarial Value of Assets as of 6/30/10
Contributions Received
Benefits and Refunds Paid
Transfers and miscellaneous adjustments
Expected Int. [.0775 x (C3) + ((1.0775)% - 1) x ((C4) + (C5) + (C6))]
Expected Assets as of 6/30/11 [(C3) + (C4) + (C5) + (C6) + (C7)]
Receivables as of 6/30/11

. Expected Assets Including Receivables

11,  Actual Actuarial Value of Assets as of 6/30/11

12.  Asset (Gain)/Loss [(C10) - (C11)]

SComNOmBAWNR

D Liability (Gain)/Loss for the Year
1.  Total {Gain)/Loss (A9)
2. Contribution {Gain)/Loss (B7)
3. Asset (Gain)/Loss (C12}
4.  Liability (Gain)/Loss [(D1) - (D2) - (D3}]

Development of the (Gain)/Loss Balance as of 6/30/11**
1. {Gain)/Loss Balance as of 6/30/10
2. Payment Made on the Balance during 201072011
3. Interest through 6/30/11 [.0775 x (1) - ((1.0775)*? - 1) x (2)]
4.  Scheduled (Gain)/Loss Balance as of 6/30/11 [(1) - (2) + (3)]

$

$

52,804,080
2,218,248
4,007,963

54,593,795
4,033,437

595,033

59,222,265

54,889,371

(4,332,894)

12,248,284
465,765
12,805,695
486,962
12,714,049
13,292,657

(578,608)

495,325,729
510,605
494,815,124
12,805,695
(27,362,477)
48,733
37,796,475
518,103,550
367,537
518,471,087
513,063,229

4,507,858

(4,332,894)
(578,608)
4,507,858

(8,262,144)

18,538,699
1,113,267
1,394,415

18,819,847

* The Total (Gain)/Loss for 2016/2011 is being amortized over a fixed and declining 30-year period and is

shown as “Special (Gair)/Loss” in the “Schedule of Amortization Bases” on the foliowing page.

** This (Gain)/Loss represents the 6/30/11 balance of the accumulation of (gains)/losses through 6/30/08
and is amortized using a rolling 30-year period. Gains and losses incurred after 6/30/2011 will again

accumulate to this base.
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Reconciliation of Required Employer Contributions

Percentage Estimated $

of Based on
Projected Projected
Payroll Payroll
1. Contribution for 7/1/12 — 6/30/13 . 16.881% $ 10,453,149
2. Effect of changes since the prior year annual valuation

a) Effect of unexpected changes in demographics and financial results  0.338% 197,873

b) Effect of plan changes 0.600% 352,077

¢) Effect of changes in Assumptions - 0.120% 70,415
d) Effect of change in payroll - (547,273)

e) Effect of elimination of amortization base 0.000% 0

f) Effect of changes due to Fresh Start 0.000% 0

g) Net effect of the changes above [Sum of (a) through (f}] 1.058% 73,092

3. Contribution for 7/1/13 ~ 6/30/14 [(1)+(29)] 17.939% 10,526,241

The contribution actually paid (item 1) may be different if a prepayment of unfunded actuarial liability is
made or a plan change became effective after the prior year’s actuarial valuation was performed.

Page 14
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Employer Contribution Rate History

The table below provides a recent history of the employer contribution rates for your plan, as determined by
the annual actuarial valuation. It does not account for prepayments or benefit changes made in the middle

of the year.
R ired By Valuati
Fiscal Employer Total Employer
Year Normal Cost Unfunded Rate Contribution Rate
2009 - 2010 10.871% 2.213% 13.084%
2010 - 2011 10.844% 3.243% 14.087%
2011 - 2012 10.546% 6.395% 16.941%
2012 - 2013 10.268% 6.613% 16.881%
2013 - 2014 10.586% 7.353% 17.939%

Funding History

The Funding History below shows the recent history of the actuarial accrued liability, the market value of
assets, the actuarial value of assets, funded ratios and the annual covered payroll. The Actuarial Value of
Assets is used to establish funding requirements and the funded ratio on this basis represents the progress
toward fully funding future benefits for current plan participants. The funded ratio based on the Market
Value of Assets is an indicator of the short-term solvency of the plan.

Valuation Accrued Actuarial Market Value Funded Annual
Date Liability Value of of Ratio Covered
Assets (AVA) Assets (MVA) AVA MVA Payroll
06/30/07 $ 453,621,297 $ 434,989,302 $ 500,599,835 95.9% 1104% $ 57,119,972
06/30/08 $ 491,467,308 $ 460,950,390 $ 467,269,585 938% 95.1% $ 66,743,768
06/30/09 $ 535,150,533 ¢ 478,673,431 ¢ 345,912,268 89.4% 64.6% $ 62,265,227
06/30/10 $ 548,129,809 ¢ 495325729 $ 383,364,117 90.4% 69.9% $ 56,256,198
06/30/11 $ 568,852,600 $ 513,963,229 $ 450,853,223 904% 79.3% $ 53,699,986

Hypothetical Termination Liability

In August 2011, the CalPERS Board adopted an investment policy and asset allocation strategy that more
closely reflects expected benefit payments of the Terminated Agency Pool. With this change, CalPERS
increased benefit security for members while limiting its funding risk.

The table below shows the hypothetical termination liability, the market value of assets, the unfunded
termination liability and the termination funded ratio. The assumptions used, including the discount rate,
are stated in Appendix A and take into account the yields available in the US Treasury market on the
valuation date and the mortality load for contingencies. The discount rate is duration weighted and is not
necessarily the rate that would be used for this plan if it were to terminate. The discount rate for this plan's
termination liability would depend on the duration of the liabilities of this plan. For purposes of this
estimate, the discount rate used, 4.82%, is the June 30, 2011 30-year US Treasury Stripped Coupon Rate.
Please note, as of June 30, 2012 the 30-year US Treasury Stripped Coupon Rate was 2.87%.

Valuation Hypothetical Market Value Unfunded = Termination Discount
Date Termination of Assets Termination Funded Rate
Liability {MVA) Liability Ratio
06/30/11 § 808,560,358 $ 450,853,223 $ 357,707,135 55.8% 4.82%
Page 15
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SUMMARY OF ASSETS

¢ RECONCILIATION OF THE MARKET VALUE OF ASSETS
s DEVELOPMENT OF THE ACTUARIAL VALUE OF ASSETS
s ASSET ALLOCATION

s CALPERS HISTORY OF INVESTMENT RETURNS
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEQUS PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Reconciliation of the Market Value of Assets

WO NSNS WN

Market Value of Assets as of 6/30/10 Including Receivables
Receivables for Service Buybacks as of 6/30/10

Market Value of Assets as of 6/30/10

Employer Contributions

Employee Contributions

Benefit Payments to Retirees and Beneficiaries

Refunds

Lump Sum Payments

Transfers and Miscellaneous Adjustments

Investment Return

Market Value of Assets as of 6/30/11

Receivables for Service Buybacks as of 6/30/11

Market Value of Assets as of 6/30/11 Including Receivables

$

383,364,117
510,605
382,853,512
7,479,032
5,326,663
(27,208,149)
(146,698)
(7,630)
48,733
82,140,221

450,485,686

367,537
450,853,223

Development of the Actuarial Value of Assets

1. Actuarial Value of Assets as of 6/30/10 Used For Rate Setting Purposes $ 495,325,729
2. Receivables for Service Buybacks as of 6/30/10 510,605
3. Actuarial Value of Assets as of 6/30/10 494,815,124
4. Employer Contributions 7,479,032
5. Employee Contributions 5,326,663
6. Benefit Payments to Retirees and Beneficiaries (27,208,149)
7. Refunds (146,698)
8. Lump Sum Payments (7,630)
9. Transfers and Miscellaneous Adjustments 48,733
10. Expected Investment Income at 7.75% 37,796,475
11. Expected Actuarial Value of Assets $ 518,103,550
12. Market Value of Assets as of 6/30/11 $ 450,485,686
13. Preliminary Actuarial Value of Assets [(11) + ((12) - (11)) / 15] 513,595,692
14, Maximum Actuarial Value of Assets (120% of (12)) 540,582,823
15, Minimum Actuarial Value of Assets (80% of (12)) 360,388,549
16. Actuarial Value of Assets {lLesser of [(14), Greater of ((13), (15))]} 513,595,692
17. Actuarial Value to Market Value Ratio 114.0%
18. Receivables for Service Buybacks as of 6/30/11 367,537
19. Actuarial Value of Assets as of 6/30/11 Used for Rate Setting Purposes $ 513,963,229
Page 19
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CALPERS ACTUARIAL VALUATION - June 30, 2011
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Asset Allocation

CalPERS follows a strategic asset allocation policy that identifies the percentage of funds to be invested in
each asset class. The current target allocation was adopted by the Board in December 2010,

The asset allocation and market value of assets shown below reflect the values of the Public Employees

Retirement Fund (PERF) in its entirety as of June 30, 2011,

The assets for CITY OF STOCKTON

MISCELLANEQOUS PLAN are part of the Public Employees Retirement Fund (PERF) and are invested

accordingly. ,
(B) (©)
(A) Market Value Current
Asset Class (% Billion) Allocation
1) Short-Term Investments 7.9 3.3%
2) Domestic Equity 56.3 23.5%
3} International Equity 60.4 25.2%
4) Domestic Debt 49.2 20.6%
5) International Debt 39 1.6%
6) Inflation Linked 8.1 3.4%
7) Real Estate 19.1 8.0%
8) Alternative Investment 344 14.4%
Total Fund $239.3 100.0%
3.3% Short-term
14'40'(.’ Investments
Alternative
Investment 23.59%
8.0% Real Domestic
. (1] E u‘
Estate quity
3.4%
Inflation
Linked
1.6%
International
Debt
20 60,6 ZSvZOb
Don;estic Integna;ional
Debt quity
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CALPERS ACTUARIAL VALUATION - June 3G, 2011
MISCELLANEOUS PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

CalPERS History of Investment Returns

The following is a chart with historical annual returns of the Public Employees Retirement Fund for each
fiscal year ending on June 30. Beginning with June 30, 2002 the figures are reported as gross of fees,

2 e
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20.0% & i
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California Public Employees’ Retirement System

Actuarial Office
P.O. Box 842701
\ / Sacramento, CA 84228-2701
A( 7. TIY: (916) 795-3240
g (888) 225-7377 phone . (916) 795-2744 fax

CaIPEI{S www.calpers.ca.gov

October 2012

SAFETY PLAN OF THE CITY OF STOCKTON (CalPERS ID 6373973665)
Annual Valuation Report as of June 30, 2011

Dear Employer,

As an attachment to this letter, you will find a copy of the June 30, 2011 actuarial valuation report of your pension
plan. This report contains important actuarial information about your pension plan at CalPERS. Your CalPERS staff
actuary is available to discuss the report with you.

Changes Since the Prior Year’s Valuation

The CalPERS’ Board of Administration adopted updated actuarial assumptions to be used beginning with the June 30,
2011 valuation. In addition, a temporary modification to our method of determining the actuarial value of assets and
amortizing gains and losses was implemented for the valuations as of June 30, 2009 through June 30, 2011. The
effect of those modifications continue in this valuation.

There may also be changes specific to your plan such as contract amendments and funding changes.

Further descriptions of general changes are included in the “Highlights and Executive Summary” section and in
Appendix A, “Statement of Actuarial Data, Methods and Assumptions.” The effect of the changes on your rate is
included in the “Reconciliation of Required Employer Contributions.” As noted on page 13 of the report, your
plan can elect not to phase-in the cost of the assumption change by notifying your plan actuary prior to
May 1, 2013.

Future Contribution Rates

The exhibit below displays the required employer contribution rate before any cost sharing and Superfunded status for
201372014 along with estimates of the contribution rate for 2014/2015 and 2015/2016 and the probable Superfunded
status for 2014/2015. The estimated rate for 2014/2015 is based solely on a projection of the investment return for
fiscal 2011/2012, namely 0%. The estimated rate for 2015/2016 uses the valuation assumption of 7.5% as the
investment return for fiscal 2012/2013. See Appendix D, “Analysis of Future Investment Return Scenarics”, for rate
projections under a variety of investment return scenarios. These rates may not be GASB compliant. See
Appendix C for the GASB compliant rate. Please disregard any projections that we may have provided to you in the
past.

Fiscal Year Employer Contribution Rate Superfunded?
2013/2014 34.605% NO
2014/2015 38.9% (projected) NO
2015/2016 39.8% (projected) N/A

Member contributions other than cost sharing, (whether paid by the employer or the employee) are in addition to the
above rates.

The estimates for 2014/2015 and 2015/2016 also assume that there are no future amendments and no liability gains
or losses (such as larger than expected pay increases, more retirements than expected, etc.). This is a very important
assumption because these gains and losses do occur and can have a significant impact on your contribution rate. Even
for the largest plans, such gains and losses often cause a change in the employer’s contribution rate of one or two
percent and may be even larger in some less common instances. These gains and losses cannot be predicted in
advance so the projected employer contribution rates are just estimates. Your actual rate for 2014/2015 will be
provided in next year's report.
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SAFETY PLAN OF THE CITY OF STOCKTON (CalPERS ID 6373973665)
October 2012
Page 2

California Actuarial Advisory Pane! Recommendations

The report satisfies all basic disclosure requirements under the Model Disclosure Elements for Actuarial Valuation
Reports recommended by the California Actuarial Advisory Panel, except for the original base amounts of the various
components of the unfunded liability amortization.

The report gives the following additional information classified as enhanced risk disclosures under the Model Disclosure
Elements for Actuarial Valuation Reports recommended by the California Actuarial Advisory Panel:
» ‘“Deterministic stress test”, projecting future results under different investment income scenarios. (See
Appendix D's Analysis of Future Investment Return Scenatios.)
s “Sensitivity analysis”, showing the impact on current valuation results of a plus or minus 1% change in the
discount rate. (See Appendix D's Analysis of Discount Rate Sensitivity.)

We are very busy preparing actuarial valuations for other public agencies and expect to complete all such valuations by
the end of October. We understand that you might have a number of questions about these results. While we are
very interested in discussing these results with your agency, in the interest of allowing us to give every public agency
their result, we ask that, if at all possible, you wait until after October 31 to contact us with questicns. If you have
questions, please call (888) CalPERS (225-7377).

Sincerely,

/. %%“ﬂ

ALAN MILLIGAN
Chief Actuary
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ACTUARIAL VALUATION
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for the
SAFETY PLAN
of the
CITY OF STOCKTON

(CalPERS ID 6373973665)

REQUIRED CONTRIBUTIONS
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July 1, 2013 — June 30, 2014
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

ACTUARIAL CERTIFICATION

To the best of our knowledge, this report is complete and accurate and contains sufficient information to
disclose, fully and fairly, the funded condition of the SAFETY PLAN OF THE CITY OF STOCKTON. This
valuation is based on the member and financial data as of June 30, 2011 provided by the various CalPERS
databases and the benefits under this plan with CalPERS as of the date this report was produced. It is our
opinion that the valuation has been performed in accordance with generally accepted actuarial principles, in
accordance with standards of practice prescribed by the Actuarial Standards Board, and that the
assumptions and methods are internally consistent and reasonable for this plan, as prescribed by the
CalPERS Board of Administration according to provisions set forth in the California Public Employees’
Retirement Law.

The undersigned is an actuary for CalPERS, who Is a member of the American Academy of Actuaries and the
Society of Actuaries and meets the Qualification Standards of the American Academy of Actuaries to render
the actuarial opinion contained herein.

w%é’aww

KELLY STURM, ASA, MAAA
Associate Pension Actuary, CalPERS
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Purpose of the Report

This report presents the results of the June 30, 2011 actuarial valuation of the SAFETY PLAN OF THE CITY
OF STOCKTON of the California Public Employees’ Retirement System (CalPERS). The valuation was
prepared by the Plan Actuary in order to:

« set forth the actuarial assets and accrued liabilities of this plan as of June 30, 2011,

s determine the required employer contribution rate for this plan for the fiscal year July 1, 2013 through
June 30, 2014;

+ provide actuarial information as of June 30, 2011 to the CalPERS Board of Administration and other
interested parties; and '

« provide pension information as of June 30, 2011 to be used in financial reports subject to Governmental
Accounting Standards Board (GASB) Statement Number 27 for a Single Employer Defined Benefit
Pension Plan.

The use of this report for any other purposes may be inappropriate. In particular, this report does not

contain information applicable to alternative benefit costs. The employer should contact their actuary
before disseminating any portion of this report for any reason that is not explicitly described above.

Required Employer Contribution

Fiscal Year Fiscal Year
2012/2013 201372014
Required Employer Contributions
1. Contribution in Projected Dollars
a) Total Normal Cost $ 17,898,897 § 16,760,403
b) Employee Contribution' $ 5,428,478 $ 5,011,749
¢) Employer Normal Cost [(1a) — (1b)] 12,470,419 11,748,654
d) Unfunded Contribution $ 6,704,208 $ 7,521,294
¢) Total Employer Contribution [(1c) + (1d)] 19,174,627 19,269,948
f ) Employee Cost Sharing $ $ 0
g) Net Employer Contribution [(1e) - (1f)] 19,269,948
Annual Lump Sum Prepayment Option? [(1g) / 1.075/.5] 18,472,186 18,585,588
2. Contribution as a Percentage of Payroll
a) Total Normal Cost 29.675% 30.098%
b) Employee Contribution' 9.000% 9.000%
¢) Employer Normal Cost [(2a) — (2b)] 20.675% 21.098%
d) Unfunded Rate 11.115% 13.507%
e) Total Employer Rate [(2¢) + (2d)] 31.790% 34.605%
f) Employee Cost Sharing® 0.000%
g) Net Employer Contribution Rate [(2e) — (2f}] 34.605%

This is the percentage specified in the Public Employees Retirement Law, net of any reduction from the use
of a modified formula. Employee cost sharing is shown separately and is therefore not included in this line
item,

Zpayment must be received by CalPERS before the first payroll reported to CalPERS of the new fiscal year
and after June 30.

3Because your contract includes cost sharing rates by employee category, cost sharing is not reflected
anywhere in this report.
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Funded Status

June 30, 2010 June 30, 2011

1. Present Value of Projected Benefits $ 914,777,607 % 946,603,971
2. Entry Age Normal Accrued Liability $ 758,325,561 $¢ 802,778,310
3. Actuarial Value of Assets (AVA) 662,601,684 685,732,778
4. Unfunded Liability (AVA Basis) [(2) - (3)] $ 95,723,877 § 117,045,532
5. Funded Ratio (AVA Basis) [(3) / (2)] 87.4% 85.4%
6. Market Value of Assets (MVA) $ 509,873,530 $ 598,289,135
7. Unfunded Liability (MVA Basis) [(2) — (6)] 248,452,031 204,489,175
8. Funded Ratio (MVA Basis) [(6) / (2)] 67.2% 74.5%
Superfunded Status No No

Cost
Actuarial Cost Estimates in General

What will this pension plan cost? Unfortunately, there is no simple answer. There are two major reasons
for the complexity of the answer. First, all actuarial calculations, including the ones in this report, are based
on a number of assumptions about the future. These assumptions can be divided into two categories.

« Demographic assumptions include the percentage of employees that will terminate, die, become
disabled, and retire in each future year.

« FEconomic assumptions include future salary increases for each active employee, and the
assumption with the greatest impact, future asset returns at CalPERS for each year into the future
until the last dollar is paid to current members of your plan.

While CalPERS has set these assumptions to reflect our best estimate of the real future of your plan, it must
be understood that these assumptions are very long term predictors and will surely not be realized in any
one year. For example, while the asset earnings at CalPERS have averaged more than the assumed return
of 7.5% for the past twenty year period ending June 30, 2012, returns for each fiscal year ranged from
-24% to +21.7%

Second, the very nature of actuarial funding produces the answer to the question of plan cost as the sum of
two separate pieces.
s The Normal Cost (i.e., the future annual premiums in the absence of surplus or unfunded liability)
expressed as a percentage of total active payroll.
o The Past Service Cost or Accrued Liability (i.e., the current value of the benefit for all credited past
service of current members) which is expressed as a lump sum dollar amount.

The cost is the sum of a percent of future pay and a lump sum dollar amount (the sum of an apple and an
orange if you will), To communicate the total cost, either the Normal Cost {i.e., future percent of payrolf)
must be converted to a lump sum dollar amount (in which case the total cost is the present value of
benefits), or the Past Service Cost (i.e., the lump sum) must be converted to a percent of payroll (in which
case the total cost is expressed as the employer's rate, part of which is permanent and part temporary).
Converting the Past Service Cost lump sum to a percent of payroll requires a specific amortization period,
and the employer rate will vary depending on the amortization period chosen.

Page 6
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Changes since the Prior Valuation

Actuarial Assumptions

The CalPERS Actuarial office conducted a study and hired an independent evaluator to assess current
economic assumptions. Based on the information from both studies, the CalPERS Board of Administration
has adopted updated economic assumptions to be used beginning with the June 30, 2011 valuation. In
particular, the recommendation based on both studies was to lower the price inflation from 3.00 to 2.75
percent.

Lowering the price inflation had a direct impact on the Investment Return and the Overall Payroll Growth
assumptions, The Investment Return assumption is calculated as the sum of the price inflation and the real
rate of return.  Our assumed real rate of return is 4.75 percent. When added to our new price inflation of
2.75 percent, the resulting investment return is 7.50 percent. The Overall Payroll Growth is calculated as
the sum of the price inflation and real wage inflation. Our assumed real wage inflation is 0.25 percent.
When added to our new price inflation of 2.75 percent, the resulting overall payroll growth is 3.00 percent.

The new assumptions are described in Appendix A. The effect of change in assumption on the unfunded
liability is shown in the “(Gain)/Loss Analysis” and the effect on your employer contribution rate is included
in the “Reconciliation of Required Employer Contributions”, As noted on page 13 of the report, your
plan can elect not to phase-in the cost of the assumption change by notifying your plan actuary
prior to May 1, 2013.

The limitations on benefits imposed by Internal Revenue Code Section 415 were taken into account in this
valuation. The effect of these limitations has been deemed immaterial on the overall results and no
additional charge to the change in assumptions base was added.

Actuarial Methods

A method change was adopted by the CalPERS Board in June 2009. We are in the third year of a 3-year
temporary change to the asset smoothing method and the amortization of gains and losses in order to
phase in the impact of the -24% investment loss experienced by CalPERS in fiscal year 2008-2009. The
following changes were adopted:

e Increase the corridor limits for the actuarial value of assets from 80%-120% of market value to

60%-140% of market value on June 30, 2009
e Reduce the corridor limits for the actuarial value of assets to 70%-130% of market value on June

30, 2010 ‘

e Return to the 80%-120% of market value corridor limits for the actuarial value of assets on June
30, 2011 and thereafter

o Isolate and amortize all gains and losses during fiscal year 2008-2009, 2009-2010 and 2010-2011
over fixed and declining 30 year periods (as opposed to the current rolling 30 year amortization)

A complete description of all methods is in Appendix A. The detailed calculation of the actuarial value of
assets is shown in the “Development of the Actuarial Value of Assets.”

Benefits

The standard actuarial practice at CalPERS is to recognize mandated legislative benefit changes in the first
annual valuation whose valuation date follows the effective date of the legislation. Voluntary benefit
changes by plan amendment are generally included in the first valuation that is prepared after the
amendment becomes effective even if the valuation date is prior to the effective date of the amendment.

This valuation generally reflects plan changes by amendments effective before the date of the reporl.
Please refer to Appendix B for a summary of the plan provisions used in the valuation. The effect of any
mandated benefit changes or plan amendments on the unfunded liability is shown in the “(Gain)/Loss
Analysis” and the effect on your employer contribution rate is shown in the “Reconciliation of Required
Employer Contributions”. Tt should be noted that no change in liability or rate is shown for any plan
changes which were already included in the prior year's valuation.
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SUMMARY OF LIABILITIES AND RATES

DEVELOPMENT OF ACCRUED AND UNFUNDED LIABILITIES
{GAIN) / LOSS ANALYSIS 06/30/10 - 06/30/11

SCHEDULE OF AMORTIZATION BASES
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EMPLOYER CONTRIBUTION RATE HISTORY

FUNDING HISTORY
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CALPERS-ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Development of Accrued and Unfunded Liabilities

1.

Present Value of Projected Benefits

a) Active Members $ 385,445,707
b) Transferred Members 7,019,468
¢) Terminated Members 3,439,354
d) Members and Beneficiaries Receiving Payments 550,699,442
e) Total $ 946,603,971
2. Present Value of Future Employer Normal Costs $ 100,279,893
3. Present Value of Future Employee Contributions $ 43,545,768
4,  Entry Age Normal Accrued Liability
a) Active Members [(1a) - (2) - (3)] $ 241,620,046
b) Transferred Members (1b) 7,019,468
¢) Terminated Members (1¢) 3,439,354
d} Members and Beneficiaries Receiving Payments (1d) 550,699,442
e) Total $ 802,778,310
5. Actuarial Value of Assets (AVA) $ 685,732,778
6. Unfunded Accrued Liability (AVA Basis) [(4e) — (5)] $ 117,045,532
7.  Funded Ratio (AVA Basis) [(5) / (4€)] 85.4%
8.  Market Value of Assets (MVA) $ 598,289,135
9.  Unfunded Liability (MVA Basis) [(4e) - (8)] $ 204,489,175
10. Funded Ratio (MVA Basis) [(8) / (4€)] 74.5%
Page 11
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

(Gain)/Loss Analysis 6/30/10 - 6/30/11

To calculate the cost requirements of the plan, assumptions are made about future events that affect the
amount and timing of benefits to be paid and assets to be accumulated. Each year actual experience is
compared to the expected experience based on the actuarial assumptions. This results in actuarial gains or

losses, as shown below.

A Total (Gain)/Loss for the Year*

Unfunded Accrued Liability (UAL) as of 6/30/10

Expected Payment on the UAL during 2010/2011

Interest through 6/30/11 [.0775 x (A1) - ((1.0775)" - 1) x (A2)]
Expected UAL before all other changes [(Al) - (A2) + (A3)]
Change due to plan changes

Change due to assumption change

Expected UAL after all other changes [(A4) + (A5) + (A6)]
Actual UAL as of 6/30/11

Total (Gain)/Loss for 2010/2011 [(A8) - (A7)]

CONOU A WN

Contribution (Gain)/Loss for the Year

1 Expected Contribution (Employer and Employee)
2. Interest on Expected Contributions

3. Actual Contributions

4 Interest on Actual Contributions

5 Expected Contributions with Interest [(B1) + (B2)]
6 Actual Contributions with Interest [(B3) + (B4)]

7 Contribution (Gain)/Loss [(B5) - (B6)]

Asset (Gain)/Loss for the Year

1. Actuarial Value of Assets as of 6/30/10 Including Receivables

2.  Receivables as of 6/30/10

3. Actuarial Value of Assets as of 6/30/10

4.  Contributions Received

5 Benefits and Refunds Paid

6 Transfers and miscellaneous adjustments

7. Expected Int. [.0775 x (C3) + {{1.0775)"% - 1) x {{C4) + {C5) + (C6))]
8 Expected Assets as of 6/30/11 [(C3) + (C4) + (C5) + (CB) + (CT)]
9.  Receivables as of 6/30/11

10.  Expected Assets Including Receivables

11.  Actual Actuarial Value of Assets as of 6/30/11

12.  Asset (Gain)/Loss [(C10) - (C11)]

D Liability (Gain)/Loss for the Year
1. Total (Gain)/Loss (A9)
2. Contribution (Gain)/Loss (B7)
3. Asset (Gain)/Loss (C12)
4.  Liability (Gain)/Loss [(D1) - (D2) - (D3}]

Development of the (Gain)/Loss Balance as of 6/30/11%*
1.  (Gain)/Loss Balance as of 6/30/10
2.  Payment Made on the Balance during 2010/2011
3. Interest through 6/30/11 [.0775 x (1) - ((1.0775)12 - 1) x (2)]
4.  Scheduled (Gain)/Loss Balance as of 6/30/11 [(1) - (2) + (3)]

$

95,723,877
1,468,791
7,362,747

101,617,833
3,079,815

13,696,329

118,393,977

117,045,532

(1,348,445)

18,258,616
694,320
18,411,150
700,120
18,952,936
19,111,270

(158,334)

662,601,684
779,684
661,822,000
18,411,150
(39,292,021)
(55,871)
50,495,044
691,380,302
598,451
691,978,753
685,732,778

6,245,975

(1,348,445)
(158,334)
6,245,975

(7,436,086)

19,854,956
1,192,309
1,493,419

20,156,066

* The Total (Gain)/Loss for 2010/2011 is being amortized over a fixed and declining 30-year period and is

shown as “Special (Gain)/Loss” in the "Schedule of Amortization Bases” on the foliowing page.

** This (Gain)/Loss represents the 6/30/11 balance of the accumulation of (gains)/losses through 6/30/08
and is amortized using a rolling 30-year period. Gains and losses incurred after 6/30/2011 will again

accumulate to this base.
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS ID 6373973665

Reconciliation of Required Employer Contributions

Percentage Estimated $

‘ of Based on
» Projected Projected
’ Payroll Payroll
| 1. Contribution for 7/1/12 — 6/30/13 ' 31.790% $ 19,174,627
2. Effect of changes since the prior year annual valuation
a) Effect of unexpected changes in demographics and financial results  1.013% 563,835
b) Effect of plan changes 0.483% 268,964
c) Effect of changes in Assumptions 1.319% 734,500
d) Effect of change In payroll - (1,471,978)
e} Effect of elimination of amortization base 0.000% 0
f) Effect of changes due to Fresh Start 0.000% 0
q) Net effect of the changes above [Sum of (a) through (f)] 2.815% 95,321
3. Contribution for 7/1/13 — 6/30/14 [(1)+(2g9)] 34.605% 19,269,948

The contribution actually paid (item 1) may be different if a prepayment of unfunded actuarial liability is
made or a plan change became effective after the prior year’s actuarial valuation was performed.

Page 14
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON
CalPERS 1D 6373973665

Employer Contribution Rate History

The table below provides a recent history of the employer contribution rates for your plan, as determined by
the annual actuarial valuation. It does not account for prepayments or benefit changes made in the middle

of the year.
Required By Valuati
Fiscal Employer Total Emplover
Year Normal Cost Unfunded Rate Contribution Rate
2009 - 2010 19.053% 2.308% 21.361%
2010 - 2011 19.193% 4.078% 23.271%
2011 - 2012 20.255% 8.844% 29.099%
2012 - 2013 20.675% 11.115% 31.790%
2013 - 2014 21.098% 13.507% 34.605%

Funding History

The Funding History below shows the recent history of the actuarial accrued liability, the market value of
assets, the actuarial value of assets, funded ratios and the annual covered payroll. The Actuarial Value of
Assets is used to establish funding requirements and the funded ratio on this basis represents the progress
toward fully funding future benefits for current plan participants. The funded ratio based on the Market
Value of Assets is an indicator of the short-term solvency of the plan.

Valuation Accrued Actuarial Market Value Funded Annual
Date Liability Value of of Ratio Covered
Assets (AVA) Assets (MVA) AVA MVA Payroli
06/30/07 $ 619,816,290 $ 592,315,427 % 677,896,511 95.6% 1094% $ 54,127,744
06/30/08 $ 664,028434 $ 625,633,414 $ 630,768,567 94.2% 95.0% $ 56,811,031
06/30/09 $ 724,324,197 ¢ 644,939577 $ 461,800,556 89.0% 638% ¢ 58,595,623
06/30/10 $ 758,325,561 $ 662,601,684 $ 509,873,530 87.4% 67.2% $ 54,798,082
06/30/11 $ 802,778,310 $ 685,732,778 $ 598,289,135 85.4% 745% $ 50,960,671

Hypothetical Termination Liability

In August 2011, the CalPERS Board adopted an investment policy and asset allocation strategy that more
closely reflects expected benefit payments of the Terminated Agency Pool. With this change, CalPERS
increased benefit security for members while limiting its funding risk.

The table below shows the hypothetical termination liability, the market value of assets, the unfunded
termination liability and the termination funded ratio. The assumptions used, including the discount rate,
are stated in Appendix A and take into account the yields available in the US Treasury market on the
valuation date and the mortality load for contingencies, The discount rate is duration weighted and is not
necessarily the rate that would be used for this plan If it were to terminate. The discount rate for this plan’s
termination liability would depend on the duration of the liabilities of this plan. For purposes of this
estimate, the discount rate used, 4.82%, is the June 30, 2011 30-year US Treasury Stripped Coupon Rate.
Please note, as of June 30, 2012 the 30-year US Treasury Stripped Coupon Rate was 2.87%.

Valuation Hypothetical Market Value Unfunded Termination Discount
Date Termination of Assets Termination Funded Rate
Liability (MVA) Liability Ratio
06/30/11 ¢ 1,186,712,063 $ 598,289,135 ¢ 588,422,928 50.4% 4.82%
Page 15
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTCON
CalPERS ID 6373973665

Reconciliation of the Market Value of Assets

1. Market Value of Assets as of 6/30/10 Including Receivables $ 509,873,530
2. Receivables for Service Buybacks as of 6/30/10 779,684
3. Market Value of Assets as of 6/30/10 509,093,846
4, Employer Contributions 12,600,426
5. Employee Contributions 5,810,724
6. Benefit Payments to Retirees and Beneficiaries (39,234,862)
7. Refunds (57,159)
8. Lump Sum Payments 0
9, Transfers and Miscellaneous Adjustments (55,871)
10. Investment Return 109,533,580
11. Market Value of Assets as of 6/30/11 $ 597,690,684
12. Receivables for Service Buybacks as of 6/30/11 598,451
13. Market Value of Assets as of 6/30/11 Including Receivables $ 598,289,135

Development of the Actuarial Value of Assets

1. Actuarial Value of Assets as of 6/30/10 Used For Rate Setting Purposes $ 662,601,684
2. Receivables for Service Buybacks as of 6/30/10 779,684
3. Actuarial Value of Assets as of 6/30/10 661,822,000
4. Employer Contributions 12,600,426
5. Employee Contributions 5,810,724
6. Benefit Payments to Retirees and Beneficiaries (39,234,862)
7. Refunds (57,159)
8. Lump Sum Payments 0
9. Transfers and Miscellaneous Adjustments (55,871)
10. Expected Investment Income at 7.75% 50,495,044
11. Expected Actuarial Value of Assets $ 691,380,302
12. Market Value of Assets as of 6/30/11 $ 597,690,684
13. Preliminary Actuarial Value of Assets [(11) + ((12) - (11)) / 15] 685,134,327
14, Maximum Actuarial Value of Assets (120% of (12)) 717,228,821
15. Minimum Actuarial Value of Assets (80% of (12)) 478,152,547
16. Actuarial Value of Assets {Lesser of [(14), Greater of ((13), (15))]} 685,134,327
17. Actuarial Value to Market Value Ratio 114.6%
18. Receivables for Service Buybacks as of 6/30/11 598,451
19. Actuarial Value of Assets as of 6/30/11 Used for Rate Setting Purposes $ 685,732,778
Page 19
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTON

CalPERS 1D 6373973665

Asset Allocation

CalPERS follows a strategic asset allocation policy that identifies the percentage of funds to be invested in

each asset class. The current target allocation was adopted by the Board in December 2010.

The asset allocation and market value of assets shown below reflect the values of the Public Employees
Retirement Fund (PERF) in its entirety as of June 30, 2011. The assets for CITY OF STOCKTON SAFETY

PLAN are part of the Public Employees Retirement Fund (PERF) and are invested accordingly.

(B) ©)
(A) Market Value Current
Asset Class {$ Billion) Allocation
1} Short-Term Investments 7.9 3.3%
2) Domestic Equity 56.3 23.5%
3) International Equity 60.4 25.2%
4) Domestic Debt 49.2 20.6%
5} International Debt 39 1.6%
6) Inflation Linked 8.1 3.4%
7) Real Estate 19.1 8.0%
8) Alternative Investment 344 14.4%
Total Fund $239.3 100.0%
3.3% Short-term
14'40".’ Investments
Alternative
Investment . 23.5%
8.0% Real Domestic
Estate Equity
3.4%
Inflation
Linked
1.6%
International
Debt
20 60/0 25.201{')
Don;estic International
Debt Equity
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CALPERS ACTUARIAL VALUATION - June 30, 2011
SAFETY PLAN OF THE CITY OF STOCKTCON
CalPERS ID 6373973665

CalPERS History of Investment Returns

The following is a chart with historical annual returns of the Public Employees Retirement Fund for each
fiscal year ending on June 30. Beginning with June 30, 2002 the figures are reported as gross of fees.
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1 To the extent that you know wi t hout
2 reveal i ng any board communi cations, | suppose you can
3 answer .
4 THE W TNESS: Basically, it was done in an
5 attenpt to -- if you want, to -- to reduce changes in
6 enpl oyer rates fromyear to year
7 Prior to that, that 15-year snmoothing to be
8 adopted, rates were either increasing a | ot or
9 decreasing a | ot each year when we had either a good
10 or poor investnent performance. So our board did

11 that in order to danpen the inpact of swings in

12 I nvest nent return.

13 MR. RYAN: We've been going al nost an hour.
14 Woul d this be a good breaking point?

15 MR. NEAL: Yes, this would be a very good

16 breaki ng point. Thank you. Off the record.

17 (Wher eupon, a recess was taken from 9:55 to 10:12.)
18 BY MR. NEAL:

19 Q Back on the record.

20 M. Lanmoureux, |'m going to show you what

21 l"d like to have marked as Exhibit 422 and

22 Exhi bit 423.

23 THE REPORTER: These are al ready marked.

24 BY MR NEAL:

25 Q And ny first question relates to
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1 Exhi bit 422, has a date on it October 2012, and it's
2 the M scell aneous Plan of the City of Stockton Annual
3 Val uation Report as of June 30th, 2011, correct?
4 A. Yes.
5 Q. This is in fact a true and correct copy of
6 t hat Annual Val uation Report?
7 A. Yes.
8 Q Have you read this report before, the
9 St ockton report?
10 A. No.
11 Q You're famliar with the format of the
12 report?
13 A. Yes.
14 Q And the format of this report is simlar to
15 the format of all valuation reports prepared by
16 Cal PERS, correct?
17 A. | denti cal .
18 Q The only thing that changes is the nunmber
19 and the contribution amunts, correct?
20 A. And the nane of the enployer, correct.
21 Q If you could turn to what is Exhibit 423.
22 Exhi bit 423, dated Cctober 2012, Safety Plan
23 of the City of Stockton, Annual Valuation Report, as
24 of June 30th, 2011; do you see that?
25 A. Yes.
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1 Q. And is this a true and correct copy of the
2 Annual Val uation Report as of June 30th for the City?
3 A. Yes.
4 Q. And on the first page, it lists the enployer
5 contribution rate that is set for three different
6 fiscal years, is that correct? Excuse ne. Let's
7 just start with the year 2013-2014.
8 A. Yes, it sets the contribution rate for
9 2013-2014.
10 Q And it also serves to provide a projection
11 for 2014-2015 and 2015- 2016, correct?
12 A. Yeah, and an estimate to hel p the enpl oyer
13 for budget purposes. It is not a fixed rate. It is
14 an estimate.
15 Q And Cal PERS al so provi des the enployer with
16 an analysis of future investnment return scenarios; is
17 that correct?
18 A. Yes.
19 Q And that would be on -- in Appendix D, page
20 D-2 in the bottomright-hand corner; is that right?
21 A. Yes.
22 Q And can you describe what the information in
23 this chart on D-2 is intended to convey?
24 MR. RYAN: Just to be clear, are we | ooking
25 at 423 or 422, or does it matter?
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1 MR. NEAL: |I'mgoing to stick with 423,
2 which is the Safety Pl an.
3 MR. RYAN: Ckay, thank you.
4 THE WTNESS: This information is in
5 Appendi x D, which is called Ri sk Analysis Appendi x of
6 our report. The table is being provided to the
7 enpl oyer to provide themw th an understandi ng of
8 where their contribution requirenent to Cal PERS - -
9 you know, what it may be in the future in the event
10 that we were to earn -- for exanple, if we were to
11 meet all of our actuarial assunptions, neet our
12 seven-and- a- half percent, or in the event that we
13 were to have better than expected investment
14 performance or worse than expected investnent.
15 So we have provided themw th a range of two
16 better than expected returns and two worse than
17 expected returns. So we're providing them as
18 i nformati on purposes to help them understand the risk
19 associated with their pension plan, where the
20 contribution rate may go, you know, potential trends
21 over the next few years.
22 BY MR. NEAL:
23 Q So, for exanmple, if Cal PERS invest nent
24 return is negative 4.1 percent, the estimted
25 enpl oyer rate for 2015-2016 is 48.6 percent, correct?
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1 A. Correct. And that's assum ng all other
2 actuarial assunptions are realized as well.
3 Q. And for the record, what is the UAAL for the
4 Safety Plan as of June 30th, 2011; where would | find
5 that in this docunment?
6 A. So if you go to page six, and we are still
7 tal ki ng about Exhibit 423.
8 Q Yes, we're going to stay on that docunment
9 for now.
10 A. Okay. On this page, as | nentioned before,
11 we show the unfunded liability under various bases in
12 this report.
13 On a funding ongoing basis, assumng City of
14 Stockton retains its relationship with Cal PERS, we
15 provide two unfunded liability figures here.
16 On row four, you have here what is referred
17 to as the unfunded liability on the actual val ue of
18 asset basis. That's estimated to be 117 mllion -- |
19 won't worry about the rest of the nunmbers -- on
20 June 30th, 2011. This is the unfunded liability that
21 I's being used for purposes of setting the
22 contribution requirenment for Stockton Safety Plan for
23 "13-'14 fiscal year.
24 On row seven, we also show them here -- [1"'11
25 backtrack a second. The unfunded liability on row
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1 four was cal cul ated by conparing the entry age nor nal
2 accrued liability as shown on row two in the anmount
3 of 802.8 mllion to the actuarial value of assets of
4 685.7 mllion. That's how we canme up with 117.
5 On row six, we also show the market val ue of
6 assets in the amunt of 598.3 mllion.
7 When you conpare that to the liabilities,
8 you have an unfunded liability on a market val ue of
9 asset basis of 204 mllion -- $204.5 mllion for the
10 Saf ety Pl an.
11 So on a fundi ng ongoing basis, we have two
12 measures in our report. The first one on row four is
13 used solely to set the contribution rate. The second
14 one, the reason we show it there is just so that we
15 al so show them the funded ratio so they can see that
16 they are -- on a market value of asset basis, they
17 are 74.5 percent funded. That neans the market val ue
18 of assets covers roughly 74.5 percent of the accrued
19 liability on June 30th, 2011.
20 Q Thank you.
21 From an actuarial standpoint, which I think
22 you are the person to provide it, why do we see a
23 difference in funded ratios? | understand how the
24 mat h wor ks, but why would the funded rati o be higher
25 than the -- funded ratio for the AVA basis, line
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1 |l etter out to the nmenbers stating you're not going to
2 get any benefits.
3 A. Yes.
4 Q. They in fact received no benefits, right,
5 they did not get put into the pool?
6 A. There was nothing to put in the pool because
7 by having no benefits, they have no liabilities and
8 no assets. You can say we added themto the pool,
9 but it added zero to both sides. | think in this
10 case, | think it was nore voiding -- the contract, |
11 guess, never existed, but | don't know.
12 Q Are the assets and liabilities of each
13 term nated agency kept segregated or are they pooled
14 t oget her ?
15 A. They are pool ed together into one big
16 account. We have no way to know how nuch bel ongs
17 to -- you know, the liabilities we can, but not the
18 assets.
19 Q And what is the current state of the assets
20 and liabilities of the Term nated Agency Pool ?
21 MR. RYAN: Object to the form outside the
22 scope.
23 If you know.
24 THE WTNESS: We will present the results to
25 our board in Decenmber of June 30th, 2011. If |
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1 recall, the liabilities are in the nei ghborhood of
2 $90 mllion and the assets in the nei ghborhood of
3 180. So it's about 200 percent funded. So it has
4 about $90 million surplus.
5 And again, | think the actual results wll
6 be made public to our board in Decenber.
7 BY MR. NEAL:
8 Q Are prior years' results made public as
9 wel | ?
10 A. We have never in the past -- we have done
11 the calculation internally, but we have never
12 presented it to our board in the past. But we -- our
13 chief actuary has asked us to start presenting the
14 results to the board for the Term nated Agency Pool.
15 But we have done the valuation internally every
16 single year. W have done the cal culations. W have
17 not published an official report, but we have done a
18 cal cul ation of the assets and liabilities every year
19 because it's our duty to make sure that the pool is
20 properly funded.
21 Q If Stockton were term nated, its assets
22 woul d be put into the Term nated Agency Pool ?
23 A. And liabilities.
24 Q And its liabilities?
25 A. Correct. Unless they were to ask to nove to
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1 a different retirenment system which, again, |I'mnot
2 sure that the Iaw would allow right now, but if it
3 were to conme to that, then they would not go into the
4 Ter m nat ed Agency Pool .
5 Q Does the | aw that you referred to in your
6 prior testinmony, is it specific to Los Angel es and
7 San Francisco or --
8 A. If I recall, | believe that the | aw that
9 exi sted before allowed a transfer to the Los Angeles
10 County Retirement System and one nore that | can't
11 recall right now, and then it had to be changed to
12 allowto do it with City and County of San Franci sco.
13 Q It's specific as to the contracting agency?
14 A. No, it's specific to the retirenment system
15 that said that transfers can occur between Cal PERS
16 and the Los Angel es County Retirenment System
17 Q Descri be to me how Stockton's hypothetica
18 termnation liability would be cal cul ated?
19 A. What do you nean by "woul d be" because it's
20 al ready been cal cul ated here.
21 Q Thank you.
22 A. No, no, | was just wondering --
23 Q No, that's very helpful. | appreciate the
24 preci sion, | do.
25 A. Correct, I'"man actuary, | want precision
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1 before I answer.
2 So, in this case, for 6-30-11 -- renenber,
3 we are presenting the informtion based on the
4 member ship and informati on we had in place on
5 June 30th, 2011
6 So the purpose of this is if Stockton had
7 term nated their contract on June 30th, 2011, and we
8 had i nvested the assets, in accordance with the
9 direction our board has given us to i mmuni ze the
10 liabilities, we -- and I -- the question didn't cone
11 up, but in August, 2011 when our board adopted --
12 when our board gave staff the direction to change the
13 way the assets are invested for the Term nated Agency
14 Pool, they also adopted a board policy on the
15 di scount rate for the Term nated Agency Pool. And
16 it's -- the policy does not have a discount rate
17 stated init. It has a nethod to derive what the
18 di scount rate should be that involves | ooking at
19 duration of liabilities and durations of 30-year
20 treasury bonds and 10-year treasury bonds. W do a
21 cal cul ati on based on that policy, and the answer we
22 got, on June 30th, 2011, based on the rates that
23 were -- the treasury rates that were in effect on
24 June 30, 2011, the answer was 4.82 percent.
25 So, if you |l ook at the number here, had they
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1 term nated on June 30, 2011, and had we been able to
2 i nvest the assets at the rates that were in effect
3 back then, the liabilities would have been about --
4 for this plan, $1.186 billion. Since their assets,
5 the market value is only 598 mllion, that | eaves a
6 shortfall of $588 mllion. The unfunded liability,
7 the shortfall on term nation, had they term nated
8 back in 2011 woul d have been 588 mllion
9 In this report -- and when we have
10 conversations with enployers, we nmake sure they are
11 aware of the way our board has noved toward investing
12 the Term nated Agency Pool. Now, as a result, the
13 liabilities at term nation are very sensitive to
14 interest rates, especially treasury rates in the
15 market. This is why we inserted that sentence that
16 you have highlighted in your report, the | ast
17 sentence just above the table that says that we want
18 to give them a heads-up that please note that as of
19 June 30, 2012, the 30-year U.S. Treasury strip coupon
20 rate was now 2. 87 percent.
21 This is just to give them a heads-up that a
22 year from now when we do the 2012 valuation telling
23 them what their termnation liability woul d have been
24 had they term nated back in 2012, it's going to be
25 even hi gher than what we show here.
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1 Q. Such that their unfunded term nation
2 liability was --
3 A. Woul d be even higher. And if they were to
4 cone today to say we want to term nate our contract
5 with Cal PERS, the rates today, if you keep -- you
6 know, if you're looking to refinance to buy a hone,
7 you' re probably very happy right now. | don't know
8 exactly what it is, but I think it's now bel ow
9 two percent, what the 30-year treasury rate is. |
10 may be m staken, but it's nmuch |ower than the

11 2.87 percent you see there.

12 So our intent going forward is that table
13 will be a historical table. W wll keep at [east
14 five years of information simlar to the two tables
15 above to help an enployer understand that the point
16 intime to termnate now will have a big influence.
17 Like the interest rate in the market at the tinme of
18 term nation will have a big influence on what the

19 anmount owed at term nation wll be.

20 Q On the date of term nation?

21 A. On the date of term nation.

22 And we have processes set in place at

23 Cal PERS with respect -- you know, they call us today
24 and say, "I want to term nate tonorrow, " the

25 effective date is not going to be tonmorrow. There
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1 are different processes in place by |aw, depending on
2 who asks for the term nation.
3 Q. But the discount rate reflected here on page
4 15 of 4.82 percent, that's not provided by | aw,
5 that's provided by board policy?
6 A. Board policy, yeah, and it's the rate
7 that -- if you want, that links to the valuation
8 date. This is what we would have been able to obtain
9 on our investments had we term nated them on June 30,
10 2011.
11 Q And that is because the assets are invested
12 differently after term nation, correct?
13 A. Correct, in a much nore conservative
14 fashi on, nostly because we have no recourse back to
15 enpl oyers. So we don't want to |eave the noney all
16 in the stock market because, if it tanks, then we
17 don't have enough noney to pay the benefits. It's
18 never gotten to that, but that's the reason we do
19 that. We don't want to ever get to that point where
20 we don't have enough noney to pay benefits because we
21 cannot go back to enployers and tell them and ask for
22 additional contribution fromthem And al so, nost of
23 the enpl oyers that have already term nated their
24 contract with Cal PERS are no | onger in existence.
25 Q Has there ever been a term nation of an
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1 for the Term nated Agency Pool, which is a reflection
2 of how the assets will be invested. As | nentioned
3 earlier this norning, it's a mx. The policy states
4 that we have to | ook at the duration of our
5 liabilities, conmpare it to the duration of ten-year
6 treasury bonds and 30-year treasury bonds. We apply
7 a formula. And for the June 30th, 2011, the answer
8 we got was 4.82 percent.
9 On June 30, 2012, as we stated in our
10 report, on page 15 of Exhibit 423, it will be
11 2.87 percent. And again, it's a reflection of the
12 rates because we are going to invest -- we are
13 investing in bonds, in treasury bonds. |It's related
14 directly to the rates in effect at that time. So
15 today, that rate is even | ower.
16 BY MR. WALSH:
17 Q If the City of Stockton were to term nate
18 its pension plans, over what period woul d Cal PERS
19 expect the termnation of liability to be funded?
20 MR. RYAN: Calls for specul ation.
21 THE W TNESS: When an enpl oyer term nates
22 and we cal cul ate how nuch is owed at term nation, we
23 seek these funds inmedi ately.
24 BY MR. WALSH:
25 Q You testified this norning about your
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1 CERTI FI CATE OF REPORTER
2 I, VICKI HAINES, a Certified Shorthand
3 Reporter, hereby certify that the witness in the
4 foregoing deposition was by nme duly sworn to tell the
5 truth, the whole truth and nothing but the truth in
6 the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewiting, by conputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period allowed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: NOVEMBER 23, 2012
24
25 VI CKI HAI NES, CSR #5995
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1 for some period from 2000 to 2012 that you could

2 provi de?

3 A From - -

4 MR. RIDDELL: Object to the form of the

5 guesti on.

6 THE W TNESS: No, not as far as an average

7 anmount of regular attrition. | followed closely,

8 nore closely, the attrition of those that were

9 | eaving to other departnents. But as far as just

10 regular -- what we would call regular retirenent, |
11 don't know have those nunbers.

12 BY MR, GEOLOT:

13 Q And what information do you have with

14 respect to individuals who | eave to go to other

15 departnments that you just nentioned in your answer?
16 A. Ckay.

17 MR. RIDDELL: Calls for a narrative

18 response.

19 THE W TNESS: Up through 2008, we had very,
20 very few officers leaving, if ever, to other

21 depart nents.

22 Begi nning in 2008, when fiscal energencies
23 began, is when we began to see the exodus of officers
24 | eaving. And since then we have had, | would say, 60
25 to 70 officers | eave to go be enployed at other
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1 pol i ce departnents.
2 BY MR, GEOLOT:
3 Q And what is the source of that information?
4 A. That we track in our personnel training
5 section. And that -- | personally was involved in
6 nost of those exit interviews, if you will, of the
7 officers that were |leaving to other -- to other
8 agencies. | didn't exit interview people who were
9 just retiring.
10 Q. And pl ease tell ne the process surroundi ng
11 the exit interview process?
12 A. Not entirely formal. \Whenever | heard of an
13 of ficer who was |eaving, | would reach out to them
14 If I heard they were in the application process for
15 anot her agency, | would request a neeting with them
16 to attenpt to retain them try to talk theminto
17 st ayi ng.
18 However, if they already got -- sought
19 enpl oynent, were hired, whatever the case is, and
20 then they had to go turn in their equipnment, the
21 Personnel and Training Section enployees would then
22 set up a neeting with me. So then | was set up with
23 an actual interview, and | would talk to them and ask
24 t hem why they were -- why they were | eaving.
25 Q Was a record created of that conversation?
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1 BY MR, GEOLOT:
2 Q. We are starting generally, then we are going
3 specifically.
4 A. Okay. General is alittle easier, as | sit
5 here today.
6 The one common thenme | would have to say to
7 a tee for all of themwas they want to stay at
8 St ockton Police Departnment. They are happy with the
9 direction that the police departnment is going. They

10 just can't take the upwards to 30 percent cut of

11 total conpensation that has been inposed on them

12 And they have either |ost their home or they all had
13 an individual story, many of them _

14 But they couldn't -- couldn't stay any

15 | onger because of the cuts that have been i nposed on
16 them and there were too nmany ot her agencies out

17 there that would for | ess work give them nore pay.
18 Q. Anyt hing el se that you recall generally in
19 ternms of what they said?

20 A. That was quite a bit to me. But | think

21 that that was the thene, was -- it was exactly that,
22 what | told you.

23 Q. Okay. And can you tell ne the range of ages
24 of the police that you're tal king about who were

25 departing?
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1 CERTI FI CATE OF REPORTER
2 I, SANDRA BUNCH VANDER POL, a Certified
3 Short hand Reporter, hereby certify that the w tness
4 in the foregoing deposition was by nme duly sworn to
5 tell the truth, the whole truth and nothing but the
6 truth in the within-entitled cause;
7 That said deposition was taken down in
8 shorthand by ne, a disinterested person, at the tine
9 and place therein stated, and that the testinony of
10 the said witness was thereafter reduced to
11 typewriting, by conmputer, under ny direction and
12 supervi si on;
13 That before conpletion of the deposition,
14 review of the transcript was requested. |If
15 request ed, any changes nade by the deponent (and
16 provided to the reporter) during the period all owed
17 are appended hereto.
18 | further certify that I am not of counsel or
19 attorney for either or any of the parties to the said
20 deposition, nor in any way interested in the event of
21 this cause, and that | amnot related to any of the
22 parties thereto.
23 DATED: NOVEMBER 16, 2012
24
25 SANDRA BUNCH VANDER POL, CSR #3032
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ambiguous.

THE WITNESS: I would say this is -- this is
-- the nature of what I was asked to do was not sort of
an independent statistical study that would try to come
up with an estimate of a particular input, namely a
reduction in pension, among on the outcomes being
considered. I was focusing on assessing the strength
of the evidence and the case for the claims that were
being made. So given that, I didn't need a precise
number, I didn't need to write down a precise number.
There was nothing in any of the materials I was
reviewing to which, you know, it was relevant whether
it was 10 percent or 14 percent or 17 percent. As I
said, whether it was qualitatively large or modest was
something I needed a sense of but not more than that.
Q. BY MR. RIDDELL: Do you associate some

qualitative meaning to the term modest?

A. Qualitative? Sure.

Q. what does it mean to you?

A. I think qualitatively, it means relatively
small.

Q. And then quantitatively, what does the term

modest mean to you?

A. I was operating under the assumption that we
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were in the range of ten or so percent, plus or minus,
you know, 5 or 6 or 7 percent. Again, no more specific
than that, you know, but as opposed to 60 percent or
90 percent or something like that. I think I was
thinking about, you know, what does that mean -- again,
going back to the qualitative question, you know, one
could imagine -- one could imagine an elimination of
pensions being viewed as a dramatic change in a
person's financial circumstances. And I think modest
is kind of ruling out that qualitatively, although it's
still something real.
Q. So you were not asked to make any assumptions
with respect to the amount of pension reduction that
was in play; is that correct?
A. No more than I mentioned.
Q. which is that nobody told you what you should
assume; 1is that right?
A. That -- well, no, I was told that I should be

thinking about modest reductions in pensions.

Q. And did you seek guidance on what was meant
by modest?
A. I -- I looked through documents -- again, as

I said I Tooked through documents to see was anything

more specific ever mentioned, and the answer was no, so
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these subjects, what I mean is the information

regarding where people went, what you described

earlier?
A. Right.
Q. -- where people went, what their pay was

going to be, why they went there, how they were being
recruited, things of that nature?

A. well, the information I got was really, I
think, of three dimensions. I think I have this right.
I had some data of different years, I think 2008
through 2012 so I had something about the timing of
changes that occurred. we knew where people moved to.
So this 1is data -- I should say this document was
provided to me without a detailed explanation of
exactly what I was looking at so I'm operating under
the assumption that this is a database of people who
worked for the Stockton Police Department, whether they
Teft or not, and why they left. I can't vouch for its
accuracy in that sense. It wasn't our data.

So I knew years, I knew where they went, and
we had a classification of departures into retirement,
Tateral transfers and then all departures which would
include the Tatter two as well as others Tlet's say for

example someone moving to a private sector job but not
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retiring or laterally transferring. So that's the
information that was there.

what I learned from that I would say is not a
Tot. There's a lot of missing information. I don't
know -- there's nothing provided about Tlateral
transfers in, I don't know if they occurred or not.
There was nothing that told me whether the Tevel much
transfers and retirements that I was seeing was unusual
relative to other departments or other years. I mean,
there's going to be random fluctuations in these things
across space and over time, and I had no basis for
knowing whether I was looking at something highly
unusual or not.

I did see in those data, I would say evidence
against the claim that at Teast past compensation cuts
or whatever else happened, because I don't know what
else happened entirely, but evidence against the claim
that the City was facing a mass exodus of experienced
police officers because according to these data
experience levels were actually rising slightly over
this period in the police department, and that's what I
can recall at the moment.

Q. So you just testified that you received this

particular document, was it the sworn count document?
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A. That's what it's called.
Q. So you received the sworn count document 1in
response to your request for additional information, is
that accurate?
A. I'm not sure that a request was conveyed to
anyone that resulted in it being delivered. I got it
somewhat late in the process of writing my report.
Q. But you did make a request to somebody for
additional information on the subject matters you've
just testified about, is that correct?
A. I remember raising the question of do we know
more? I don't recall specifically asking for a
specific document because I didn't know if it existed.
Q. who did you ask whether or not we need more?
A. I would assume it was -- I mean I assume I
would have directed that question first to the CRA
folks who as I said were Tooking through everything
that was delivered.
Q. And by that you mean Charles River
Associates?
A. Yes, CRA, yes.
Q. Do you know if they in turn requested
information?

A. I don't know what specifically prompted us to

ALDERSON REPORTING 88
1-800-FOR-DEPOS




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Case 12-32118 Filed 02/16/13 Doc 717

REALTIME ROUGH DRAFT
get that document.
Q. Do you know if your requests for additional
information were ever conveyed to counsel?
A. I don't know specifically, no.
Q. Earlier you mentioned that it would have been
helpful to have information to find out the reasons
that employees or Stockton police officers had already
left, is that correct?
A. I think I qualified that by saying I would
have really liked to have information that would Tet me
assess as labor economist would go about doing so what
kind of factors affected these decisions.
Q. As a labor economist how would you go about
obtaining information with respect to why individuals
Teft the department?
A. That's a good question. Wwell, I would want
data on let's start without comes. So some of the kind
of information that's in the -- that's in that sworn
count document, but I didn't know -- as I said, I
didn't know necessarily everything about those people,
rank, what kind of positions they were in. I didn't
know anything about flows in the other direction. So
in an ideal world I would want that kind of information

for you know all police departments or all reasonably
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sized police departments or something like that in
california.

I would want to know information on the kind
of things that the economic migration literature points
to which as we discussed earlier would be relative pay
and compensation would be part of that, but other
information on these people would be part of it that
the economic migration literature points to. So were
they married, did the spouse work, what did she make,
did their kids 1ive there, factors like that.

Ideally, some -- some measures of -- of how
compensation or even better yet pension benefits might
have changed across areas that would actually Tet me
say look here's a jurisdiction where pensions did
change and here's what happened or didn't happen. I
would want to know about, some of this is in the report
-- about the quality of 1ife broadly speaking or
amenities of the different regions people were working

in or could work in.

Q. So, did you do anything to research or assess
any of the -- these issues you just testified about?
A. I was not asked as part of my work on this to

engage in that kind of study.

Q. well, what specifically were you asked to do?

ALDERSON REPORTING 90
1-800-FOR-DEPOS




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Case 12-32118 Filed 02/16/13 Doc 717

REALTIME ROUGH DRAFT
A. I was asked to look at the documents that
were provided, to focus on the claims that were being
made about pension cuts and the prospect of a mass
exodus of experienced police officers and to discuss
whether -- whether the case was made in whatever I was
provided that this was a reasonable fear, and then to
go to the existing literature not do independent
research of the kind you were just asking me about, and
to the extent possible, to say what I could say about
factors affecting the kind of decisions and question
what we could draw from the existing literature that

might be informative about these claims.

Q. was that the entire scope of your assignment?
A. To the best of my recollection, yes.
Q. You said that -- you mentioned that part of

your assignment was then to go to the existing
Titerature and not do independent regarding the type of
subject we were just talking about, that was your
testimony, and what we were just talking about was how
you would go about determining why individuals Teft the
department, so you were specifically said don't look at
that issue?

MR. GARDENER: Objection.

THE WITNESS: I can't recall whether I was
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specifically told not to. I was contacted about doing
this work relatively close to the date when the report
was due. I think it was about -- a Tittle fuzzy here,
around 6 or 7 weeks before it at most. And it was very
much take the evidence that's been offered, assess it
as best you can as an expert, give us your opinion on
it. Give us your opinion on what you can draw from the
existing literature which is partly when we talked
earlier about searching for other studies on this
topic, that was certainly part of that. It was -- I
honestly don't recall whether I asked -- I probably
didn't because I knew there wasn't time, about the
prospect of -- actually I'll correct that. we did
actually discuss whether there were data sets we could
go to to Tlearn anything about the kinds of questions we
have been talking about, and decided that, you know
there was nothing near the amount of time one would
need p even if we could do it with existing data to do
that kind of you know an affirmative study of can I do
an original research that says the claims are valid,
the claims aren't valid based on the best evidence one
could design if I was sort of doing a research project
on this question.

Q. BY MR. RIDDELL: well, in terms of timing you
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were just talking about, you wouldn't have had enough
time to conduct that research given the constraints of
when a report would have been due, is that correct?
A. Yes.
Q. So how long would it have taken you to
undertake that study?
A. well, it's hard to say for two reasons but I
will answer your question. I'm not even sure that that
information is available, okay? But were you to say
Tet me -- you know, let me go to the data out there
that the City has provided and really do sort of the
best assessment I can do have this, you know, given
that I can't work full time on this because I have
another job, right? You know many, many many months
possibly closer to a year than to half a year, I would
think.
Q. And just so that I'm clear, what are you
talking about that would take a year, what would you be
studying in trying to determine over the course of that
time frame?
A. well, I think a Tot of it would be see what's
an existing data source that might tell us something
about this, and my guess 1is there isn't much.

Q. I apologize because I want to be really clear
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on this. 1Instead of saying what the data points would
show about this, can you be more specific? 1In other
words, we're talking about what you would envision
taking a year I want to be really specific about what
you would be looking and and trying to determine over
the course of that year?
A. Let's talk about what I would be trying to
determine is from the best available evidence which
would be new in this case, what can we say about
compensation changes or pension changes and their
affects on mobility decisions of ideally police workers
or perhaps some broader group because that's all we
could get reliable data on.
Q. would your findings have been specific to
Stockton or you would take what you've Tlearned with
respect to other departments and be able to kind of
apply and interpret that data in a way that's relevant
to Stockton?
A. Speculating, I think most likely, I would
Took for any cases in sort of recent past, maybe in
California or comparable states, of where this kind of
thing has happened. Because again, I don't think --
you know, in social science research we do believe that

one can generalize. Now, obviously, if I can look at
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other police departments as opposed to, you know, other
people in some other field where something like this
happened, the generalization is more valid.

But I would try to get as much evidence as I
could from departments that might have undergone
similar experiences subject to there being information
on -- how behavior changed in response to those.

Q. Are you aware of in departments who have had
anything remotely similar to what has been experienced
at the Stockton Police Department over the past four
years?

A. well, these other california cities -- San
Diego and San Jose have had changes in pensions, to my
understanding, that is -- their increased contributions
to current workers, but pension formulas changes for
new workers. So if we are talking about the prospect
of actually cutting pensions for existing workers, no,
but -- so I haven't run across an event like that.

Q. So, I'm sorry, because I kind of went off
track of what you were just testifying about to ask
that specific question, but --

So the ultimate, what you would be trying to
determine are validate or invalidate, what's the

ultimate call of the question, I suppose, with respect
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to what the purpose of that study would have been?
A. Maybe 1it's useful to go back to the example
of the Hi1l study we talked about before, you asked is
there any evidence on pension cuts and separation, I
think is the way you put it.

So that was a study of data from, you know, a
huge sample of, I think, essentially all private firms
in the U.S. and whether they converted from defined
benefits to defined contribution plans. And in that
data set you had information on workers over time, so
you could actually see did they leave their firm. And
that, you could have asked but didn't -- it actually
Tooked at where they went as well. So for example,
something along that design of a project would be what
I'd have in mind.

Q. And the purpose would be to answer what
ultimate question?

A. well, ultimately, ideally I should say, you
know, whether -- if public agencies let's say had
implemented modest pension cuts, what kind of responses
we saw, were there many departures, were they more
experienced departures getting at exactly what the core
issues are I think in this case.

Q. And if you were able to work on it full time
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putting aside your other responsibilities, can you give
me an estimate about how long it would take to conduct
such a study?
A. Me with support? And having the data, big
if, six months but roughly.
Q. Do you have a rough idea how much that would
cost to hire you and your support staff full time and

I'm just asking for an estimate?

A. NoO.
Q. Not an exact amount.
A. well, if I was well over -- well half a

million or more I think if we priced the time and the
Charles Rivers consultants.

Q. You said if the data was available, what do
you mean by assuming or if the data was available for
you to conduct that study?

A. well, two things really. One is we actually
need data that would let you track at least somewhat
appropriate workers you might say private sector
workers Tike from the Hill Study would be not the best
P group to study. I believe the study she used was a
Tongitudinal data set which I believe excludes the
public sector. I don't know there's a readily

available set that includes the public sector workers.
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You can go to existing data sets something called the
American community survey and, you know see people's
industry and occupation and do they work in the public
sector. That's not a great day to set though for --
for seeing moves although there's some information on
that. So you need information on workers and what they
do, roughly speaking and then -- and this s
potentially the fatal flaw here, the best study of what
might happen when you cut pensions is studies what
happens elsewhere when you cut pensions, right? So
whether there were instances of that which occurred is
something I don't know and it might be that you need to
go to a state where that happened more where maybe
Tegally it could happen more, if that's the right
framework and that's not something I've investigated.
Q. Okay. If you weren't available do 1it, does
such a study -- do you have any logical candidates for
who would be another good choice for doing that type of
work? oOr do you think you're more uniquely qualified
do that than other candidates?
A. I think I have strong qualifications. I
don't think I'm uniquely qualified do that, no. Again,
you know, I think you wouldn't have to be an expert in

this particular area already do that kind of study.
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There's nothing here about what I might expect to see
10 or 15, 20 years from now, there would be flow basis
for making that. The economic migration Titerature
although not addressed specifically in this context,
does not study behavior over 10 or 15 years it's kind

of typically over a one year range.

Q. So is it your opinion then in a one year
range?
A. I think -- I can't be pinned down

specifically because I wasn't asked to you know kind of
assess the timing question, but I'm thinking -- my
opinion refers to something in the short-term of let's
call it roughly a year or less.

Q. So in your report then, your conclusions
don't specifically address the period of time that
would be covered for the mass exodus, is that correct?
A. Yes. It doesn't say it might not happen 1in
one month but it might happen in two.

Q. Right and you haven't formed any opinions
based on defining what that time frame would be,
correct?

A. I have no opinions about the specific timing
within that relatively year term of the year or so.

Q. Now, in the same text that we just went over
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from your declaration, you state that you cannot
conclude that a City would face a mass exodus of

experienced employees as a result of pension cuts,

correct?
A. correct.
Q. Do you contend that it was unreasonable for

city leaders to be concerned that the City would
experience problems associated with retention of police
officers under those circumstances?

A. I would say, you know, putting aside any
evidence, is it -- if I was going to predict -- if I
was going to worry about what direction cuts might be
if I cut pension this would be a reasonable question to
ask. Most questions would regard a cut in pension as a
negative so my statement one cannot conclude is a
statement based on the evidence that I was able to see
and what I was provided with and whether that made a
case that that was the mass exodus experienced workers
was a serious concern.

Q. I'd Tike to ask you the same question with
respect to whether or not it would have been reasonable
in your view for city leaders to be concerned with the
effect that a proposed benefit reduction might have on

recruitment of new police officers. would your answer
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be the same?
A. I think yes. I would qualify it in the sense
that we -- I think the research establishes pretty well
that young workers, young people don't pay a Tot of
attention to pensions so if I was coming at this from
that Titerature I might be more reasonable to think
about a 50-year old maybe kind of thinking about
retirement probably somebody who knows something about
his or her phone pension probably pay more attention to
it than recruits whose pensions are very far in the
future.
Q. So I believe I know the answer to this but I
need to ask it prior to this the Titigation have you
written or researched about this particular subject

matter that you're expressing opinions about?

A. No.

Q. who prepared this report?

A. I did.

Q. Did you author the entirety of its contents?
A. Yes.

Q. on page three of your report you refer to?

A. The report?

Q. Your report, yes. You refer to Charles River

Associates. What was the role of Charles River
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see any reason it would change materially. I do
discuss two points that might affect whether -- and I
believe we discussed this earlier, whether more or Tless
experienced officers are more Tikely to respond to
this, and I think things cut both ways as far as that
goes.
Q. And, again, what do you mean by the term
"modest"?

MR. GARDENER: Objection, asked and answered.

THE WITNESS: 1I'm operating with a rough
definition of about ten percent, and if you added 5 or
6 or 7 percent to that in either direction or a little
more or a little less, I wouldn't view that as any
different really.
Q. BY MR. RIDDELL: Okay. So you state here 1in
-- turning back to your declaration, that no convincing
evidence has been presented by the City in any, and I
emphasize the word any, cut in pension benefits or even
a modest cut would lead to a mass exodus of police
officers.

what do you mean when you use the word "any"
in that sentence?

MR. GARDENER: Objection, asked and answered.

THE WITNESS: By any, I mean smaller than

ALDERSON REPORTING 150
1-800-FOR-DEPOS




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Case 12-32118 Filed 02/16/13 Doc 717

REALTIME ROUGH DRAFT
have happened in some states. I haven't investigated
it.
Q. So you would want to -- in an ideal scenario,
you would want to Took at that information, those data
sets in order to determine the likelihood that officers
would leave in response to a certain amount of pension
benefit reductions, is that correct?
A. Yeah, what I'm thinking of is data that gets
me a lot closer to the relevant population, city
workers maybe, police officers even better, if that's
feasible and that is -- 1is closer to the kind of change
being contemplated, that is a reduction in defined
benefit pension payments. As opposed to, for example,
on the Hill study it's a -- which looks at conversions
from defined benefit to defined contribution which is
not quite the same, but has the same flavor of -- at
Teast for older workers, feeling Tike pension cuts.
Q. So to get to determining the Tikelihood that
we were discussing, in order to determine the
Tikelihood that officers would leave in response to a
certain and the of pension benefit reductions you would
ideally want to conduct the study you described earlier
and then after you've done that you would be able to

make reasoned and informed decisions with respect to
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the 1likelihood of departures. 1Is that accurate?
A. That would give me more information than I
have to work with now certainly.
Q. I guess it would. I would agree with you on
that. Then you indicated there would be a less than
ideal way to calculate the 1likelihood of departures and
what would that be?
A. So what I have in mind, again, shooting from
the hip a Tittle bit here is that I wanted -- the
public sector isn't that big, right, and if I want to
capture police officers of course, if I have a sample
of the entire national population and even if there's
hundreds of thousands of people I'm not going to get
that many police officers. So I could go to the
American community survey which captures around a few
million people a year it's a very large sample. I
could figure out from that whether you're a public
sector worker. I would figure out whether you're in
corrections I'm not sure I could figure out whether
you're a police officer specifically. So if I had that
data, over time, across locations, I could describe to
tie it to the other missing piece which is places that
have had changes in public sector pensions over time

and try to learn something from observations on you
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know is the sample showing me fewer police officers 1in
I don't think you'd see Stockton data but maybe in a
really big city am I seeing fewer officers there
subsequent to a reduction from pension than prior to it
relative to other cities where other changes of
similar, but there has been pension reductions.
Q. So in order -- with respect to this less than
ideal scenario, the second way that you might go about
approaching that problem, I understand that you would
need to lTook at public sector pension benefit

reductions that have taken place elsewhere is that

fair?

A. That was a hypothetical. I don't know that
they have.

Q. Right, right, but floored to conduct that

study you would need to Took at that?

A. That would be the best.

Q. But you're not aware of whether or not any
such data exists, is that correct?

A. My concern is not the data but about the
event actually. I mean if the event occurred I could
date it and place it.

Q. But you're not aware of actual -- any public

sector pension benefit reductions?
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A. I'm not. I haven't investigated that 1in
great detail. I do reference a couple of -- one study
-- there is one study that talks about some changes for
new workers.
A. You know those have occurred, including
states wide in California now. But explicit reductions
to current workers of the kind we're talking about I
don't know.
Q. without knowing the Tikelihood or without
knowing how 1likely it is that officers would leave the
Stockton Police Department for other police
departments, do you believe it's reasonable for
Stockton to voluntarily reduce its pension benefits in
the way you've described?
A. Can I ask you to read back the question?

Q. Yeah. You would agree that Stockton -- well

Different question here. 1In formulating your
opinions regarding the likelihood that a modest pension
benefit reduction would not lead to recruiting and
retention problems, did you assume that there were no
other significant current events taking place within
the police department?

MR. WALSH: Objection, vague and ambiguous.
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THE WITNESS: I would say -- I was -- I was
-- I was trying to focus on that change in isolation.
I mean in a statistical study we do that, you know, 1in
formal ways. The economic migration literature I refer
to takes into account multiple factors at once in which
case you're holding constant other things. But this
was not done as a statistical study so not in any
formal way.
Q. BY MR. RIDDELL: Wwell, when you say that your
trying to focus on that change in isolation,

specifically what change are you referring to?

A. A proposed or perspective cut in pensions.
Q. So when you were formulating your opinions,
you weren't considering other -- other significant

events that had occurred within the City of Stockton or
the police department over, say, the last four years,
is that correct?

MR. GARDENER: Objection mischaracterizes
itself testimony.

THE WITNESS: So I interpreted your question
differently so shall I -- that was your first question
so shall I answer that question. They struck me as two
different questions although they probably weren't in

your perspective.
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Q. BY MR. RIDDELL: Wwell, go ahead and -- what's
-- what question are you?
A. If you could read back the previous one
before you mentioned four years in the police
department.
Q. I was asking, when you said you were trying
to focus on that change in isolation specifically, what
change were you referring to?
A. So, what I meant was a lot of other things
have been happening in Stockton, both to the economy
overall, to the housing market and city finances,
however, that will all get resolved. So I'm not
thinking of my opinion as what is the combined effects
of all the stuff or even just all the things that are
going to pertain to Stockton trying to to resolve its
fiscal situation. I was just trying to isolate, you
know, the incremental effect of whether there would be
a reduction in pensions or not.
Q. So then if I understand correctly, just to
parrot back what you're saying is, so correct me if
this 1is inaccurate about what you're saying, but you're
saying that when you were studying whether or not a
pension benefit reduction would result in the departure

of police officers to other police departments, you
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happened, would apply here.
Q. Is that because this is a unique set of
circumstances that you're not aware has occurred
anywhere else?

MR. GARDENER: Objection, misstates the
testimony.

THE WITNESS: 1It's not so much that. 1It's
that we, you know -- whenever we do empirical research
based on a statistical model, we never explain
100 percent of the variation in whatever outcome we're
trying to understand. So there's always a possibility,
whether 1it's Stockton in 2013 or some other city in
some other year, that something coincided with the
policy change, let's say a cut in pensions, that the
researcher failed to take account of that gave us --
that gave us a different set of outcomes. Or that for
whatever reason the response of Stockton police
officers 1is not like the response of other police
officers, even if we could hold everything else
constant.

So you're always back to I could do a study,
I could say from that study, again, in an ideal world,
you know, based on on the experience of so many other

cities that have engaged in a similar kind of policy,
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even more ideal under a similar set of circumstances,
this is what's happened.

That would be -- you know, you'd have a
pretty good basis for using that to predict what would
happen in Stockton. But just Tike you would never use
a statistical model to say, you know, this predicts
what person X will do. This tells me, I should say.
It does predict. This tells me definitively what
person X will do. It doesn't tell me definitively what
the policy would do in this place at that time.

Q. BY MR. RIDDELL: Right, I understand.

But you're not -- in conducting your research
analysis for the purpose of formulating your opinions,
you have not come across any jurisdiction that is --
that has 1in the past or is currently considering
reducing pension benefits in the way that's
contemplated in your study; is that correct?

MR. GARDENER: Objection, asked and answered.

THE WITNESS: By the way, it's contemplated

in my report.

Q. BY MR. RIDDELL: Correct.
A. Yeah, that's correct.
Q. It's correct that you have not come across
anything?
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A. I have not come across anything.

Q. Did you look to see if there was anything
similar?

A. I Tooked for academic studies, as I

mentioned, quite a while back. Not finding those, I
didn't -- I didn't look for, you know, a search that
would have been meant to uncover cities that have cut
pensions. I could have, but, you know -- and there
might be -- so I'm pretty confident there's not an
academic study of such an event. Does that mean it
didn't happen somewhere? Maybe in a state where
Tegally that can happen more easily and there's not
some consulting report, a government report studying
it, I can't say.

Q. I understand.

on page 16 of your report, the last sentence
of the last full paragraph beginning on the right-hand
side of the page you state:

"It may seem like stating the obvious, but
the only type of evidence based on past behavior that
could predict future response to pension cuts would be
past evidence on pension cuts."

why do you believe that to be true?

A. I don't know what else would be true. I
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mean, that's -- this is kind of exactly along the lines
of your questions about if I could conduct the ideal
study, what would I do? And I think what I've
described should be, I think, exactly consistent with
what I say here.
Q. Okay. So 1is it true or fair to say that your
conclusion that the city would not face a mass exodus
of experienced employees or face recruitment and
retention problems as a result of any or modest cuts in
pensions is not based on any evidence of what other
cities have actually experienced?

MR. GARDENER: Vague and ambiguous.

THE WITNESS: Yeah, I would agree with that.
Q. BY MR. RIDDELL: On page 12 of your report,
you note that some of this evidence is dated 1in
reference to the literature that you cite.
A. Could you tell me where exactly?
Q. Yeah, it's on page 12, last full paragraph,
first sentence.
A. Got it.
Q. "While some of this evidence 1is dated," so
you're referring to the evidence above, I believe, that
are studies from the 1950s and 1970s and 1960s. 1Is

that correct?
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relative to what people with similar qualifications
earn.
Q. But that's an inference that's not supported
by social science standards of evidence, correct?
A. well, the last statement is a fact. They
earn more than non-college educated. The inference
that -- that they might be getting decent applicants is
not supported by any direct evidence.
Q. Do you know anything regarding how many
applicants it typically takes to fill a single police

officer position at the Stockton Police Department?

A. I recall some discussion of that in one of
the -- I think I recall in one of the depositions, but
I -- I don't have other specific information nor -- I

don't recall exactly what it said nor do I know whether
it was correct.

Q. Do you know anything regarding what are the
minimum qualifications for becoming either a Stockton
Police Department officer or an officer elsewhere in
the State of cCalifornia?

A. I have not studied the qualifications needed,
no, to make the cut.

Q. on page 17 of your report, you discuss the

average experience level of officers at the Stockton
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was the response you'd expect, that the more senior
ones are really the ones who would respond to it,
police officers in particular, or at Teast if they are
the ones you care about, then, yes, it's an offset to
that.
Q. So you're simply proposing this as an idea or
alternative to retain police officers, but you're not
proposing the way in which that would be carried out,
correct?
A. I'm not being specific about how it would be
carried out, no.
Q. So, is it also true that you don't have any
opinions with respect to what Tevel of incentive
compensation you would need in order to offset the

proposed benefit reductions?

A. I wasn't asked to try to assess that
question.

Q. I'm not sure if we covered this earlier, but
did you -- did you interview any Stockton police

officers or any other City of Stockton employees for
the purpose of conducting your research and formulating
your opinions?

A. No.

Q. Okay, let's go ahead and go off the record.
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Q. BY MR. RIDDELL: So you have not researched
that subject matter, 1is that correct?
A. correct.
Q. And have you conducted any studies with
respect to whether or not officers that are eligible
for retirement would retire earlier than they otherwise
would have retired if there were a reduction in pension
benefits?

MR. GARDENER: Objection.

THE WITNESS: I have not explicitly studied
that, no.

Q. BY MR. RIDDELL: Okay. Thank you for your
time. I don't have any further questions.
A. Thank you.

THE VIDEOGRAPHER: This marks the end of disc
number four of four and concludes today's deposition of
David Neumark. The master tapes will be maintained by
Alderson Reporting. The time is 5:39 p.m., and we are

off the record.
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From: Young, Christopher </O=MBIA/OU=ARMONK/CN=RECIPIENTS/CN=YOUNGC>

Sent: Thursday, June 21, 2012 4:05 PM

To: Bergonzi, Adam <Adam Bergonzi@nationalpfg.com>; Flickinger, Barbara
<barbara.flickinger@nationalpfg.com>

Subject: stockton

From the below article it seems as if Stockton has put the 506 plan they presented us out there for all to see. Without
commenting on how it compares to our conversations in the confidential 506 process, are we considering speaking out
about the absurdity of this proposal and the fact that the problems are created by non-debt related costs?

Stockton Ready to Slash Debt as Chap. 9 Looms

Thursday, June 21, 2012 Eprint @ Email % Reprints
inshare

By Randall Jensen

RELATED
SAN FRANCISCO — Stockton, Calif., has proposed a plan to stash more than $10 million of debt payments to help close its budget

deficit while at the same time declaring bankruptcy.

The City Council will consider the “pendency” plan for next year’s budget on Tuesday, which would include filing for Chapter 9
protection if ongoing negotiations with creditors provide no solutions by Monday’s deadline, city officials said in statements
Wednesday night.

Stockton’s plan would balance its budget mainty by cutting debt payments, which makes up 40% of the proposed reductions, to close
an estimated $26 million general fund gap.

“Without restructuring of 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,” city manager Bob Deis said in a filing to the Municipal Securities Rulemaking Board’s
online EMMA system Wednesday night. “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.”

if it moves ahead with a bankruptcy, Stockton, with more than 300,000 residents, could become the largest city in the country ever
to file for bankruptcy.

Debt service paid out of Stockton’s general fund has increased nearly six-fold to a projected $17 million in fiscal 2013 from $3
miltion in fiscal 2007, according to an earlier staff report.

Various other loan payments would also be scaled back as part of the proposed debt-service reduction. The majority of the rest of
the proposed cuts, 38%, would come from reducing employee salaries and benefits, according to the staff report. City officials have
reported that retiree health care costs could increase by 115% over the next 10 years, and pension costs by 94%.

According to the proposed plan, Stockton would withhold a $2.58 miltion payment on its 2007 variable-rate lease revenue bonds and
a $5.7 million payment on its 2007 pension obligation bonds. The city also said it would continue to miss payments on its 2004 lease

revenue bonds.
in an effort to stave off insolvency, Stockton has already let three sets of lease revenue bonds default after the city decided in

February to stop paying its part on $110 million of par value of debt through the end of the fiscal year. Seven bond issues rely in
some way on support from the city’s general fund.

As a result of the defaults, the city has lost control of three parking garages and an office building that had been slated to become
the next city hall. Stockton lost a court case last month to Wells Fargo HA, the trustee of $40 million of bonds sold in 2007 that are
backed by lease revenues from the building. That followed the city’s loss in April of the garages tied to $32 million of 2004 lease
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revenue bonds after it lost a similar court case.

City officials have also said that $55 million of variable-rate revenue bonds issued in 2010 by Stockton’s financing authority could be
declared in default by Union Bank, the letter-of-credit provider on the debt, resulting in a mandatory tender. City officials have
noted that the bankruptcy court could deem the default unenforceable.

Stockton’s general fund also backs the city redevelopment agency’s’s $13 million of housing certificates of participation sold in 2003
and $46 million of paper issued in 2004 to fund the events center. The city recently took over as the “successor agency” to the RDA

following the dissolution of all California redevelopment agencies by a new state law last year.

The city had more than $702 million of bonds outstanding as of the end of June 2010, including debt issued for restricted enterprise
funds such as water, sewer and parking enterprise debt, according to financial statements.

Stockton official have said the debt tied to restricted funds would be protected from the bankruptcy process. The City Council voted
on Feb. 28 to enter into deliberations with creditors under last year’s Assembly Bill 506, which strongly encourages municipalities to

try mediation prior to filing for Chapter 9 protection.

The mediation sessions, set up under temms of a recent state law designed to discourage bankruptey filings, will end June 25. The
talks were extended 30 days following 60 days of discussions. Confirmed participants in the mediation process include Wells Fargo,
the trustee for several outstanding bonds, the California Public Employees Retirement System, and bond insurers and liquidity

providers.

The creditors include the two main insurers of Stockton’s bonds, National Public Finance Guarantee Corp. and Assured Guaranty
Corp. National, a subsidiary of MBIA inc., insures $224 miltion of debt issued by the city, $89 million of which is tied to Stockton’s
general fund.

Assured Guaranty said it is exposed to $150 million net par of Stockton’s bond debt.

Mammoth Lakes is the only other municipality in California using the AB 506 process to try to prevent bankruptcy.

Stockton has struggled with its budget for years since tax collections tumbled in the wake of the housing bust and the recession. The
Stockton region’s unemployment rate tops 15%, according to the Bureau of Labor Statistics. In addition to its economic problems,
Stockton has handed out rich retirement benefits and incurred large debts to fund a myriad of new facilities, including a downtown

improvement project with a hockey arena, baseball park and the new city hall.

Stockton has also admitted accounting errors in past years that contributed to losses. The California controller’s office is conducting

an audit of the city’s finances. Stockton still hasn’t released its audited finances for 2011.
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