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Session’s Goals
• Delineate the increased fiscal pressures faced by local governments.

• Understand the effects that these pressures place on public procurement and public 
administration in general. 

• Develop an understanding behind the reasons that local governments are faced with 
bankruptcy.

• Draw lessons from some recent failures.

• Study in detail the case of San Bernardino bankruptcy.

Session’s Plan
• Identify the major factors that lead to financial distress.

• Define Chapter 9 Bankruptcy. 

• Discuss the consequences of a continued operation under a stringent 
financial environment.

• Discuss the trends and primary motives behind recent bankruptcy filings 
by local governments.

• Delineate the role that public procurement can play in alleviating fiscal 
distress.

• Explore in detail the recent bankruptcy by San Bernardino.

General

Specific
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Current Fiscal State of Local Government
• An improving (although painfully slowly) economy.

• Continued demands to do more with less.

• An increased dissatisfaction among citizenry with public service and government in 
general. 

• A highly contentious/partisan political culture. 

• Previously embarked on and unsustainable long term financial liabilities. For instance, 
34 states have pension shortfall of at least 20% (Illinois is able to cover only 45% of its 
needs).

State Budget Shortfalls for FY 2013
$ millions % of budget

Nevada $10,004 36.2%

Oregon $20,005 24.3%

Texas $90,006 24.2%

New Hampshire $250 19.9%

Washington $31,007 19.6%

California $150,001 16.2%

Connecticut $3,000 16.0%

Maine $454 15.4%

Louisiana $1,000 14.3%

North Carolina $2,000 11.5%

Minnesota $2,000 11.2%

Wisconsin $1,600 10.8%

Ohio $30,005 10.3%

Missouri $800 10.0%

Nebraska $347 9.8%

Bankruptcy: An Overview
• Local government bankruptcies do not occur that often. Since 1938 there have been 

less than 700 total filings. 

• They are currently, however, becoming more accepted and common.

• Only 27 states allow under certain conditions general purpose municipalities to file for 
protection from creditors.

• Georgia and Illinois do not allow municipalities to file, while the remaining states have 
no bankruptcy statutes.
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Chapter 9 Bankruptcy
• Traced back to the Great Depression.

• The conditions under which local governments can file for bankruptcy is in large part 
at the discretion of the state. 

• It has rather strict entry criteria.

• In theory, it’s supposed to be a collaborative effort between the state and the troubled 
municipality.

Chapter 9 vs. Chapter 11 Bankruptcy
• The debtor develops the adjustment plan (it can decide to abandon any contracts 

including labor agreements and pension obligations).

• The creditors have very limited say in the development of the adjustment plan.

• Once bankruptcy is granted the state is also limited in the number of choices that it has.

• Bankruptcy court, too, cannot effectively interfere with governance matters.

• Governance and the adjustment plan is left to the same political structures and devices 
that have lead to the bankruptcy.

• Asset sale cannot be imposed on the debtor.

Historical Trends

Period Chapter 9 Filings

1980-1989 71

1990-1999 95

2000-2009 69

2010-2013 32

Rating 10 Years Default Rates (muni/corp.)

AAA   0/0.50            

AA 0.01/0.92

A 0.05/2.48

BBB 0.30/4.74
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The More Recent Filings
 Detroit (2013)  - the largest municipality to ever file for bankruptcy [$19 billion 

estimated debt].
 Others that have filed since 2008:

 Gould, Arkansas (2008/dismissed)
 Vallejo, California (2008) [$480 million]
 Washington Park, Illinois (2009) [$1 million]
 Westfall Township, Pennsylvania (2009) [$20]
 Central Falls, Rhode Island (2011) [$21 million]
 Boise County, Idaho (2011/dismissed) [ $5 million]
 Jefferson County, Alabama (2011) [$4 billion]
 Harrisburg, Pennsylvania (2011/dismissed) [$600 million]
 San Bernardino, California (2012) [$46 million]
 Mammoth Lakes, California (2012/dismissed) [$43 million]
 Stockton, California (2012) [$1 billion]

Main Reasons Behind Bankruptcy
• Political factors – bankruptcy has much more to do with politics than with financial 

management.

• Economic factors – the post-Great Recession could be the new “normal.”

• Structural financial inadequacies – long term obligations that are either underfunded or 
are funded based on extremely positive future outlooks.

• Financial mismanagement – the inability to foresee, prepare and to make appropriate 
adjustments.

2013 State Pension (under)Funding
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The Case of San Bernardino
• Has a population of approximately 215,000.

• Median household income of roughly $40,000

• Per capita income of $15,000.

• 58% of the population is Hispanic.

• On July 31st , 2012 had only $6 million on city ledger. The amount was 
positive due to the fact that it actually reflected $27 million in restricted 
funds).

The Political Reasons of the Bankruptcy
• A political culture that did not support cooperation nor the ability to make 

“tough” decision. 

• Police and fire unions major political players.

• Council members unable, due to political reasons, to vote against the standings 
of the labor unions.

• City manager unable to command sufficient power in order to sway the 
standing of the city council.

The Economic and Financial Reasons of the Bankruptcy
• Starting with 1980s the city has lost much of its economic base (the rerouting 

of I-15, the closing of Fontana Kaiser Steel, Santa Fe Rail Yard and Norton 
Air Force. 

• Section 186 of the city charter mandated that the compensation for fire and 
policy employees to be comparable to those of other cities of the same 
population size. 

• The salaries of the public safety employees accounted for 72% of general fund 
budget.
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Lessons for Public Procurement 
• Minimize the percentage of long term obligations.

• Embed cancelation clauses.

• Avoid automatic price adjustments.

• Develop vendor and contractor performance metrics.

• Manage the performance of the vendors and contractors.


