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After several years of surpluses, state and local governments in California are facing budget and cash flow shortfalls for
next fiscal year and beyond. To assist in addressing these issues, the following is a quick review of some of the financing tools
available in California. Some address budget relief, some structural deficit financing and some cash-flow deficit financing.
This is not a recommendation to use any, but instead a survey of options that may be considered (in no particular order).

Tax and Revenue
Anticipation Notes (TRANs)
TRANs are the simplest and most
traditional method of cash flow deficit
financing. They are an exception to the
State Constitutional requirement for
voter approval before cities, counties,
school districts or community college
districts may incur debt. However, while
the debt may mature and be payable in
the next fiscal year, they must be paid
with revenues attributable to the fiscal
year in which incurred. The federal tax
rules do permit arbitrage to be earned,
kept and applied to any lawful purpose,
which could afford a modest degree of
budget relief. However, similar in a sense
to interfund borrowing, which generally
requires true up before the end of the
fiscal year, TRANs address unevenness
in cash flow but (apart from some
permissible arbitrage profits) not really
budget relief.
Any city, county, school district,
community college district, county board
of education, or other municipal or public
corporation or district may issue TRANs,
for a maximum term of 13 months, for any
purpose for which the local government is
authorized to expend money. The TRANs
are general obligations of the issuer.
In 2007, roughly 275 local governments
in California issued TRANs. Of this
number, approximately 220 participated
in pool financings. There are several pool
financing programs sponsored each year
to enable multiple local governments to

issue TRANs at the same time as
part of an integrated program that
uses economies of scale to make
borrowing by each local government
participant easier and cheaper. Statewide
examples include a program for school
districts and community colleges
sponsored by California School Boards
Association and a program for cities,
counties and special districts sponsored
by California Statewide Communities
Development Authority.

Teeter Financings (Counties)
More than 90% of California counties
have elected into the Teeter Program,
which obligates those counties to
advance to school districts and other
local agencies for which the county
acts as “bank” and certain other public
agencies located in the county the
full amount of their share of property
taxes on the secured roll, including
delinquent property taxes that have
yet to be collected. The county bears
the risk of loss on and any cost of
collection of the delinquent taxes. In
return, the county gets to keep the
delinquent taxes when collected plus all
interest (1.5% per month) and penalties
(10%). The delinquent taxes are collected
over a period of a few months to as
much as ten years and some will require
foreclosure to collect.
During periods of substantial
delinquencies, such as now being
experienced by a number of counties, the
obligation to make the above-described

Teeter advances can add significant
additional strain on the county’s budget.
Most counties simply pay their Teeter
advances from their general fund or
indirectly as part of their annual TRAN
borrowing. However, as explained, the
advances are not recovered until future
fiscal years. This has led at least three
counties to create Teeter financing
programs. Two use tax-exempt commercial
paper to manage the cash needs of the
program, eliminating adverse budget
impacts and earning substantial permitted
investment returns on their delinquent
taxes. The delinquent taxes bear a basic
penalty of 10% plus a penalty interest
rate of 18% a year (secured by a first lien
on the property), whereas tax exempt
commercial paper plus associated letter
of credit and other costs are currently
between 1.5% and 2.5%.

Sale of Delinquent
Property Taxes
Counties not in the Teeter Program,
cities and other entities in Teeter counties
that do not anticipate in the Teeter
program, and even Teeter counties that
have not pledged their delinquent taxes
to a Teeter financing, may be able to
monetize all or part of their delinquent
taxes in a joint powers authority financing
or simply sell them to an independent
third party for cash.

Tobacco Settlement
Revenue Securitizations
For California, each county and four
specific cities (San Francisco, Los
Angeles, San Diego and San Jose) are
entitled to receive a portion of the
payments to which the State is entitled
under the Master Settlement Agreement
entered into on November 23, 1998,
among the attorneys general of most of
the states and the four largest tobacco
companies (later joined by a number of
other tobacco companies). At least 17
counties have securitized all or part of
their rights to this stream of payments
in order to: (a) reduce or avoid exposure
to the tobacco industry, (b) fund current
projects or “endowments” for future
capital or working capital purposes, or
(c) fill budget deficits. These transactions
can be structured to maximize moneys
received at the time of bond issuance,
or to maximize the speed with which the
bonds are paid and the local government
gets back the tobacco settlement
payments it sold, or to securitize only
specific portions of the tobacco settlement
payments, or to flow back surplus
revenues each year. At least seven
counties have refunded their tobacco
securitization financings in order to

better optimize or restructure this mix or
to take advantage of improvements in the
market for tobacco securitization bonds
or to generate additional current funds
for projects or budget relief.

Securitization of
Other Municipal Assets
These may be assets other than delinquent
tax liens and tobacco settlement payments
that local governments can monetize by
securitizing. Possible examples include
state and federal grants, parking or other
fines, special fees and the like.

Pension Obligation Bonds
Most public entities in California (except
school districts) are required to make
annual contributions to their city or county
pension fund or to PERS. This annual
contribution consists of two components:
(i) amortization of its unfunded accrued
actuarial liability (UAAL), which is the
actuarially determined amount by which
the pension fund is short of the amount
needed (without further payments but
with investment income at an assumed
rate) to pay benefits already earned by
current and former employees, and
(ii) the current year contribution in respect
of the present value of benefits being
earned by current employees.
At least 54 entities in California have
issued pension obligation bonds, for a
variety of purposes, such as (i) interest
rate savings from lower interest rate on
the bonds (even though not exempt from
federal income taxes) (currently about
5.85% for 30 year POBs) compared to
the interest rate assigned to the UAAL
(generally 7.5–8%), (ii) investment
earnings derived from the usually high
investment performance by most pension

systems (an informal study showed
that over 90% of POB issues by
California local governments have
been profitable compared to borrowing
costs), and/or (iii) budget relief from
(a) reamortizing the UAAL by using
POBs with a longer term and/or lower
payments (or even no payments) in the
early years and/or (b) by funding the
current year contribution and/or (c) in
some cases by negotiating a discount
with the pension system for early
payment of the annual contribution.
While most POBs have been issued on a
stand alone basis, an annual or somewhat
more frequent pool program exists for
pension obligation bonds, in which 22
local governments have participated so
far, sponsored by California Statewide
Communities Development Authority.

Other Post Employment
Benefits (OPEBs)
GASB 45, which is either already or
soon will be effective (depending on
annual revenue of the public entity),
requires public entities to account
for OPEB liabilities somewhat like
pension liabilities. However, unlike
pension liabilities most public entities
have not set aside any funds against
their OPEB liability. GASB 45 creates
a significant incentive to do so, in
part because it uses an investment
return assumption in calculating the
Annual Required Contribution (ARC)
that can be as high as that used by
pension funds (7.5 to 8%) on amounts
used to fund a separate OPEB Trust.
Unlike the UAAL for pension obligations,
there is no current requirement to
pay the ARC or amortize or otherwise
pre-fund OPEB obligations.

Most entities historically have simply
used a pay-as-you-go approach to paying
OPEB. The pay-as-you-go amount may
be significantly less than the ARC today
but significantly more at some point in
the future.
As a result, it may be harder for OPEB
bonds than for POBs to be used to obtain
current budget relief, although current
budget relief and OPEB funding can both
be achieved by using capital appreciation
bonds and/or by borrowing for the next
few years pay-as-you-go amount (or ARC
amount) with bonds to be repaid after the
period for which budget relief is expected
to be needed. Properly applied and
structured OPEB bonds can also produce
long-term budget benefit and significant
current improvement in the amounts
of unfunded liability to be reported for
OPEB. Note that OPEB bonds can be
structured in a manner that preserves any
claim the public entity employer may wish
to make that OPEB are discretionary and
not legally binding.
The pool program referred to under
Pension Obligation Bonds is expected
to be opened to OPEB in 2008.

Other Prepayments
Both pension obligation bonds and
OPEB bonds are, in part, examples
of paying current obligations with
proceeds of bonds bearing debt service
generally scheduled to be paid later.
There may be other current expenses
that can be prepaid in similar fashion,
like gas or electricity, which may also be
structured to lock in pricing for 20 years
or longer (and includes solar and other
“green” energy programs) or insurance,
rent, etc.

Lease—Leasebacks
By leasing existing, unencumbered
property to another public entity (for
example, a joint powers authority) or
nonprofit corporation and leasing it back, a
public entity may extract the value of that
property and use it for any lawful purpose,
including working capital (except for school
districts). This would be the functional (but
not legal) equivalent of mortgaging the
property. While there may be public policy
considerations to long-term borrowing
against public property to satisfy possibly
short-term financial needs, this tool has
been used to good effect by some entities
in times of financial stress, and then paid
off when financial conditions improved.

Refunding
Refunding of outstanding bonds is a
common method of budget relief. By
refunding, debt service can be restructured
to reduce debt service in the current or
next few fiscal years when budget relief
is needed. If interest rates have dropped
since the original debt was issued, it may
be possible to accomplish this without
increasing debt service in any year simply
by taking those savings in the form of
lower current debt service. Alternatively,
savings can be taken upfront by using a
swaption or by issuing additional bonds.
If interest rates have not dropped,
budget relief may still be achieved by
increasing debt service in later years
and/or extending the maturity of the debt.
Another approach is to current refund the
bonds coming due in the current fiscal year
to push out the debt service otherwise due
in that year to some future year, perhaps
using medium term notes or obligations
that can be easily redeemed whenever
sufficient moneys are available.

Financing the Capital
Improvement Budget
To the extent the capital improvement
budget is to be financed from the
general fund but specific moneys have
not yet been set aside for that purpose,
borrowing to finance those improvements
instead could have the effect of releasing
those general funds for other budget or
cash flow purposes.

Repayment of Loans
and Other Contributions
Local governments that have loaned
money or contributed property, facilities
or other assets to their water, sewer
or other utility enterprises or to their
redevelopment agencies or other special
authorities or districts may be able to
structure lump sum repayments which
can be funded by those enterprises,
agencies, etc.

Public Private Partnerships
PPPs and privatizations offer additional
opportunities for monetizing (with
large up front payments or structured
periodic payments) the value of municipal
assets and enterprises. Some may be
permitted under existing law, others
would require legislative authorization.

Other Legislative Options
There are a number of additional
options that would require legislative
authorization, which is beyond the
scope of this brief survey. However,
one that may deserve specific mention
would be a statutory schedule for
paying state mandates, accompanied
by authorization to securitize or
otherwise bond against those payments.
The State would benefit from being
able to stretch out those payments
over a period of years (perhaps as
much as 15) and local governments
would benefit by being able to realize
in the present the cash value of those
future payments.

The foregoing is not an exhaustive
list of options nor a full description
of why or how to use any of the
ideas listed. It also does not address
issues related to tax exemption of
interest on bonds. Nor does it address
public policy considerations. It is
intended simply as an accessible
framework to stimulate further thought
and discussion.
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