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State Stewardship of Local

Governments’ Fiscal Health

The Risks of Local Government Fiscal Emergencies

Local governments face a shifting fiscal environment due to economic uncertainty, increased costs, higher interest rates and a federal
COVID funding cliff. These factors all heighten the risk of local governments falling into severe fiscal distress.

The consequences of a fiscal emergency are very real for a community’s residents. Critical services like public safety and public health are
disrupted, investment in capital infrastructure is delayed, and layoffs and reductions in employee compensation must be considered-all
leaving a tarnished quality of life for residents for an indefinite length of time.

If fiscal distress isn’'t addressed in a timely manner, the ultimate result can be municipal bankruptcy. While the bankruptcies of the cities of
Detroit, Michigan and Stockton, California have generated the most attention nationally, over 30 general-purpose local governments
in over a dozen different states have filed for bankruptcy since 2001". This number doesn’t include localities that have become
financially insolvent in the nearly half of states that don’t authorize their municipalities to declare bankruptcy.

Further, fiscal distress in one locality almost always has repercussions outside that locality’s boundaries. In particular:
e The economic growth and creditworthiness of neighboring local governments is threatened.

e A state “bailout” can become a necessity, however unpopular it may be.
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Diagnosing Fiscal Health Treating Fiscal Health

A 2023 independent analysis by Alvarez & Marsal of U.S. state and territory policies to monitor, mitigate, and relieve local government
fiscal distress reveals significant opportunities for states to enhance local fiscal health. Only about one-quarter of states have a fully
defined process for monitoring local fiscal health—seeking to collaborate with local leadership before a true fiscal emergency occurs and
formally intervening when such an emergency has occurred.

Key Principles

A&M recognizes that each state and territory has its own unique needs in its specific economic and fiscal governance environment, but research
on leading practices across the country points to a set of key principles that should be embedded in state policies, processes and actions:
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https://www.pewtrusts.org/en/research-and-analysis/articles/2020/07/07/by-the-numbers-a-look-at-municipal-bankruptcies-over-the-past-20-years

The Path to Resolving Local Fiscal Distress

Addressing local fiscal distress ultimately requires elected and appointed officials to make smart and often tough decisions about the
operations, finances and long-term economic strategy of a community. A proactive, comprehensive process formalized in state
law, however, gives officials the best opportunity to address signs of fiscal distress before they become so severe that
formal state intervention, with diminishment of the powers of local leaders, is required.

A&M'’s recommended model provides multiple opportunities and tools to address fiscal distress before a true financial emergency occurs,
while also recognizing key decisions must be made in a timely manner, with a graduated process in place to escalate the level of state
intervention on a prescribed time scale when necessary.
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How A&M Can Help

Alvarez & Marsal has extensive experience helping state and local governments create plans to achieve long-term financial sustainability,
including working with local governments that have experienced full fiscal emergencies. A&M can put that experience, along with the
research described here, to work to help states:

e FEvaluate and strengthen existing laws and processes around local fiscal distress monitoring and intervention.

* Review and improve fiscal health indicators to be more effective in predicting fiscal distress before it’s occurred.
e Stand up technical tools and assistance for local governments facing fiscal distress before the situation worsens.
¢ Build consent agreements between state and localities that local leaders can implement to resolve fiscal distress.

A&M can also serve as the Emergency Fiscal Manager for local governments where the financial situation has reached the point that full
state intervention is necessary, bringing the firm’s breadth of expertise to bear to identify holistic, long-term solutions for the community.
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ABOUT OMNIA PARTNERS, PUBLIC SECTOR

OMNIA Partners is the largest and most trusted cooperative purchasing organization for public sector procurement. We brought together
the nation’s two leading cooperative purchasing organizations — National IPA and U.S. Communities — under one roof to form OMNIA
Partners, Public Sector. The collective buying power of these unified purchasing cooperatives delivers superior value and savings for public
agencies nationwide. A&M is a participating member of OMNIA's purchasing cooperative.

ABOUT ALVAREZ & MARSAL

Companies, investors and government entities around the world turn to Alvarez & Marsal (A&M) for leadership, action and resullts.
Privately held since its founding in 1983, A&M is a leading global professional services firm that provides advisory, business performance
improvement and turnaround management services. When conventional approaches are not enough to create transformation and drive
change, clients seek our deep expertise and ability to deliver practical solutions to their unique problems.

Follow A&M on: With over 8,500 people providing services across six continents, we deliver tangible results for corporates, boards, private equity firms,
law firms and government agencies facing complex challenges. Our senior leaders, and their teams, leverage A&M’s restructuring heritage

@ ® 0 to help companies act decisively, catapult growth and accelerate results. We are experienced operators, world-class consultants, former
regulators and industry authorities with a shared commitment to telling clients what’s really needed for turning change into a strategic
business asset, managing risk and unlocking value at every stage of growth.
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