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Introduction to JOBs

Judgment obligation bonds (“JOBs”) are bonds issued by a state or local government to pay involuntary

liabilities arising out of tort or otherwise imposed by law

e JOBs are actively being discussed in the media and issued by local governments as a way to finance and
amortize tort liabilities resulting from the application of California Assembly Bill Number 218 (Chapter
861, Statutes of 2019) (i.e., “AB 218”) to claims arising out of childhood sexual assault

 The passage of AB 218 has resulted in a flood of litigation against local governments across California
and many of them are turning to JOBs to lessen the resulting financial impacts on programs and

services

* Thus, JOBs have been an increasingly popular and successful way for local governments to mitigate the

financial impacts of large tort liabilities
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Tool to Mitigate Financial Impacts
of Involuntary Liabilities

* Historically, JOBs have been issued to finance many types of involuntary obligations,
including monetary obligations arising out of inverse condemnation and real property
related actions, water contamination claims, federal Fair Housing Act violations,
dangerous conditions of public property, various tax refund obligations, and wrongful

discharge actions

* Regardless of the type of involuntary liability, JOBs give local governments a tool to
mitigate the financial impacts of involuntary liabilities
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NATURE OF INVOLUNTARY OBLIGATIONS, 1992-2025

B Inverse condemnation and/or
real property claims

B Taxrefunds
B AB 218 or similar claims
B Employment related claims
I Other obligations
Water contamination
Violation of Fair Labor Standards Act

Violation of Fair Housing Act

Source: California Debt and Investment Advisory Commission and emma.msrb.org
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Fully Litigated Judgments vs Settlements

* For convenience, we will refer to judgments throughout this presentation

* However, in most cases, and with some nuances to legal theories, JOBs
should have equal application involuntary monetary obligations under
settlement agreements

* Early coordination between general/litigation counsel handling tort claims
and bond counsel is critical to ensure litigation and JOB strategies are

aligned
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Why JOBs?

* Absent a finding of unreasonable hardship (which may permit a limited installment period for payment
of the obligation plus interest), monetary judgments against local governments in California generally
are payable in full upon the conclusion of litigation

* When tort claims or other involuntary obligations such as AB 218 claims, inverse condemnation claims,
and the like, result in large liabilities, payment of such obligations in full upon conclusion of the related
litigation may result in significant, negative impacts to a local government’s budgetary resources and,
therefore, to public programs and services

e Such impacts can be mitigated and managed by refunding such obligations through a JOB issuance and
amortizing the liability over time
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Discretion in Governing Board as to How to Fund an Obligation

» California courts consistently defer to the judgment of the governing body of a public agency
with respect to the determination that a particular action is necessary to the full discharge of
its duties

e California courts also have recognized the considerable discretion possessed by a local
government in the exercise of its powers with respect to its budget, meaning that the policy
decision is in the hands of the local government’s governing board

* The policy decision is often whether to finance any monetary judgments over a term of years
or to pay them from funds on hand in a single year, focusing on the impact that any sizable
monetary judgment or judgments would have on current programs and services
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Other Options to Pay Over Time

* There are other ways to not pay tort and other involuntary obligations immediately after the relevant
judgment is entered

* Parties to litigation may settle tort claims and structure an agreement to make monetary payments

over time

e California Government Code section 970.6 currently allows a court to order the payment of a judgment
over ten equal annual installments with interest upon a finding of unreasonable hardship on a local
government

 However, such terms may provide insufficient financial relief and may be less economical than the local
government agreeing to a lump sum payment and refunding and amortizing the liability over time
through a financing
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Other Considerations

e Other assistance, like state emergency loans, may be available to some local governments facing large
involuntary liabilities

* The viability of increasing/utilizing alternative revenues also should be considered

 In some circumstances, a local government may want to consider whether filing for bankruptcy
protection is possible and appropriate — although these circumstances should be rare

 The local government should consider (and be fully informed about) all available options when
deciding whether JOBs are appropriate

* Expert advice is critical to ensure all options are understood
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JOBs Basics

» JOBs typically are structured as unsecured obligations payable from the general fund of the issuer

» JOBs are not full faith and credit general obligation bonds backed by the issuer’s taxing power because
the California Constitution’s debt limitation requires that type of bonds if issued by the State, cities,
counties or school districts (“Debt Limit Entities”) be approved by two-thirds of the electorate

* Instead, California JOBs issued by Debt Limit Entities generally have been designed to be valid without
voter approval under a judicially created exception to the Constitutional debt limitation, which
exception generally is referred to as “obligations imposed by law”

* JOBs are considered to have the same legal character as the judgment obligations they refund (i.e.,
refinance) and, therefore, are obligations imposed by law and are absolute and unconditional
obligations, without any right of set-off or counterclaim
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Constitutional Debt Limit

 The California Constitution restricts the power of Debt Limit Entities to incur certain debts

without the approval of the electorate
» Article XVI, Section 18 of the California Constitution provides, in pertinent part:

No county, city, town, township, board of education, or school district, shall incur
any indebtedness or liability in any manner or for any purpose exceeding in any
year the income and revenue provided for such year, without the assent of two-
thirds of the qualified electors thereof, voting at an election to be held for that

purpose.

* The courts, however, have recognized several exceptions to the constitutional debt limitation
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Obligations Imposed by Law/Involuntary Liabilities

* In particular, the California Supreme Court has recognized that a local government’s liability for involuntary
tort claims are obligations of the government imposed by law

* The seminal case on this point is City of Long Beach v. Lisenby, 180 Cal. 52 (1919), in which the Court held
that a predecessor to Article XVI, section 18, formerly Article Xl, section 18, could “not defeat the asserted
right of the city of Long Beach to provide for the payment” of a tort judgment “without regard to the state
of its revenues for the year in which such liability arose, and without a vote of the people of said city”

* The Court reasoned that the Constitutional debt limitations were confined “to those forms of indebtedness
and liability which may have been created by the voluntary action of the officials in charge of the affairs of
such city and to have no application to cases of indebtedness or liability imposed by law or arising out of
tort”
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Authority to Issue Bonds under Refunding Law

* Under the California local agency refunding law (Articles 10 and 11 (commencing with section 53570)
of Chapter 3 of Part 1 of Division 2 of Title 5 of the California Government Code), local governments,
including school districts, cities and counties, are authorized to issue refunding notes or bonds for the
purpose of refunding any evidence of indebtedness of the local government

* Therefore, local governments have the power to authorize and issue refunding notes and bonds to
satisfy their financial obligations under involuntary tort judgments or other obligations imposed by law

* The issuance of notes or bonds to fund an existing debt that meets the involuntary liability exception to
the constitutional debt limitation does not constitute a new or different liability, but merely changes
the form by which that pre-existing liability is evidenced
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Validation Action - Government Code Section 860

* Section 860, et seq., of the California Code of Civil Procedure provides a procedure for establishing
the validity of notes and bonds and related financing contracts

* Necessary to enable notes or bonds to be sold with the level of certainty regarding the validity of
the notes or bonds required by the municipal bond market

* Because the “obligation imposed by law” exception is much less developed in the case law than
other judicially created exceptions, each JOB issue by Debt Limit Entities in California has been
validated

* Not all validation actions are as inclusive or as flexible as they could be (some leaving out future
JOBs or costs of issuance or locking in semiannual interest payment dates, etc.)

* Expert advice is critical to ensure consideration of the feasible options
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s anm p I & Event BestCase  Worst Case

File validation action in the Superior Court Day 1 Day 4

U n C o n te Ste d File application for arder for publication of summons Jay 1 Day 5
[ ] [ ]
V q I I d q tl o n Obtain order for publication of summons Day 1 Day 15

° ° Post summons in public places, mail summeons (if applicable) Day 2 Day 16

TI m e I I n e Begin publication in newspaper for three consecutive weeks Day 101 Day 19

L Even in the best case, publication likely will not start for Final publlLﬁtlDﬂ N Newspaper Day 24 Day 33

approximately ten days after filing because the firm “last response

date” must be included in the summons submitted to the court. Deadline for interested persons to respond Day 412 Day 50°

Therefore, several additional days should be included to allow time

to receive t'he o.rd(.-:'r back frF)m the judge and still meet the File Notice of Default Dav 47 Yay 51

newspaper’s printing deadline. :

2 “pyblication” does not end until 21 days from the first Obtain Clerk's Default Day 43 Day 56

publication, even though the final publication is 15 days later. Then

the ten days is added to the 21 days, making the total notice period : S £ v ofi AA n s L]

S e SR btide dARRBE b Ehbiahed. File application for entry of judgment Day Day &0
Obtain entry of judgment Day 55-45 Day 75-80
Appeal period expires Day 85-95 Day 105-110
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Possible Disadvantages of JOBs — Timing Issues

* The California local agency refunding law allows local governments to issue bonds for
the purpose of refunding “bonds, warrants, notes, or other evidence of indebtedness”
of the local government

* In short, a local government may issue notes or bonds under the California local
agency refunding law to refund indebtedness

 This prohibits (i) a reimbursement financing (i.e., prohibits a local government from
issuing JOBs to refinance a judgment the local government has previously paid as no
indebtedness exists to refund after it is paid), and (ii) a local government from issuing
JOBs prior to a judgment being entered against the local government
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Possible Disadvantages of JOBs — Bargaining Position

* Agreeing to a lump sum payment and refunding and amortizing the liability over time
through a financing can be beneficial for all parties because plaintiffs/claimants may
be willing to accept a smaller amount in return for the prompt payment

* However, the availability of JOBs may be seen by some plaintiffs/claimants and their
counsel as an additional source of funds to increase settlement offers rather than a
fiscal tool for local governments

* Because JOBs as a source of funding for tort claims and other involuntary obligations
have been widely discussed recently in the news media, local governments should
expect the option to be known and understood when negotiating settlements
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Possible Disadvantages of JOBs — Tax-Exempt JOBs

* Both tax-exempt and taxable JOBs have been issued

* In July 2016, final Treasury Regulations were released governing long-term tax-
exempt JOBs, including clarification of the existing rules and adding a post-
issuance ongoing compliance scheme that requires an issuer to review its annual
available funds

* Tax rules also limit the amount of tax-exempt JOBs that may be issued, factoring in
any reasonable reserves for the liability

* Consequently, some issuers may choose to issue taxable JOBs even if they are
eligible to issue those obligations on a tax-exempt basis
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JOB Structures

Fixed Rate Bonds

Variable Rate Bonds
e e e e PP P PR P PP P P PP LA
Index Rate Bonds
e e
Capital Appreciation Bonds
L L L L L

SWaps
A A A
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How and to Whom Will JOBs be Sold?

* The two basic methods of sale for local government debt are negotiated sale and
competitive sale, which involve different processes, players and roles, and present
different sets of advantages and disadvantages

* The best choice for a given debt offering depends upon the facts and
circumstances of the financing and the importance placed by the local government
on the different inherent attributes of the choices

* Local governments also are constrained by debt management policies, some of
which may require consideration and/or amendment to provide for the issuance of
JOBs or consideration of a judgment obligation refunding program
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Negotiated Sale Overview

* In a negotiated sale, the local government selects an underwriter to underwrite the
bonds on terms to be negotiated between the local government and the underwriter

* The local government works with the underwriter, bond counsel and its municipal
advisor to structure the transaction

* Negotiated sales allow the underwriter to work with potential investors before the
actual offering date of the bonds to provide information and otherwise generate
interest in the issue

* |f the JOBs are financing socially sensitive obligations, as with AB 218, there can be a
benefit to generating investor interest and seeking additional advice on disclosure and

debt structure
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Competitive Sale Overview

* In a competitive sale, the local government works with its municipal advisor and
bond counsel to structure the transaction

* A notice of sale is published inviting bids for the bonds to participating municipal
bond broker-dealers specifying the terms of the offering and detailing the basis for
the award of the bonds (generally the lowest “true interest cost”)

* The bonds are sold to the winning bidder

* The winning bidder underwrites the bonds by purchasing the issue from the local
government and reselling them to investors but otherwise does not play an active
role in structuring the transaction
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Bank Direct Purchase Overview

* One variation on the foregoing is a “bank direct purchase,” in which bonds are sold by the

local government directly to a bank
* Depending on market conditions, banks may offer more favorable interest rates than what is

available in the public market

* A bank direct purchase, which would not involve disclosure in a public offering, may offer a
local government a less public sale of socially sensitive obligations

* Banks, however, traditionally offer shorter maturity dates than those obtainable in the public
market — typically under 20 years, and it may be difficult to find a bank willing to purchase

large sized bonds
 When issuing JOBs, a local government may benefit from seeking advice on whether its bond

terms and size would be of interest to a bank
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Market Expectations/Preferences Overview

* Table below provides the typical buyer base for traditional financings

| issue |
T el szt e e e Taxable JOBs

Mz;:)t;zity Yelar etai Accts. (SMAs) Funds Insurance Companies Portfolios m ight See Iim ited
2027 : | I I
2028 -~ | | ST
2029 e —— SMA participation
2020 - | 1
2050 - O — — * Mostly Bond
2033 - | 1
2034 s I e
2035 I e ——— E— Funds, Insurance
2036 1 [ I I .
2037 12 [ R I
e N— N Companies, and
2039 10— . ,
200 15 I "
o1 = some Relative
2002 17 [ .
o = e === valuebuyers
ok 20— I I IR
20507 .

Total
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lllustrative Pricing Differences
& Considerations

e Assuming the municipality issues 10-year term tax-exempt financing

Scenario 1: GO Bonds Scenario 2: JOB Scenario 3: COP/LRB
Rating: Aa2 Rating: Aa3 Rating: A1

Par Amount $100,000,000 Par Amount $100,000,000 Par-Amount 5100,000,000
Net Debt Service $115,402,964 Net Debt Service $116,143,594 Net Debt Service 5116,971,417
True Interest Cost 2.34% True Interest Cost 2.45% True Interest Cost 2.60%
Repayment Ratio 1.15-to-1 Repayment Ratio 1.16-to-1 Repayment Ratio 1.17-to-1

THE BOND BUYER

CALIFORNIA

PUBLIC FINANCE



26

Tax-Exempt Bonds Generally for Capital Costs

* In most situations, tax-exempt bonds are used to finance capital costs
* The use of tax-exempt proceeds to pay judgments or legal liabilities generally
is viewed as financing a working capital expenditure, instead of a capital one

* There are limited situations where tax-exempt bonds may be issued for
working capital purposes
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Short-term Working Capital Financings

* Issuers may be familiar with using tax-exempt short-term borrowings,
such as TRANSs, to finance current operating expenses on a short-term
(that is, current year) basis

* Such use is premised on the issuer experiencing a cash deficit or shortfall
in the current year’s operations

* The tax focus is on the issuer’s reasonable expectations as to the deficit,
based on the funds the tax law treats as “available,” in order to determine
the size of the issuance
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Extraordinary Working Capital Financings

* A subset of working capital expenditures that may be financed with tax-
exempt JOBs is an ‘extraordinary’ item

* An ‘extraordinary’ working capital expenditure is an expenditure that is
non-recurring and not customarily payable from current revenues

* The Treasury Regulations list, as an example of such expenditure, an
extraordinary legal judgment in excess of reasonable insurance coverage

or applicable reserves
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Alternative Financing Structuring

* Some local agencies may be able to enter into a lease financing, which would not

require a validation action, to finance involuntary obligations
— A more established exception to the California Constitutional debt limit
— Avoids the timing issues under the California local agency refunding law relating to refunding
indebtedness
— Not available to certain issuers
o California Education Code Section 17456 limits the use of lease proceeds by school districts to capital

outlay purposes
o Other local agencies may have other limitations
— One Primary Disadvantage
o Lease exception requires a lease asset
o Utilizing a lease option, therefore, ties up local agency assets that could otherwise be available for future
capital financings
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AB 218 JOB Challenges

* Reduce interference with the litigation process
- allow litigation to proceed at its own pace
- avoid any need to negotiate financing terms
- mitigate effects of Government Code section 970.4, which requires judgements
be paid, to the extent funds are available, in fiscal year in which it becomes final
— preserve ability to refund under Refunding Law

* Improve efficiency of financing structure to make adaptable to multiple
judgments or settlements over time
* Reduce number of public offerings
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AB 218 Claims - Sample Financing Solution

STEP ] Consolidated Validation Action
STEP 2 Interim Financing

STEP 3 Long-term Financing Takeout
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Step | : Consolidated Validation Action

* File a validation action for JOBs to be issued to refund all prospective
judgments

* The bond documents to be validated would include documents (1)
relating to an interim financing mechanism (described in Step 2) as well
as (2) the long-term public offering bond documents (described in Step 3)
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Step 2 . Interim Financing

e Pursuant to the Refunding Law, the local agency and a Bank enter into a Credit Facility pursuant
to which the Bank agrees to advance funds to pay judgments up to a specified Credit Amount

» Credit Facility advances may only be used to pay judgments on cases covered by the validation
action

e Credit Facility is an unsecured obligation of the local agency payable from all legally available
revenues

* Local agency is obligated to appropriate funds to pay its Credit Facility obligations

* Interest paid under the Credit Facility can be tax-exempt or taxable, depending on qualification
under the tax rules
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Step 3 : Long-term Financing Takeout

* Prior to the end of the term of the Credit Facility, the local agency issues
one or more series of tax-exempt or taxable JOBs (depending on
qualification under tax rules) to refinance the Credit Facility

e JOBs are issued in a public offering pursuant to an Indenture approved in
the validation proceeding

* Public offering to include a description of use of proceeds with disclosure
about the AB 218 claims
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USE OF INTERIM AND LONG-TERM FINANCING MECHANISMS

275

225

Dollars (Millions)

7t 80 80
60 60
45 45
. . . . . -
1-Jul . 1-Jul
Y Time Y

B Periodic Draws on Interim Credit Facility to Finance Judgments as Entered

Periodic Bond Issuances to Refund Interim Draws When Appropriate to
Enter the Public Debt Market and Issue Long-term Bonds
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Necessary Coordination

* Early coordination with general/litigation counsel handling tort claims
- Interplay of Refunding Law
— Litigation Strategy
—Timing Issues

* Validation action built around litigation strategy

 JOB financing plan developed with needed flexibility
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Disclosure Considerations

* There are various disclosure obligations and annual audit considerations with respect
to involuntary liability claims, including the recognition of probable liabilities for
accounting purposes under Governmental Accounting Standards Board Statement No.
10 and No. 56

* The application of the various laws and rules is highly dependent on the facts and is
beyond the scope of this presentation

 However, it is important for local governments to discuss these issues with
experienced disclosure counsel and their independent auditor to ensure disclosure
obligations are met
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Conclusion

* JOBs give local governments a tool to mitigate the financial impacts of involuntary
liabilities by amortizing payments on the monetary liability over time

* The various components of a judgment obligation refunding program and the
approach taken for a section 860 et seq. validation proceeding will vary based on
many factors, including the number and timing of the underlying tort cases or
other involuntary obligations as well as the local government’s litigation strategy

* The various options should be thoroughly discussed and considered with bond
counsel promptly when litigation has been threatened or filed such that payment
of claims is being considered, would require any express payment commitment,
and particularly where substantial liability may result
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Mike Fine
Chief Executive Officer
Fiscal Crisis & Management Assistance Team (FCMAT)

Mike Fine became Fiscal Crisis and Management Assistance Team (FCMAT) Chief
Executive Officer on July 1, 2017. Before joining FCMAT in 2015, Mr. Fine served a
combined 13 years as interim superintendent and deputy superintendent of business
services and governmental relations at the Riverside Unified School District. Mr. Fine has
experience as Assistant Superintendent at Newport-Mesa Unified School District and
Financial Administrator in accounting and indirect budgets at Hughes Aircraft Company
and General Dynamics Corporation.

Mr. Fine is a regular presenter at many state and national convenings, workshops and
professional development programs. He has degrees in accounting and public
administration. Mr. Fine has a long history in governmental relations, working closely
with policy makers in Sacramento on behalf of California’s K-12 students.
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Donald S. Field, Esq
Public Finance Partner
Orrick, Herrington & Sutcliffe LLP

Donald Field is a Public Finance Partner at Orrick, Herrington & Sutcliffe LLP and the Co-Chair of Orrick’s School and Community
College Finance/General Obligation Bonds Practice Group. He is also a member of Orrick’s Leasing Practice Group,
Assessment/Mello-Roos Practice Group and Revenue Practice Group.

As bond counsel, disclosure counsel, and underwriter’s counsel, Mr. Field has extensive experience in the financing techniques used
by school and community college districts, cities, and counties in California. His practice focuses on local governmental
infrastructure financing, including general obligation bond, municipal lease, and land-secured financings, as well as tax and revenue
anticipation note (TRAN), judgment and pension obligation, and other post-employment benefit (OPEB) obligation financings. Mr.
Field serves as the lead attorney for California School Boards Association annual tax and revenue anticipation note pool.

Mr. Field was named one of the Top 25 Municipal Lawyers of 2011 in California by the Los Angeles and San Francisco Daily Journal.
He is the principal author of An Introduction to Judgment Obligation Bonds in California — Financing Tort and Other Involuntary
Obligations, published by Orrick in 2025, and the third edition of The XYZs of California School District Debt Financing, published by

Orrick in 2005.

In recent years, Mr. Field has been in the forefront of establishing judgment obligation bond financing solutions for California school
districts, cities and counties facing Iarge tort liability obligations resulting from the enactment of California Assembly Bill Number
218 (Chapter 861, Statutes of 2019) (“AB 218”). These efforts have included working with several local governments on AB 218
judgment obligation bond programs. The programs have included single bond issuances for local governments with a few AB 218
cases that have settled contemporaneously. They have also involved multiple step programs involving interim and long-term
financing mechanisms where multiple bond issuances are anticipated over several years due to the substantial number of cases and
timing differences. Mr. Field also has assisted the Fiscal Crisis & Management Assistance Team (FCMAT) in developing legislative
proEosaIs to make such financing solutions more assessable to Iocallgovernments. Such proposals were included in FCMAT’s report
to the Legislature, dated January 31, 2025, entitled Childhood Sexual Assault: Fiscal Implications for California Public Agencies.
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Karma Pemba
Managing Director
RBC Capital Markets

Karma Pemba, is the co-head of California K-14 for RBC Capital Markets. Mr.
Pemba, an 18-year veteran based in Los Angeles, has completed 200+ transaction
totaling over $25 billion for K-14 issuers throughout the State.

His practice focuses on various financing needs for K-14 issuers, including general
obligation bond, lease revenue bonds/COPs, TRANSs, judgment obligation bonds,
and workforce/student housing.

Mr. Pemba graduated with an M.B.A. from Fordham University and a B.B.A. from
Baruch College and currently holds FINRA Series 7, 79, 52 and 63 licenses.
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Disclaimer

RBC Capital Markets, LLC (RBCCM) is providing the information contained in this presentation for discussion purposes only and not in connection with
RBCCM serving as underwriter, investment banker, municipal advisor, financial advisor or fiduciary to a financial transaction participant or any other
person or entity. RBCCM will not have any duties or liability to any person or entity in connection with the information being provided herein. The
Information provided is not intended to be and should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act
of 1934. The recipient should consult with its own legal, accounting, tax, financial and other advisors, as applicable, to the extent it deems
appropriate.

The information contained in this presentation has been compiled from sources believed to be reliable, but no representation or warranty, express or
implied, is made by the RBCCM, its affiliates or any other person as to its accurac?/, completeness or correctness. The information and any analyses in
these materials reflect prevailing conditions and RBCCM’s views as of this date, all of which are subject to change. The printed presentation is
incomplete without reference to the oral presentation or other written materials that supplement it.

The material contained herein is not a product of any research department of the RBCCM or any of its affiliates. Nothing herein constitutes a
recommendation of any security regarding any issuer, nor is it intended to provide information sufficient to make an investment decision.

IRS Circular 230 Disclosure: RBCCM and its affiliates do not provide tax advice and nothing contained herein should be construed as tax advice. Any
discussion of U.S. tax matters contained herein (including any attachments) (i) was not intended or written to be used, and cannot be used, by you for
the purpose of avoiding tax penalties; and (ii) was written in connection with the promotion or marketing of the matters addressed herein.
Accordingly, you should seek advice based upon your particular circumstances from an independent tax advisor.

This presentation is proprietary to RBCCM and may not be disclosed, reproduced, distributed or used for any other pger_se without RBCCM’s express
written consent. To the fullest extent permitted by law, RBCCM, any of its affiliates, or any other person, accepts no liability whatsoever for any direct,
indirect or consequential loss arising from any use of this communication or the information contained herein.
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