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Introduction

This Annual Report is being provided by the City of San Diego (the “City””) on behalf of
itself, the San Diego Facilities and Equipment Leasing Corporation (the “Corporation”), the Public
Facilities Financing Authority of the City of San Diego (the “PFFA”), the City of San Diego/MTDB
Authority (the “MTDB Authority”), and the Convention Center Expansion Financing Authority (“the
Convention Center Authority”) for the above stated issuances pursuant to Continuing Disclosure
Agreements (entered into to allow the respective underwriters to comply with Securities and Exchange
Commission Rule 15¢2-12) for the Fiscal Year ended June 30, 2006. The City Council received the
2006 Comprehensive Annual Financial Report (“CAFR”) on April 22, 2008. To the extent the City
previously submitted financial information and operating data for the Fiscal Year ended June 30, 2006,
this submission replaces that information and data in its entirety.

Note that the City’s audited financial statements for the Fiscal Year ended June 30, 2003
contained substantial restatements of entries included in the City’s audited financial statements for the
Fiscal Year ended June 30, 2002. Accordingly, the City has determined in this Annual Report, with
respect to those tables and text derived from the financial statements, not to include information prior to
the Fiscal Year ended June 30, 2003.

This Annual Report, including any amendment or supplement hereto, is being
transmitted electronically by the City to DisclosureUSA, which in turn will transmit this filing to each
of the Nationally Recognized Municipal Securities Information Repositories (the “NRMSIRs”)
approved by the Securities and Exchange Commission, set forth in Exhibit A.

This Annual Report is provided in accordance with the terms of the Continuing
Disclosure Agreements, and does not purport to provide full and complete information on the terms of
the above stated issuances. The filing of this Annual Report does not constitute or imply any
representation that no changes, circumstances or events have occurred since the end of the Fiscal Year
to which this Annual Report relates (other than as contained in this Annual Report), or that no other
information exists, which may have a bearing on the security for the above stated issuances or an
investor’s decision to buy, sell or hold the above-stated issuances. Certain information and data
provided herein was obtained from sources other than the City (“Outside Information”), as indicated by
the source citations. Although the information contained in this Annual Report has been obtained from
sources that are believed to be reliable, the City has not independently verified such Outside
Information, and the City cannot guarantee its completion or accuracy. No statement in this Annual
Report should be construed as a prediction or representation about future financial performance of the
City, the Corporation, the PFFA, the Convention Center Authority, or the MTDB Authority.

The City is acting as the Dissemination Agent for each of the above stated issuances.
The City does not have any obligation to update this report other than as expressly provided in the
Continuing Disclosure Agreement for each of the above stated issuances.

Any statements regarding the above stated issuances, other than a statement made by the
City in an official release or subsequent notice or annual report that is filed with the NRMSIRs, are not
authorized by the City. The City shall not be responsible for the accuracy, completeness, or fairness of
any such unauthorized statement.



DATED: /0 ['é ,2008

CITY OF SAN DIEGO
By: U v '//\W
Mary Lewis

Chief Finangial Officer
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Distribution: Nationally Recognized Municipal Securities Information Repositories
Wells Fargo Bank, National Association
BNY Western Trust Company
Ambac Assurance Corporation
MBIA Insurance Corporation



EXHIBIT A

Nationally Recognized Municipal Securities Information Repositories approved by the Securities and

Exchange Commission:

Bloomberg Municipal Repository
100 Business Park Drive

Skillman, NJ 08558

Phone: (609) 279-3225

Fax: (609) 279-5962

Email: Munis@Bloomberg.com

Interactive Data Pricing and Reference Data,
Inc.

Attn: NRMSIR

100 William Street, 15" Floor

New York, NY 10038

Phone: (212) 771-6999

Fax: (212) 771-7390

Email: NRMSIR@interactivedata.com

Standard & Poor’s Securities Evaluations,
Inc.

55 Water Street, 45 Floor

New York, NY 10041

Phone: (212) 438-4595

Fax: (212) 438-3975

Email: nrmsir_repository@sandp.com

DPC Data, Inc.

One Executive Drive

Fort Lee, NJ 07024

Phone: (201) 346-0701
Fax: (201) 947-0107

Email: nrmsir@dpcdata.com
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Balboa Park and Mission Bay Park Capital Improvements Program Certificates of Participation, Series 1996A
Balboa Park and Mission Bay Park Capital Improvements Program Refunding Certificates of Participation, Series 1996B
San Diego Jack Murphy Stadium Taxable Lease Revenue Bonds, Series 1996A
Convention Center Lease Revenue Bonds, Series 1998A
Fire and Life Safety Facilities Project Lease Revenue Bonds, Series 2002B
2003 Certificates of Participation (1993 Balboa Park/Mission Bay Park Refunding)
2003 Lease Revenue Refunding Bonds (San Diego Old Town Light Rail Transit Extension Refunding)
Lease Revenue Refunding Bonds, Series 2007A (Ballpark Refunding)

Annual Report for the Fiscal Year Ended June 30, 2006

As required by the Continuing Disclosure Agreements or Certificates for the issuances covered
by this Annual Report, below are updates of the required certain tabular information from the Official
Statements and updates of information under the captions “Labor Relations”, “Pension Plan”, “Public
Liability Insurance”, and “Investment of Funds.”

1. Transient Occupancy Tax

CITY OF SAN DIEGO
TRANSIENT OCCUPANCY TAX®
Fiscal Years Ended June 30, 2003 through 2006@
(in thousands)

Fiscal Year Amount
2003 $ 105,262
2004 $ 113,209
2005 $ 121,612
2006 $ 136,801

(1) Includes both the General Fund portion of TOT (5.5¢ of 10.5¢) and the balance (5¢ of 10.5¢) allocated to Special
Promotional Programs. Special Promotional Programs are intended to: advance the City’s economy by promoting the
City of San Diego as a visitor destination in the national and international marketplace; develop, maintain, and enhance
visitor-related facilities; and support the City’s cultural amenities and natural attractions.

(2) The information called for by this table for the Fiscal Year ended June 30, 2002 has not been provided. See page ‘i’
hereof, under the caption “Introduction” for information regarding financial information prior to Fiscal Year 2003.

Source: Fiscal Year 2006 Comprehensive Annual Financial Report, Comptroller’s Office, City of San Diego

Remainder of this Page Intentionally Left Blank



2.

Building Permit Valuations And Number Of Dwelling Units

CITY OF SAN DIEGO
BUILDING PERMIT VALUATIONS AND NUMBER OF DWELLING UNITS
Fiscal Years Ended June 30, 2004 through 2008

2004 2005 2006 2007 2008
Valuation (in thousands)
Residential $1,227,388 $1,321,526 $1,006,378  $820,581  $674,315
Nonresidential 717,693 641,857 953,714 670,497 724,811
Total $1,945,081 $1,963,383 $1,960,092 $1,491,078 $1,399,126
Number of New Dwelling
Single Family 1,877 1,271 1,290 903 719
Multiple Family 4,005 5,334 3,260 3,004 120
Total 5,882 6,605 4,550 3,907 839

Source: Development Services Department, City of San Diego

Remainder of this Page Intentionally Left Blank



3.

Balance Sheet For The General Fund

CITY OF SAN DIEGO
BALANCE SHEET FOR THE GENERAL FUND
Fiscal Years Ended June 30, 2003 through 2006
(in thousands)

2003 2004 2005 2006

ASSETS
Cash or Equity in Pooled Cash & Investments $29,660  $23,819  $32,966  $23,281
Receivables:
Taxes — Net 61,319 69,275 65,056 68,568
Accounts — Net 12,242 36,709 14,823 11,239
Claims — Net 25 62 31 38
Accrued Interest 477 374 891 1,434
From Other Funds 11,880 10,100 16,275 6,060
From Other Agencies 857 68 -- --
Investment in Joint Venture @ 2,007 1,522 1,542 2,063
Advances to Other Funds 1,790 1,790 300 300
Advances to Other Agencies 352 350 -- 9
Prepaid Items 585 207 778 220
Cash and Investments for TANS Repayment 96,229 - - -
Total Assets $217,423 $144276 $132,662 $113,212
LIABILITIES
Accounts Payable $3,438 $3,718 $5,054 $5,642
Accrued Wages and Benefits 29,615 36,456 40,960 22,332
Unearned Revenue @ -- -- 1,151 1,032
Deferred Revenue 23,212 41,894 23,464 21,580
Advances from Other Funds 906 986 985 985
Contracts and Notes Payable © 93,200 - - -
Total Liabilities $150,371  $83,054  $71614  $51,571
FUND EQUITY
Reserves:
Reserved for Encumbrances $17,333  $14,888  $15,659  $18,916
Reserved for Advances & Deposits 2,142 2,140 300 309
Reserved for Investment in Joint Venture ) 2,007 1,522 1,542 2,063
Unreserved:
Designated for Unrealized Gains 871 -- -- --
Designated for Subsequent Years’
Expenditures 806 1,333 1,954 469
Undesignated 43,893 41,339 41,593 39,884
Total Fund Equity $67,052  $61,222  $61,048  $61,641
Total Liabilities & Fund Equity $217,423 $144276 $132,662 $113,212

(1) The information called for by this table for the fiscal year ended June 30, 2002 has not been provided. See page ‘i’ hereof, under the

caption “Introduction” for information regarding financial information prior to Fiscal Year 2003.

(2) The increase of approximately $500,000 (in whole dollars) between Fiscal Year 2005 and Fiscal Year 2006 is attributable to the
City’s portion of equity in the joint venture, San Diego Medical Services Enterprise, LLC.

(3) The Fiscal Year 2003 TAN was a 13 month note, hence cash was set aside to repay principal and interest due on August 1, 2003
(Fiscal Year 2004); the Fiscal Year 2004, 2005, and 2006 TANs were 12 month notes, all repaid within the same fiscal year and
hence no cash was set aside for repayment (see note 8 of the Fiscal Year 2004, 2005, and 2006 CAFRs, for further details).

(4) Prior to Fiscal Year 2005, reported within “Deferred Revenue”.

Source: Fiscal Year 2006 Comprehensive Annual Financial Report, Comptroller’s Office, City of San Diego

3



4.

@
@

©)
Q)

®)
(6)

Statement Of Revenues, Expenditures And Changes In Fund Balance For The General
Fund
CITY OF SAN DIEGO
STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCE FOR THE GENERAL FUND
Fiscal Years Ended June 30, 2003 through 2006 (in thousands)

2003 2004 2005 2006
REVENUES:
Property Taxes @ $184,641  $201,133  $223500  $322,087
Sales Taxes® 129,262 137,360 95,376 110,556
In-Lieu Sales Taxes - - 48,220 45,433
Transient Occupancy Taxes © - 59,530 63,910 72,126
Other Local Taxes © 109,241 64,977 73,456 72,102
Licenses and Permits 22,655 23,699 28,459 31,913
Fines, Forfeitures and Penalties 25,373 31,832 31,857 32,346
Revenues from Use of Money and Property 30,539 27,758 33,015 35,872
Revenues from Federal Agencies 1,706 4,055 6,888 3,755
Revenues from Other Agencies @ 90,355 74,204 74,571 12,594
Charges for Current Services 97,365 98,956 105,293 91,514
Other Revenue 2,587 2,870 2,778 2,864
Total Revenues $693,724 $726,374 $787,323  $833,162
EXPENDITURES:
Current:
General Government and Other Support Services $138,017 $134,865 $164,892 $183,143
Neighborhood Services 29,196 25,997 25,137 19,702
Public Safety 399,756 421,584 478,299 509,264
Parks, Recreation and Culture 93,982 97,380 106,274 108,153
Transportation 20,996 20,219 21,448 23,032
Sanitation and Health 35,888 39,111 41,024 41,720
Debt Service:
Principal Retirement 1,825 2,318 2,381 2,504
Interest 2,801 5,442 1,811 3.416
Total Expenditures $724,461 $746,916 $841,266 $890,934
EXCESS (DEFICIENCY) OF REVENUES OVER EXPENDITURES ($28,737) ($20,542) ($53,943) ($57,772)
OTHER FINANCING SOURCES (USES)
Transfers from Proprietary/ Fiduciary Funds $5,480 $2,941 $7,039 $2,989
Transfers from Other Funds © 39,028 37,944 58,913 71,672
Transfers to Proprietary Funds (7,080) (13,707) (1,185) (246)
Transfers to Other Funds (19,011) (15,665) (14,276) (21,946)
Net Income from Joint Venture 870 (485) 20 522
Proceeds from Capital Leases 7,282 3,634 3,258 5,374
TOTAL OTHER FINANCING SOURCES (USES) $26.569 $14,712 $53,769 $58,365
EXCESS (DEFICIENCY) OF REVENUES AND OTHER FINANCING ($2,168) ($5,830) ($174) $593
SOURCES OVER EXPENDITURES AND OTHER FINANCING USES
FUND BALANCE AT JULY 1 $69,220 $67,052 $61,222 $61,048
FUND BALANCE AT FOLLOWING JUNE 30 $67,052 $61,222 $61,048 $61,641

The information called for by this table for the fiscal year ended June 30, 2002, has not been provided. See page ‘i’ hereof, under the caption
“Introduction” for information regarding financial information prior to Fiscal Year 2003.

Beginning in Fiscal Year 2006 the Educational Revenue Augmentation Funds (ERAF) 111 monies received from the State ($70,550,958) intended to
replace the Motor Vehicle License Fees backfill were classified as property tax revenue. This revenue was previously classified as Motor Vehicle
License Fees, under “Revenues from Other Agencies”.

Includes Proposition 172 Safety Sales Tax.

This is the property tax reimbursement that the City receives as a result of the triple-flip (triple-flip is the shift enacted by the State in Fiscal Year
2005 whereby local governments shift ¥a-cent of their Bradley-Burns Sales and Use Tax to the State in exchange for an equivalent amount of property
tax).

Beginning in Fiscal Year 2004, Transient Occupancy Tax Revenue was recorded separately from Other Local Taxes. Includes only the General Fund
portion of TOT (5.5¢ of 10.5¢); the balance (5¢ of 10.5¢) is allocated to Special Promotional Programs.

Increase in Transfers from Other Funds in Fiscal Year 2005 and Fiscal Year 2006 was largely a result of increased budgeted transfers from the TOT
Fund and the Environmental Growth Fund to the General Fund. Increased budgeted transfers from the TOT Fund were made to cover public safety
costs associated with tourist oriented facilities.

Source: Fiscal Year 2006 Comprehensive Annual Financial Report, Comptroller’s Office, City of San Diego



SA.

Operating Budget Summary

The City’s Operating Budgets for Fiscal Years 2007 through 2009 reflect departmental
restructures as a result of operational changes due to the January 1, 2006 transition of the City from a
City Manager to Strong Mayor form of government, Business Process Reengineering, and department
initiated reorganizations. The most significant changes to the Operating Budget due to restructurings
and reclassifications to expenditure categories are reflected in Fiscal Year 2007 and Fiscal Year 2009.
In Fiscal Year 2007, all City departments were classified under different expenditure categories as
compared to the prior fiscal year. A significant number of departments were also either restructured or
classified under different expenditure categories in Fiscal Year 2009. The Fiscal Year 2009 Budget
includes: the restructuring of the Business and Support Services Department into the Business Office,
Administration, and Community Services Departments; the restructuring of the City Auditor and
Comptroller (previously under Department of Finance) into the City Comptroller (under the Office of
the Chief Financial Officer) and the City Auditor (under Office of the Mayor and COO); and the
restructuring of the Engineering and Capital Projects Department. Reclassifications of departments
into different categories include: Purchasing & Contracting moved to the Office of the Chief Financial
Officer (previously under Business and Support Services); Environmental Services (previously under
Public Works) moved to the newly created Community Services business center; the Mayor’s Office
(previously under Other) moved to Office of the Mayor and COOQO. In addition, Park and Recreation,
Library, and Customer Services also moved under the Community Services business center.
Metropolitan Wastewater and Water Departments were moved to the new Public Utilities business
center (previously under Public Works), and Storm Water Department became its own stand-alone
department under Public Works (previously a division within General Services). Also, the Land Use
and Economic Development business center was renamed City Planning and Development. Due to the
changes described above, the expenditure trends for Fiscal Years 2007 through 2009 are not
comparable. The City’s Operating Budgets for Fiscal Year 2007 through 2009 also reflect certain
restructures to the Revenue categories. Beginning in Fiscal Year 2007, the General Fund Sales Tax
and Safety Sales Tax budgets were restructured to include all Sales Tax and Safety Sales Tax revenue
received by the City, and beginning in Fiscal Year 2008, the Interest Earnings revenue was
restructured to include all Interest Earnings revenue received for the City’s General Fund. Prior to
Fiscal year 2008, only interest earnings related to TRANS issuances were included.

CITY OF SAN DIEGO
OPERATING BUDGET SUMMARY
Fiscal Year Ended June 30, 2006
(in thousands)

Actuals on a
Budgetary
Basis
Fiscal Year
2006

REVENUE SOURCES:
Property Tax $322,087
Sales Tax (1) 155,989
Property Transfer Tax 11,712
Transient Occupancy Tax (2) 72,126
Licenses and Permits 31,913
Fines, Forfeitures, and Penalties 32,346
Interest Earnings 1,307
Franchises 60,390
Other Rents and Concessions 34,565
Motor Vehicle License Fees 8,817
Revenue from Other Agencies 7,532
Charges for Current Services 91,514
Transfers from Other Funds 74,661
Other Revenue 2,864



Net Income (Loss) from Joint Venture 522

Prior Year Fund Balance (3) 18,332
Total General Fund Revenues $926,677

5A.  Operating Budget Summary, cont.

EXPENDITURES

Public Safety $509,748
Parks & Recreation 111,096
Sanitation and Health 42,909
Transportation 24,207
Neighborhood Services 20,488
Operations Support 190,117
Debt Service 5,920
Transfers 22,192
Total General Fund Expenditures $926,677

@ Includes Proposition 172 Safety Sales Tax.

@ Includes only the General Fund portion of TOT (5.5¢ of 10.5¢); the balance (5¢ of 10.5¢) is allocated to Special Promotional Programs.

© Prior Year Fund Balance represents the amount of fund balance or carryover from the prior year that is needed to cover excess expenditures over actual revenue in the current
year.

Source: Fiscal Year 2006 Comprehensive Annual Financial Reports, Comptroller’s Office, City of San Diego

Remainder of this Page Intentionally Left Blank



SB.

Operating Budget Summary
CITY OF SAN DIEGO

OPERATING BUDGET SUMMARY
Fiscal Year Ended June 30, 2007

(in thousands)

REVENUE SOURCES:
Property Tax (1)

Sales Tax (2)

Property Transfer Tax
Transient Occupancy Tax (3)
Licenses and Permits

Fines, Forfeitures, and Penalties
Interest Earnings

Franchises

Other Rents and Concessions
Motor Vehicle License Fees
Revenue from Other Agencies (4)
Charges for Current Services
Transfers from Other Funds
Other Revenue

Total General Fund Revenues
EXPENDITURES: (5)
Office of Ethics & Integrity:

Business & Support Services
Personnel

Labor Relations

Office of the CIO

Business & Grant Administration
Purchasing & Contracting
Business Operations & Administration
Library

Park & Recreation

Customer Services

Total Business & Support Services

Office of the Chief Financial Officer
City Auditor and Comptroller

City Treasurer

Financial Management

Debt Management

Office of the Chief Financial Officer
Citywide Program Expenditures

Total Office of the Chief Financial Officer

Public Safety and Homeland Security
Family Justice Center

Police

Fire-Rescue

Office of Homeland Security

Public Safety

Total Public Safety and Homeland Security

Community & Legislative Services
Special Events

Community & Legislative Services
Total Community & Legislative Services

Adopted
Budget

Fiscal Year

2007

$344,196
243,070
14,873
72,863
30,703
34,926
1,000
64,783
32,663
9,255
21,603
88,305
62,156
806

$1,021,203

$1,195

6,991
4,519
12,594
946
6,058
1,068
38,744
84,140
2,061
$157,121

13,260
10,089
4,053
1,776
201
46,384
$75,762

671
360,135
169,510

1,563
2,228
$534,106

1,143
3,804
$4,947



5B.  Operating Budget Summary, cont.

Public Works

Public Works 191
Engineering and Capital Projects 35,242
Environmental Services 38,223
General Services 89,828
Total Public Works $163,483
Land Use & Economic Development

Community and Economic Development 10,949
City Planning and Community Investment 6,847
Real Estate Assets 4,787
Development Services 6,708
Land Use and Economic Development

Total Land use & Economic Development $29,290
Non-Mayoral

City Council 10,749
City Clerk 4,125
Office of the Chief Operating Officer 2,983
City Attorney 36,205
Ethics Commission 1,008
Total Non-Mayoral $55,070
Other 229
Total General Fund Expenditures $1,021,203

() Beginning in Fiscal Year 2007, the Property Tax budget includes a $16.9 million repayment of the ERAF 111 shift.
@ Includes Proposition 172 Safety Sales Tax.

@ Includes only the General Fund portion of TOT (5.5¢ of 10.5¢); the balance (5¢ of 10.5¢) is allocated to Special Promotional Programs.

@ In Fiscal Year 2007, Employee Offset Savings (“EOS™), which were used to backfill tobacco settlement revenues, were budgeted in the “Revenue from Other Agencies”
category.

®) Line items within the subcategories may not add to subtotals due to independent rounding.

Source: Fiscal Year 2007 Annual Budget, Financial Management, City of San Diego

Remainder of this Page Intentionally Left Blank



5C.

Operating Budget Summary

CITY OF SAN DIEGO
OPERATING BUDGET SUMMARY
Fiscal Year Ended June 30, 2008
(in thousands)

Adopted
Budget
Fiscal Year
2008
REVENUE SOURCES:
Property Tax (1) $385,689
Sales Tax (2) 247,887
Property Transfer Tax 7,571
Transient Occupancy Tax (3) 85,185
Licenses and Permits 34,352
Fines, Forfeitures, and Penalties 35,096
Interest Earnings 7,777
Franchises 69,586
Other Rents and Concessions 40,758
Motor Vehicle License Fees 7,938
Revenue from Other Agencies 10,930
Charges for Current Services 81,347
Transfers from Other Funds (4) 91,588
Other Revenue 627
Total General Fund Revenues $1,106,331
EXPENDITURES: (5)
Office of Ethics & Integrity: $2,401
Business & Support Services
Personnel 6,620
Labor Relations 810
Office of the CIO 29,063
Purchasing & Contracting 5,613
Business Operations & Administration 2,383
Library 37,631
Park & Recreation 87,520
Customer Services 2,523
Total Business & Support Services $172,163
Office of the Chief Financial Officer
City Auditor and Comptroller 11,511
City Treasurer 14,442
Financial Management 4,118
Debt Management 2,730
Office of the Chief Financial Officer 1,067
Citywide Program Expenditures 47,812
Total Office of the Chief Financial Officer $81,680
Public Safety and Homeland Security
Family Justice Center 537
Police 392,337
Fire-Rescue 179,943
Office of Homeland Security 1,781
Public Safety 3,053
Total Public Safety and Homeland Security $577,652
Community & Legislative Services
Special Events 498
Community & Legislative Services 4,381
Total Community & Legislative Services $4,879



5C. Operating Budget Summary, cont.

Public Works

Public Works 855
Engineering and Capital Projects 35,424
Environmental Services 40,793
General Services 108,049
Total Public Works $185,122
Land Use & Economic Development

City Planning and Community Investment 16,716
Real Estate Assets 4,261
Development Services 6,704
Land Use and Economic Development 699
Total Land use & Economic Development $28,381
Non-Mayoral

City Council 9,769
Office of the IBA 1,316
City Clerk 4,408
City Attorney 36,911
Ethics Commission 1,021
Total Non-Mayoral $53,426
Other 628
Total General Fund Expenditures $1,106,331

() The Property Tax budget includes a $16.9 million repayment of the ERAF 111 shift.

@ Includes Proposition 172 Safety Sales Tax.

@ Includes only the General Fund portion of TOT (5.5¢ of 10.5¢); the balance (5¢ of 10.5¢) is allocated to Special Promotional Programs.

@ The “Transfers from Other Funds” category increased in Fiscal Year 2008 due to (i) a $10.5 million increase in transfer from the TOT Fund; and (ii) EOS, of which includes a
one time adjustment of tobacco settlement revenues, being budgeted in this category ($20.2 million).

®) Line items within the subcategories may not add to subtotals due to independent rounding.

Source: Fiscal Year 2008 Annual Budget, Financial Management, City of San Diego

Remainder of this Page Intentionally Left Blank
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SD.

Operating Budget Summary

CITY OF SAN DIEGO

OPERATING BUDGET SUMMARY
Fiscal Year Ended June 30, 2009

(in thousands)

REVENUE SOURCES:
Property Tax (1)

Sales Tax (2)

Property Transfer Tax
Transient Occupancy Tax (3)
Licenses and Permits

Fines, Forfeitures, and Penalties
Interest Earnings

Franchises

Other Rents and Concessions
Motor Vehicle License Fees
Revenue from Other Agencies (4)
Charges for Current Services (5)
Transfers from Other Funds
Other Revenue

Total General Fund Revenues
EXPENDITURES: (6)
Office of Ethics & Integrity:

Community Services
Community Services

Library

Park & Recreation
Environmental Services
Customer Services

Total Community Services

Office of the Mayor and COO
Office of the Mayor and COO

City Auditor

Labor Relations

Office of the CIO

Administration

Business Office

Total Office of the Mayor and COO

Office of the Chief Financial Officer

City Comptroller

City Treasurer

Financial Management

Debt Management

Purchasing & Contracting

Office of the Chief Financial Officer
Citywide Program Expenditures

Total Office of the Chief Financial Officer

Public Safety and Homeland Security
Family Justice Center

Police

Fire-Rescue

Office of Homeland Security

Public Safety

Total Public Safety and Homeland Security

Community & Legislative Services

11

Adopted
Budget

Fiscal Year

2009

$411,142
230,196
8,901
90,629
32,633
34,546
9,613
69,636
47,204
6,875
20,349
134,115
95,943
826

$1,192,608

$2,088

348
37,013
88,333
40,512

2,329
$168,535

776
1,678
964
24,964
1,897
1,949
$32,227

12,097
14,918
4,272
2,754
4,440
1,025
67,542
$107,048

644
410,671
190,697

1,604
2,421
$606,037

$4,187



5D.  Operating Budget Summary, cont.

Public Works

Public Works 324
Engineering and Capital Projects 65,160
General Services 69,324
Storm Water 48,820
Total Public Works $183,630
City Planning and Development

City Planning and Community Investment 17,898
Real Estate Assets 4,062
Development Services 6,499
City Planning and Development 534
Total Land use & Economic Development $28,993
Non-Mayoral

City Council 9,895
Office of the IBA 1,615
City Clerk 4,496
City Attorney 36,392
Personnel 6,459
Ethics Commission 1,006
Total Non-Mayoral $59,863
Total General Fund Expenditures $1,192,608

@ The Property Tax budget includes a $16.9 million repayment of the ERAF 111 shift.

@ Includes Proposition 172 Safety Sales Tax.

@ Includes only the General Fund portion of TOT (5.5¢ of 10.5¢); the balance (5¢ of 10.5¢) is allocated to Special Promotional Programs.

“ Revenue from Other Agencies increased by approximately $9.4 million. This was primarily due to a reduction of $5 million in State Grants and Allocations, an increase in
revenue from Proposition 1B funding ($5.8 million), and FEMA reimbursement related to the October 2007 wildfires & State Agency reimbursements related to theMt.
Soledad landslide ($7.9 million).

® Business Process Reengineering in Fiscal Year 2009 will result in Engineering and Capital Projects department charging for services to Enterprise Funds; and the associated
revenue is budgeted under Charges for Current Services.

®) Line items within the subcategories may not add to subtotals due to independent rounding.

Source: Fiscal Year 2009 Annual Budget, Financial Management, City of San Diego

Remainder of this Page Intentionally Left Blank
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6.

Assessed Valuation
CITY OF SAN DIEGO
ASSESSED VALUATION ®@
Fiscal Years Ended June 30, 1998 through 2007
(in thousands except for percentages)
Annual
Ending Secured Unsecured Less Net Assessed Valuation
June 30 Property Property Gross Total ~ Exemptions®  Valuations“ ® % Change
1998 $68,648,609 $5,337,916 $73,986,525 $4,273,887 $69,712,638 8.32%
1999 $75,788,751 $5,852,822 $81,641,573 $4,328,931 $77,312,642 10.90%
2000 $82,195,239 $6,347,101 $88,542,340 $4,606,047 $83,936,293 8.57%
2001 $89,259,317 $6,838,926 $96,098,243 $4,955,424 $91,142,819 8.59%
2002 $96,534,652 $6,959,602  $103,494,254 $4,577,069 $98,917,185 8.53%
2003 $105,602,893 $7,230,861  $112,833,754 $5,415,535 $107,418,219 8.59%
2004 $115,116,772 $6,842,254  $121,959,026 $5,690,654 $116,268,372 8.24%
2005® $128,611,940 $7,191,819  $135,803,759 $5,967,224  $129,836,535® 11.67%
2006® $124,598,322 $7,063,201  $131,661,523 $5,678,208  $125,983,315® -2.97%
2007 $137,387,588 $7,625,115  $145,012,703 $5,861,380 $139,151,323 10.45%
(1) The official date of assessment is the first day of January preceding the Fiscal Year during which taxes are levied. For

(2)
(3)
(4)
(5)

(6)

example, January 1, 2003 is the official assessment date for property taxes due during Fiscal Year 2004. The City
receives preliminary estimates from the County Assessor in March and final assessment estimates in late June, or early
July.

Includes both locally assessed and State assessed utility property.

Includes homeowners’ exemptions.

Net assessed valuation for tax rate purposes.

The City recognized a fluctuation in assessed valuation in Fiscal Year 2006 due to a change in the allocation method
between the City and the Redevelopment Agency. This methodology change resulted from management’s decision to
begin using an external source to calculate statistical information in conjunction with the implementation of GASB 44.
Based on the methodology used in Fiscal Year 2006, Net Assessed Valuation for Fiscal Year 2005 would have been
$112,818,838,000 (in whole dollars). This would have resulted in a growth rate of 11.67% compared to Fiscal Year
2005. Also see footnote 5.

Source: Fiscal Year 1998 — 2005, and 2007: Unaudited, Comptroller’s Office

Fiscal Year 2006: Comprehensive Annual Financial Report Statistical Section (unaudited), Comptroller’s Office,
City of San Diego
Data included in footnote (5): Muni-Services, LLC.

Remainder of this Page Intentionally Left Blank
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Secured Tax Levies And Collections

CITY OF SAN DIEGO
SECURED TAX LEVIES AND COLLECTIONS (Unaudited)
Fiscal Year Ended June 30, 1997 through 2006
(in thousands except for percentages)

Current Year

Collections as Total Collections as
Fiscal Year Current Year Percentage of Total Tax Percentage of
Ending June 30 Tax Levy Collections Current Tax Levy Collections Current Tax Levy®
1997 $111,719 $108,676 97.28% $110,563 98.96%
1998 $116,912 $114,311 97.78% $117,429 100.44%
1999 $127,846 $124,267 97.20% $126,923 99.28%
2000 $141,963 $137,859 97.11% $140,225 98.78%
2001 $155,060 $150,900 97.32% $153,406 98.93%
2002 $167,077 $163,357 97.77% $165,446 99.02%
2003 $181,687 $175,943 96.84% $178,341 98.16%
2004 $199,630 $191,224 95.79% $194,399 97.38%
2005 $227,422 $213,173 93.73% $216,325 95.12%
2006 $255,211 $240,895 94.39% $245,458 96.18%

(1) Total Collections include unpaid taxes from previous years’ tax levies collected in the current Fiscal Year.

Source: Fiscal Year 2006: Comprehensive Annual Financial Report Statistical Section (unaudited), Comptroller’s Office,
City of San Diego

Remainder of this Page Intentionally Left Blank

14



8.

Principal Property Taxpayers in City Of San Diego

PRINCIPAL PROPERTY TAXPAYERS IN CITY OF SAN DIEGO W@
June 30, 2006
(in thousands, except for percentages)

Percentage of

Assessed Net Assessed Amount
Taxpayers Type of Business Valuation ® Valuation® of Tax
Kilroy Realty, LP Real Estate $679,312 0.48 $7,557
Qualcomm, Inc. Electronics 646,693 0.46 7,194
Pfizer, Inc. Pharmaceuticals 470,414 0.33 5,233
Fashion Valley Mall, LLC Developer 428,018 0.30 4,762
San Diego Family Housing, LLC Real Estate 407,398 0.29 4,532
Irvine Co Real Estate 372,631 0.27 4,146
Sea World, Inc. Entertainment 358,828 0.26 3,992
Manchester Resorts Hotel 341,093 0.24 3,795
Pacific Gateway, Ltd Real Estate 265,295 0.19 2,951
University Towne Centre, LLC Shopping Center 205,156 0.15 2,282
TOTAL $4,174,838 2.97% $46,445

(1) This table excludes public utilities, including San Diego Gas & Electric Company, Pacific Bell, and American Telephone and
Telegraph, because valuations for these businesses within the City’s Tax Rate Area cannot be readily determined; property taxes for
these businesses are tracked as a separate Tax Rate Area for the entire County.

(2) Includes redevelopment areas (base plus incremental value).

(3) Total assessed valuation includes both secured and unsecured property.

(4) Using total Net Assessed Valuation of $140,499,387,000 (in whole dollars) (assessed valuation net of homeowner’s exemptions
totaling $1,511,600).

Source: Fiscal Year 2006 Comprehensive Annual Financial Report Statistical Section (unaudited), Comptroller’s Office, City of San
Diego

Remainder of this Page Intentionally Left Blank
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9. Labor Relations

Most City employees are represented by one of five labor organizations. As of July 25, 2008,
the American Federation of State and County Municipal Employees Local 127 (AFSCME Local 127)
represented approximately 1,875 employees; the Municipal Employees Association (MEA) represented
approximately 5,520 employees; the Police Officers Association (POA) represented approximately
1,972 employees; the International Association of Firefighters Local 145 ( IAFF Local 145) represented
approximately 927 employees; and the Deputy City Attorneys’ Association (DCAA) represented
approximately 148 employees.

Contract negotiations for Fiscal Year 2009 have concluded with the following results. The City
proposed one-year contracts for all bargaining units for July 1, 2008 through June 30, 2009. The City
successfully completed negotiations with POA and Local 145. POA accepted a salary increase of 3%
effective July 1, 2008, and a 3% increase effective December 27, 2008. The two year net impact of the
negotiated salary increase to the pension system is estimated to be a $900,000 increase to the annual
required contribution and a $7.3 million increase in the unfunded actuarial accrued liability. Members
of Local 145 accepted a negotiated increase of 3% effective July 1, 2008, and a 2% increase effective
September 1, 2008. The two year net impact of the negotiated salary increase to the pension system is
estimated to have an impact of $60,000 on the annual required contribution and an estimated $490,000
impact on the unfunded actuarial accrued liability. The City Council has approved the terms of the
contracts for POA and Local 145.

Negotiations with the remaining bargaining units did not end in agreement. Last, best, and final
offers were made to the remaining three bargaining units, MEA, Local 127, and DCAA, on May 8,
2008. An impasse with the three bargaining units was declared by the Mayor on May 9, 2008.
However, on May 12, 2008, the City Council did not impose the terms of the Mayor’s last, best and
final offer. Therefore, the terms of the existing labor agreements carry forward into Fiscal Year 2009
with no salary increase. On May 27, 2008, the City Council approved the salary ordinance for the fiscal
year beginning July 1, 2008 which sets the same pay and benefit levels as the prior fiscal year for the
three bargaining units with the exception of Local 127. In Fiscal Year 2009, for employees represented
by Local 127, the salary reduction of 1.9% (from the July 1, 2005 labor agreement) ended and the 1.9%
of salary was reinstated as a result of contract language contained in the labor agreement.

On July 28, 2008, City Council ratified an agreement regarding the creation of new pension
benefits for non-safety City employees with MEA, Local 127 and DCAA. This will impact all non-
safety employees hired on or after July 1, 2009. Firefighters, police officers and lifeguards are exempt.
The city expects to save on the costs of its pension plan over time as new hires are added under the new
pension benefit structure. The new plan lowers the retirement calculation factor at age 55 and 60 from
2.50% to 1.00% and from 2.55% to 2.00%, respectively. It also places a cap of 80 % on the annual
benefits that employees can receive from the defined benefit system and bases retirement pay on the
highest three years average of compensation. Employees can presently retire at age 55 with 2.50% and
receive up to 90% of their annual compensation in retirement based on their highest one year of pay. In
addition, a retiree medical trust will be established that both the City and employees will contribute
toward equally. The new plan also establishes a defined contribution portion in addition to the defined
benefit component, which reduces the City’s exposure to investment risks. Non-safety employees hired
on or before June 30, 2009 will not be impacted by this new pension benefit.

For historical information pertaining to the labor agreements, refer to the City of San Diego
Fiscal Year 2005 General Fund Annual Report (Disclosure USA Filing# 20080613875866), filed with
the NRMSIRs on June 13, 2008.
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10. Pension Plan and Other Post Employment Benefits

The Fiscal Year 2006 actuarial report, dated January 12, 2007, prepared by SDCERS’ actuary,
Cheiron, shows an unfunded actuarial accrued liability (“UAAL”) for the pension system of
approximately $1.210 billion under the Entry Age Normal (“EAN”) funding method. In the June 30,
2007 SDCERS actuarial valuation, dated February 4, 2008, the unfunded actuarial liability was
calculated to be $1.184 billion under the EAN funding method which assumes a 20 year amortization
schedule with no negative amortization.

The City had an actuarial report prepared for its other post-employment benefits, and that report,
dated January 15, 2008 as revised on May 7, 2008, showed an UAAL for retiree healthcare as of June
30, 2007 of approximately $1.03 billion, calculated using a 6.69% discount rate due to the partial
prefunding of the retiree health liabilities. The challenges posed by the unfunded pension liability are
significant and, together with significant costs related to the post-employment healthcare benefits, could
pose a threat to the future fiscal health of the City.

Also refer to the Letter of Transmittal and Notes 11-13 to Financial Statements of the Fiscal
Year 2006 CAFR for additional information on Pension Plan and Other Post Employment Benefits. The
unfunded actuarial liabilities and funding ratios set forth in the Fiscal Year 2006 CAFR relating to the
City’s pension system and other post-employment benefits are based upon numerous demographic and
economic assumptions, including the investment return rates, inflation rates, salary increase rates, cost
of living adjustments, post-retirement mortality, active member mortality, rates of retirement, etc. The
reader is cautioned to review, and carefully assess the reasonableness of the assumptions set forth in the
documents that are cited as the sources for the information in such CAFRs. In addition, the reader is
cautioned that such sources and the underlying assumptions speak as of their respective dates, and are
subject to changes, any of which could cause a significant impact in the unfunded actuarial accrued
liabilities and funding ratios.

11. Public Liability Insurance

The City maintains an excess liability insurance policy in collaboration with a statewide joint
powers authority risk pool, the California State Association of Counties-Excess Insurance Authority
(CSAC-EIA). Effective July 2003, the City’s excess liability insurance coverage was obtained through
the California Public Entity Insurance Authority (CPEIA), a subsidiary of the joint powers authority
risk pool, for amounts up to $50,000,000 per occurrence in excess of a $2,000,000 self-insured
retention. On October 1, 2007, the City’s self-insured retention increased to $5,000,000.

The City is fully self-insured for workers’ compensation and long-term disability (LTD). All
operating funds of the City participate in both these programs and make payments to the Self Insurance
Fund. Each fund contributes an amount equal to a specified rate multiplied by the gross salaries of the
fund. These payments are treated as operating expenditures in the contributing funds and operating
revenues in the Self Insurance Fund.

Public liability, workers’ compensation, and long-term disability estimated liabilities as of June
30, 2006 are determined based on results of independent actuarial evaluations and include amounts for
claims Incurred But Not Reported and the Loss Adjustment Expenses. Claims liabilities are calculated
considering the effects of inflation, recent claim settlement trends including frequency and amount of
payouts, and other economic and social factors. Estimated liabilities for public liability claims have
been recorded in the Self Insurance Fund, Sewer Utility Fund, and Water Utility Fund.
17



CITY OF SAN DIEGO
LIABILITY CLAIMS® AND PREMIUMS
Fiscal Years ended June 30, 2003 through 2007

Liability Claims Expenses and Liability Premium
Fiscal Year Settlement Costs Payments
2003 $11,292,000 $1,477,094
2004 $12,267,000 $1,436,565
2005 $24,508,000 $1,699,039
2006 $28,563,000 $2,833,457
2007 - @ $5,725,972

(1) The City’s portion of settlement and investigation expenses for third party public liability claims, and other
litigation expenses.

(2) The information called for by this table for the year ended June 30, 2007, will be provided upon release of the
Fiscal Year 2007 audited financial statements.

Source: Information under tabular heading “Liability Claims Expenses and Settlement costs” — Fiscal Year 2003 -
Fiscal Year 2006: Comprehensive Annual Financial Reports, Comptroller’s Office, City of San Diego

Information under tabular heading “Liability Premium Payments” - Risk Management Department, City of
San Diego

Remainder of this Page Intentionally Left Blank
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12A. INVESTMENT OF FUNDS (As of June 30, 2006)

Pool Liquidity and Other Characteristics

The City Pool (including both the “Liquidity” and the “Core” portfolios) is highly liquid. As of
June 30, 2006, approximately 14% of the pool investments mature within 62 days, 21% within 92 days
and 30% within 184 days, 53% within 1 year, 72% within 2 years, 92% within 3 years, and 100%
within 5 years (on a cumulative basis). As of June 30, 2006, the Pool had a weighted average maturity
of 1.38 years (502 days) and its weighted yield was 4.78%. For purposes of calculating weighted
average maturity, the City Treasurer treats investments in the State-wide Local Agency Investment
Fund (California State Pool) as maturing within one day. The Liquidity portfolio had a duration of 0.31
years and the Core portfolio had a duration of 1.77 years as of June 30, 2006. Duration is a measure of
the price volatility of the portfolio and reflects an estimate of the projected increase or decrease in the
value of the portfolio based upon a decrease or increase in interest rates. Accordingly, the Liquidity
portfolio should decrease in market value by 0.31% for every 1% increase in market interest rates while
the Core portfolio should decrease in market value by 1.77% for every 1% increase in market interest
rates. The City Pool's composition is designed with a goal of having sufficient liquid funds available to
meet disbursement requirements. The composition and value of investments under management in the
City Pool will vary from time to time depending on cash flow needs of the City, maturity or sale of
investments, purchase of new securities, and fluctuations in interest rates.

CITY OF SAN DIEGO POOLED OPERATING INVESTMENT FUND @
at June 30, 2006
(In Thousands)

Percent of
Investment Instrument Book Value Market Value Total @
U.S. Treasury Bills and Notes $362,572 $357,996 25.76%
Federal Agency Securities $825,882 $822,650 58.68%
Medium Term Notes (Corporate) $71,376 $70,040 5.07%
Money Market Instruments © $125,879 $125,989 8.94%
Local Agency Investment Fund $21,805 $21,765 1.55%
NET ASSETS $1,407,514 $1,398,440 100.00%

(1) Based on book value.

(2) These notes consist of both fixed and floating interest rate securities. The notes with floating interest rates are reset at
intervals ranging from one day to three months.

(3) These securities consist of commercial paper, negotiable certificates of deposit, term and overnight repurchase
agreements, banker's acceptances, bank notes and/or thrift notes.

Source: Fiscal Year 2006 Comprehensive Annual Financial Report, Comptroller’s Office, City of San Diego
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12B. INVESTMENT OF FUNDS (As of June 30, 2007)
Pool Liquidity and Other Characteristics

The City Pool (including both the “Liquidity” and the “Core” portfolios) is highly liquid. As of
June 30, 2007, approximately 20% of the pool investments mature within 62 days, 22% within 92 days
and 32% within 184 days, 51% within 1 year, 78% within 2 years, 94% within 3 years, and 100%
within 5 years (on a cumulative basis). As of June 30, 2007, the Pool had a weighted average maturity
of 1.27years (462 days) and its weighted yield was 5.04%. For purposes of calculating weighted
average maturity, the City Treasurer treats investments in the State-wide Local Agency Investment
Fund (California State Pool) as maturing within one day. The Liquidity portfolio had a duration of
0.32 years and the Core portfolio had a duration of 1.67 years as of June 30, 2007. Duration is a
measure of the price volatility of the portfolio and reflects an estimate of the projected increase or
decrease in the value of the portfolio based upon a decrease or increase in interest rates. Accordingly,
the Liquidity portfolio should decrease in market value by 0.32% for every 1% increase in market
interest rates while the Core portfolio should decrease in market value by 1.67% for every 1% increase
in market interest rates. The City Pool's composition is designed with a goal of having sufficient liquid
funds available to meet disbursement requirements. The composition and value of investments under
management in the City Pool will vary from time to time depending on cash flow needs of the City,
maturity or sale of investments, purchase of new securities, and fluctuations in interest rates.

CITY OF SAN DIEGO POOLED OPERATING INVESTMENT FUND ®
at June 30, 2007
(In Thousands)
(Unaudited)

Percent of
Investment Instrument Book Value Market Value Total @
U.S. Treasury Bills and Notes $462,954 $460,993 25.46%
Federal Agency Securities $1,008,210 $1,007,779 55.44%
Medium Term Notes (Corporate) $155,682 $155,350 8.56%
Money Market Instruments © $168,864 $169,580 9.28%
Local Agency Investment Fund $22,899 $22,899 1.26%
NET ASSETS $1,818,609 $1,816,601 100.00%

(1) Based on book value.

(2) These notes consist of both fixed and floating interest rate securities. The notes with floating interest rates are reset at
intervals ranging from one day to three months.

(3) These securities consist of commercial paper, negotiable certificates of deposit, term and overnight repurchase
agreements, banker's acceptances, bank notes and/or thrift notes.

Source: Office of the City Treasurer, City of San Diego
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12C. INVESTMENT OF FUNDS (As of June 30, 2008)

Pool Liquidity and Other Characteristics

The City Pool (including both the “Liquidity” and the “Core” portfolios) is highly liquid. As of
June 30, 2008, approximately 12% of the pool investments mature within 62 days, 18% within 92 days
and 32% within 184 days, 48% within 1 year, 85% within 2 years, 99% within 3 years, and 100%
within 5 years (on a cumulative basis). As of June 30, 2008, the Pool had a weighted average maturity
of 1.09 years (399 days) and its weighted yield was 3.23%. For purposes of calculating weighted
average maturity, the City Treasurer treats investments in the State-wide Local Agency Investment
Fund (California State Pool) as maturing within one day. The Liquidity portfolio had a duration of 0.29
years and the Core portfolio had a duration of 1.60 years as of June 30, 2008. Duration is a measure of
the price volatility of the portfolio and reflects an estimate of the projected increase or decrease in the
value of the portfolio based upon a decrease or increase in interest rates. Accordingly, the Liquidity
portfolio should decrease in market value by 0.29% for every 1% increase in market interest rates while
the Core portfolio should decrease in market value by 1.60% for every 1% increase in market interest
rates. The City Pool's composition is designed with a goal of having sufficient liquid funds available to
meet disbursement requirements. The composition and value of investments under management in the
City Pool will vary from time to time depending on cash flow needs of the City, maturity or sale of
investments, purchase of new securities, and fluctuations in interest rates.

CITY OF SAN DIEGO POOLED OPERATING INVESTMENT FUND @
at June 30, 2008
(In Thousands)

(Unaudited)

Percent of
Investment Instrument Book Value Market Value Total @
U.S. Treasury Bills and Notes $761,968 $769,094 37.45%
Federal Agency Securities @ $925,697 $929,344 45.50%
Medium Term Notes (Corporate) © $81,556 $82,076 4.01%
Money Market Instruments © $241,148 $241,826 11.86%
Local Agency Investment Fund $24,041 $24,041 1.18%
NET ASSETS $2,034,410 $2,046,381 100.00%

(1) Based on book value.

(2) Federal National Mortgage Association (Fannie Mae) represents 29.06% and Federal Home Loan Mortgage
Corporation (Freddie Mac) 35.33% of total Federal Agency Securities or 13.22% and 16.08% of the total pool.

(3) These notes consist of both fixed and floating interest rate securities. The notes with floating interest rates are reset at
intervals ranging from one day to three months.

(4) These securities consist of commercial paper, negotiable certificates of deposit, CDARS certificate of deposit, term
and overnight repurchase agreements, banker's acceptances, bank notes and/or thrift notes.

Source: Office of the City Treasurer, City of San Diego
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13A. General Obligation and General Fund Lease Obligations

CITY OF SAN DIEGO
GENERAL OBLIGATION AND GENERAL FUND LEASE OBLIGATIONS ®
As of June 30, 2006
(in thousands)

General General Total
Fiscal Year Obligation Fund Lease Principal and_Interest
Ending June 30 Bonds Obligations Payable
2007 $ 2,768 $ 46,713 $ 49,481
2008 2,765 46,715 49,481
2009 2,767 46,679 49,446
2010 2,328 45,302 47,630
2011 2,319 42,462 44,781
Thereafter 2,314 708,951 711,265
Subtotal $ 15,262 $ 936,823 $ 952,085
Less Interest Portion (2,572) (438,783) (441,355)
Total Principal Portion $12,690 $498,040 $ 510,730

The following provides a summary list of outstanding general obligation bonds and General Fund lease
commitments as of June 30, 2006.

Principal
Outstanding

General Obligation Bonds (in thousands)
1991 - Public Safety Communications $ 11,520
1994 — Open Space Park Facility District Refunding® 1,170
Total Principal of General Obligation Bonds $ 12,690
General Fund L ease Commitments
Certificates of Participation
1996A - Balboa Park/Mission Bay Park Capital Improvements $ 15,440
1996B — Balboa Park/Mission Bay Park Capital Improvements Refunding 9,180
2003 - Balboa Park/Mission Bay Park Capital Improvements Refunding 14,000
Lease Revenue Bonds
1994 - City/MTDB Authority Refunding - Police CIP and Bayside Extension $ 10,240
1996 — San Diego Jack Murphy Stadium 60,490
1998 — Convention Center Expansion Financing Authority 183,300
2002 - Ballpark Project® 167,560
2002 - Fire and Life Safety Facilities Project 23,780
2003 — City/MTDB Authority for Old Town Trolley Extension Refunding 14,050
Total Principal of General Fund Lease Commitments $498,040

(1) Unaudited

(2) Secured by the two-thirds portion of the City’s Environmental Growth Fund. In the event that moneys pledged by the City are not
sufficient to make debt service payments, the City can levy, on the next tax roll, a property tax on behalf of the District to cover the
amount of the shortfall

(3) On April 21, 2005, the 1994 G.O. Bonds were partially redeemed ($24,360,000 in outstanding principal and $430,894 in accrued
interest) from proceeds of the sale of the City's Vehicle License Fee Receivables and available monies in the Environmental Growth
Fund

(4) On March 12, 2007, the Public Facilities Financing Authority of the City of San Diego issued $156,560,000 of Lease Revenue
Refunding Bonds to refund the existing Public Facilities Financing Authority Ballpark Lease Revenue Bonds, Series 2002

Source: Debt Management Department, City of San Diego
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13B. General Obligation and General Fund Lease Obligations

CITY OF SAN DIEGO
GENERAL OBLIGATION AND GENERAL FUND LEASE OBLIGATIONS ®
As of June 30, 2007
(in thousands)

General General Total
Fiscal Year Obligation Fund Lease Principal and
Ending June 30 Bonds Obligations Interest Payable
2008 $ 2,766 $ 42,994 $ 45,760
2009 2,767 42,957 45,724
2010 2,328 41,583 43,911
2011 2,319 38,740 41,059
2012 2,314 35,215 37,530
Thereafter 0 595,603 595,603
Subtotal $12,494 $ 797,093 $ 809,587
Less Interest Portion (1,789) (324,548) (326,337)
Total Principal Portion $10,705 $ 472,545 $ 483,250

The following provides a summary list of outstanding general obligation bonds and General Fund lease
commitments as of June 30, 2007.

Principal
Outstanding

General Obligation Bonds (in thousands)
1991 - Public Safety Communications $ 9,905
1994 — Open Space Park Facility District Refunding®® 800
Total Principal of General Obligation Bonds $10,705
General Fund Lease Commitments
Certificates of Participation
1996A - Balboa Park/Mission Bay Park Capital Improvements $ 12,675
1996B — Balboa Park/Mission Bay Park Capital Improvements Refunding 8,825
2003 — Balboa Park/Mission Bay Park Capital Improvements Refunding 12,270
Lease Revenue Bonds
1994 - City/MTDB Authority Refunding - Police CIP and Bayside Extension $ 7,880
1996 — San Diego Jack Murphy Stadium 59,180
1998 — Convention Center Expansion Financing Authority 178,430
2002 — Fire and Life Safety Facilities Project 23,305
2003 - City/MTDB Authority for Old Town Trolley Extension Refunding 13,420
2007 — Ballpark Project 156,560
Total Principal of General Fund Lease Commitments $472,545

(1) Unaudited

(2) Secured by the two-thirds portion of the City’s Environmental Growth Fund. In the event that moneys pledged by the City are not
sufficient to make debt service payments, the City can levy on the next tax roll a property tax on behalf of the District to cover the
amount of the shortfall

Source: Debt Management Department, City of San Diego
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13C. General Obligation and General Fund Lease Obligations

CITY OF SAN DIEGO
GENERAL OBLIGATION AND GENERAL FUND LEASE OBLIGATIONS ®
As of June 30, 2008
(in thousands)

General General Total
Fiscal Year Obligation Fund Lease Principal and
Ending June 30 Bonds Obligations Interest Payable
2009 $ 2,767 $ 42,957 $ 45,725
2010 2,328 41,583 43,911
2011 2,319 38,740 41,059
2012 2,314 35,215 37,530
2013 0 35,210 35,210
Thereafter 0 560,392 560,392
Subtotal $ 9,728 $ 754,099 $ 763,827
Less Interest Portion (1,148) (300,539) (301,687)
Total Principal Portion $ 8,580 $ 453,560 $ 462,140

The following provides a summary list of outstanding general obligation bonds and General Fund lease
commitments as of June 30, 2008.

Principal
Outstanding

General Obligation Bonds (in thousands)
1991 - Public Safety Communications $ 8,170
1994 — Open Space Park Facility District Refunding®® 410
Total Principal of General Obligation Bonds $ 8,580
General Fund Lease Commitments
Certificates of Participation
1996A - Balboa Park/Mission Bay Park Capital Improvements $ 9,760
1996B — Balboa Park/Mission Bay Park Capital Improvements Refunding 8,445
2003 — Balboa Park/Mission Bay Park Capital Improvements Refunding 10,490
Lease Revenue Bonds
1994 - City/MTDB Authority Refunding - Police CIP and Bayside Extension $ 5,390
1996 — San Diego Jack Murphy Stadium 57,775
1998 — Convention Center Expansion Financing Authority 173,355
2002 — Fire and Life Safety Facilities Project 22,805
2003 - City/MTDB Authority for Old Town Trolley Extension Refunding 12,775
2007 — Ballpark Project 152,765
Total Principal of General Fund Lease Commitments $453,560

(1) Unaudited

(2) Secured by the two-thirds portion of the City’s Environmental Growth Fund. In the event that moneys pledged by the City are not
sufficient to make debt service payments, the City can levy on the next tax roll a property tax on behalf of the District to cover the
amount of the shortfall

Source: Debt Management Department, City of San Diego
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14.  Short-Term Borrowings

CITY OF SAN DIEGO
SHORT-TERM BORROWINGS
For Fiscal Years Ended June 30, 2000 through 2009
(in thousands)

Fiscal Year Ended Principal
June 30 Amount @
2000 $ 99,500
2001 $ 77,000
2002 $ 73,000
2003 $ 93,200
2004 $ 110,900
2005 $114,000 @
2006 $ 145,000 @
2007 $ 142,000 @
2008 $116,000 @
2009 $135,000 @

(1) Par amounts issued pursuant to Charter Section 92
(2) Borrowed through a private placement

Source: Debt Management Department, City of San Diego

Remainder of this Page Intentionally Left Blank
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15. Future Minimum Rental Payments

CITY OF SAN DIEGO
FUTURE MINIMUM RENTAL PAYMENTS
GENERAL FUND OPERATING LEASE COMMITMENTS®
(in thousands)
As of June 30, 2006

Fiscal Year Ending June 30 Rent Payable
2007 $6,435
2008 6,142
2009 6,268
2010 6,093
2011 5,788
2012 5,881
2013 5,776
2014 3,249
2015 159
2016 27
Thereafter 215
Total $46,034

(1) Table describes commercial rent payable by the City of San Diego.

Source: Comptroller’s Office and Real Estate Assets Department, City of San Diego

Remainder of this Page Intentionally Left Blank
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16. Statement of Direct and Overlapping Bonded Debt

City of San Diego
Direct and Overlapping Debt (Unaudited)
June 30, 2006 (In Thousands)

2005-06 Assessed Valuation: $ 142,010,987
Redevelopment Incremental Valuation: 10,710,394
Adjusted Assessed Valuation: $ 131,300,593

DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT:

Metropolitan Water District

San Diego Community College District

Southwestern Community College District

Poway Unified School District School Facilities Improvement District No. 2002-1

San Diego Unified School District

Sweetwater Union High School District

San Ysidro School District

Other School, High School and Community College Districts

Palomar Pomerado Hospital District

City of San Diego

San Diego Open Space Park Facilities District No. 1

City of San Diego Community Facilities District No. 1

City of San Diego Community Facilities District No. 2, Improvement Area Nos. 1, 3 and 4

City of San Diego 1915 Act Bonds

Del Mar Unified School District Community Facilities District No. 99-1

North City West School District Community Facilities District

Poway Unified School District Community Facilities Districts

San Dieguito Union High School District Community Facilities Districts

Sweetwater Union High School District Community Facilities Districts

Other Special District 1915 Act Bonds
TOTAL GROSS DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT

Less: San Diego Open Space Park Facilities District No. 1 (100% self-supporting)

TOTAL NET DIRECT AND OVERLAPPING TAX AND ASSESSMENT DEBT

DIRECT AND OVERLAPPING GENERAL FUND DEBT:

San Diego County General Fund Obligations

San Diego County Pension Obligations

San Diego Superintendent of Schools Certificates of Participation

Poway Unified School District Certificates of Participation

Sweetwater Union High School District Certificates of Participation

Chula Vista School District General Fund Obligations

Del Mar Union School District Certificates of Participation

San Ysidro School District Certificates of Participation

Other School, High School and Community College District Certificates of Participation

City of San Diego General Fund Obligations and MTDB Authority

Otay Municipal Water District Certificates of Participation
TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND DEBT

Less: Otay Municipal Water District Certificates of Participation

TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND DEBT

GROSS COMBINED TOTAL DEBT (2)
NET COMBINED TOTAL DEBT

(1) Percentage of overlapping agency's assessed valuation located within boundaries of the city.

Total Debt City's Share of
6/30/06 % Applicable (1) Debt, 6/30/06
$ 389,565 8.982% $ 34,991
61,235 99.903% 61,176
90,570 17.968% 16,274
64,165 67.500% 43,311
1,455,979 99.907% 1,454,625
82,615 21.080% 17,415
57,784 93.892% 54,255
576,721 Various 15,048
80,000 31.293% 25,034
11,520 100.000% 11,520
19,930 100.000% 19,930
46,600 100.000% 46,600
73,510 100.000% 73,510
37,499 100.000% 37,499
10,485 100.000% 10,485
101,663 100.000% 101,663
254,881 99.609-100.000% 254,624
95,993 39.731-81.063% 33,475
30,339 8.935-100.000% 23,342
19,830 Various 884
$ 2,335,661
19,930
$ 2,315,731
$ 387,535 46.242% $ 179,204
1,231,283 46.242% 569,370
12,495 46.242% 5,778
100,000 73.328% 73,328
16,040 21.080% 3,381
1,395,985 5.809% 7,899
11,700 81.843% 9,517
26,185 93.892% 24,586
41,935 Various 5,758
498,040 100.000% 498,040
24,925 6.053% 1,509
$ 1,378,370
1,509
$ 1,376,861
$ 3,714,031
$ 3,692,592

(2) Excludes tax and revenue anticipation notes, enterprise revenue, mortgage revenue and tax allocation bonds and non-bonded capital lease obligations.

Ratios to 2005-06 Assessed Valuation:

Direct Debt ($11,520,000)

Total Gross Direct and Overlapping Tax and Assessment Debt
Total Net Direct and Overlapping Tax and Assessment Debt

Ratios to Adjusted Assessed Valuation:
Gross Combined Direct Debt ($529,490,000) (1)

Net Combined Direct Debt ($509,560,000)
Gross Combined Total Debt
Net Combined Total Debt

(1) City
City Authorities and Certificates of Participation
San Diego Open Space Park Facilities District No. 1

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/06: $9,240

Source: California Municipal Statistics, Inc
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0.39%
2.83%
2.81%

$ 11520
498,040
19,930

$ 529,490



17. Other Material Information
See footnote 18 of the 2006 CAFR which is updated by the paragraph below.

On April 7, 2008, the SEC filed securities fraud charges against five former City officials,
including the former City Manager, former Auditor and Comptroller, former Assistant Auditor and
Comptroller, former Deputy City Manager and former City Treasurer, for allegedly giving false and
misleading statements regarding City bond offerings in 2002 and 2003. Investigations by the SEC into
entities other than the City, including current and former City officials, may be ongoing. It is uncertain
when any such investigations will be completed, and the City can provide no assurance as to whether
any new investigations will be initiated.

18. CONVENTION CENTER EXPANSION FINANCING AUTHORITY

(STATE: CALIFORNIA) Lease Revenue Bonds, Series 1998A (City of San Diego,
California, as Lessee)

SAN DIEGO CONVENTION CENTER
Bookings ®
During each of the five fiscal years ended June 30, 2007, the Convention Center hosted the
following types of events, which were attended by the following estimated number of attendees:

Fiscal Year Ended June 30

Type of Event 2003 2004 2005 2006 2007
Conventions with Trade Shows 43 46 35 53 50
Estimated Attendance 334,280 389,091 390,220 412,369 519,078
Conventions Only 2 3 3 2 1
Estimated Attendance 7,500 17,200 12,543 8,827 4,968
Trade Shows only 1 3 4 5 5
Estimated Attendance 18,615 39,413 38,388 41,566 44,783
Incentive Meetings 12 16 13 11 11
Estimated Attendance 44,218 50,291 52,999 49,119 48,260
All Others @ 173 165 169 210 153
Estimated Attendance 406,171 399,363 365,908 438,829 366,617
Total Events 231 233 224 281 220
Total Estimated Attendance 810,784 895,358 860,058 950,710 983,706

(1) The San Diego Convention Center operates in a competitive market; other municipalities could build competing
facilities over time. The City is aware of discussions that have occurred between the City of Chula Vista and a
developer to construct a facility to host conventions in the City of Chula Vista. The construction of a convention
center by the City of Chula Vista may have a negative impact on future bookings at the San Diego Convention
Center.

(2)  Consumer shows, meetings and seminars, community events, local trade shows, and food and beverage events.

Source: San Diego Convention Center Corporation, unaudited
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Definite Bookings of Conventions and Trade Shows, Conventions Only, Trade Shows Only, and
Incentive Meetings
Fiscal Year Ending June 30

2008 2009 2010 2011 2012
67 66 58 48 32

Source: San Diego Convention Center Corporation, unaudited

BUDGETING AND FUNDING

Convention Center
Operating Deficit and Capital Expenditures
for the Five Fiscal Years Ended June 30
(unaudited and in thousands)

2003 2004 2005 2006 2007
Total Revenues $20,949  $24,426 $24,309 $29,134%  $33,874%
Operating Expenses ) (21,713) (23,673) (24,903) (26,534) (27,526)
Inter-Entity Transfer Expense® - - - - (643)
Depreciation Expense - - - (2,272)  (2,292)
Capital Expenditures ) @ (2,545)%  (2,858)" (2,334)@ - -
Total Expenses and
Capital/Depr Expenditures ($24,258) ($26,531) ($27,237) ($28,807)  ($30,461)
Net Excess/(Deficit) ($3,309) ($2,105) ($2,928) $327 $3,413

(1) Operating Expenses and Capital Expenditures are reported in a manner that reflects the method by which these expenditure
categories are reflected in the Corporation's Audited Financial Statements, which is different from the method used for the
Official Statement and previously published Continuing Disclosure Annual Reports ("Reports™). Specifically, in addition to
leasehold improvement capital expenditures (e.g., improvements that are attached to the building, such as the roof and walls),
non-leasehold capital expenditures (e.g., equipment, computers, and furniture) are included in Capital Expenditures instead of
in Operating Expenses as was the case for the Official Statement and the Reports, previous to the Annual Report ended June 30,
2002.

(2) Accounting methodology for the San Diego Convention Center Corporation was adjusted for the fiscal year ended June 30,
2006 with conversion from modified accrual to full accrual accounting. As a result, capital expenditures are not recognized
while depreciation expense (from capital items) is recognized. For the years ended June 30, 2006 and June 30, 2007, funds
used to pay for capital purchases and principal payments on debt associated with capital projects amounted to $2,855,330 and
$3,206,652 respectively.

(3) As aresult of the change in accounting methodology described in footnote (2) and due to changes in funding from the City as
defined in the Third Amended and Restated Management Agreement Between the City of San Diego and the San Diego
Convention Center Corporation (effective for fiscal year 2006), funding received from the City is included in Total Revenues.
For the fiscal years ended June 30, 2006 and June 30, 2007, funding from the City included in Total Revenues amounted to
$4,339,198 for each year.

(4) Includes a Capital Expenditure item for a $1,000,000 payment to the San Diego Unified Port District relating to the Sails
Pavilion Enclosure Project loan. The payment ends in fiscal year 2011, at which time a final payment of $500,000 will be
made. Refer to footnote (2) for change in accounting methodology.

(5) Includes transfer of restricted funds from the San Diego Convention Center Corporation to San Diego Theatres, Inc. (a
subsidiary of the San Diego Convention Center Corporation) for use in restoration projects at the San Diego Civic Theatre.

Source: San Diego Convention Center Corporation, unaudited
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The San Diego Convention Center Corporation (the “Corporation”, the operating entity of the
San Diego Convention Center), has been offering discounts from its posted rental rates to maintain or
enhance bookings of its primary business (i.e., Conventions with Trade Shows, Conventions Only,
Trade Shows Only, and Incentive Meetings), in order to stay competitive with other major convention
facilities which, according to the staff of the Corporation, have also been obligated to offer discounts.
For example, for the fiscal year ended June 30, 2007, rental revenue received reflected an approximate
$3.8 million discount from the posted rates, and, for the fiscal year ending June 30, 2008, it is expected
that such discounts will continue.

At the end of Fiscal Year 2005 a restated Management Agreement was executed between the
City and the Corporation that specified that funding from the City be used solely for marketing,
promotion and/or capital projects for the Convention Center in an amount sufficient to ensure that the
Corporation can perform its obligations under the Management Agreement.

Remainder of this Page Intentionally Left Blank
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19.  PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO
(STATE: CALIFORINA)

Taxable Lease Revenue Bonds, Series 1996A (San Diego Jack Murphy Stadium)

As described in the Official Statement published in 1996, the City had entered into agreements
with various major users of the Stadium facilities. Among these users was the Chargers Football
Company, LLC (“the Chargers™). At that time, the Chargers utilized the Stadium pursuant to the 1995
Partial Use and Occupancy Agreement for San Diego Jack Murphy Stadium (subsequently re-named
Qualcomm Stadium), as amended by the First Amendment to 1995 Partial Use and Occupancy
Agreement for San Diego Jack Murphy Stadium dated as of December 10, 1996. Since that time, the
agreement has been modified from time to time. Pursuant to the Ninth Supplement to the 1995
Agreement for the Partial Use and Occupancy of Qualcomm Stadium (“Ninth Supplement”), between
the Chargers and the City, dated May 16, 2006, the Chargers may not relocate prior to the end of the
2008 Regular Football Season. The Ninth Supplement does allow the Chargers the right to terminate
the agreement any time after the 2008 National Football League (“NFL”) season by tendering a fee
which is based on a sliding scale starting at $56,275,000 after February 1, 2009 and falling to
$3,490,000 after February 1, 2020. Based on published media reports, the City understands that
discussions are occurring between the Chargers and other municipalities regarding relocation of the
team.

The Official Statement also described Padres L.P. as a major user of the Stadium. Since the time

the Official Statement was written, a new ballpark has been constructed in the East Village
neighborhood of downtown San Diego, and Padres L.P. is no longer a major tenant of the Stadium.
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City oF SaN Dieco CoMPREHENSIVE ANNUAL FINANCIAL REPORT

JERRY SANDERS

MANTR

March 21, 2008

Honorable City Council Members and the Citizens of the
City of San Diego, California

San Diego City Charter § 111 requires the City to submit an annual report, including a Statement of Net Assets, and requires that
all accounts of the City be audited by an independent auditor. Pursuant to this requirement, the Comprehensive Annual
Financial Report (“CAFR”") of the City of San Diego (“City”) for the fiscal year ended June 30, 2006, is hereby submitted. The
audit firm of Macias Gini & O’Connell LLP has issued an unqualified opinion on the City of San Diego’s financial statements. The
independent auditor’s report is located at the front of the financial section of this report.

The CAFR has been prepared in conformance with the principles and standards for reporting as set forth by the Governmental
Accounting Standards Board (GASB). Responsibility for both the accuracy of the data and the completeness and fairess of the
presentation, including all disclosures, rests with the management of the City and its related agencies. Our objective is to
provide you with reasonable, rather than absolute, assurance that the financial statements are free of any material
misstatements. Additionally, the City continues to construct and improve a comprehensive internal control framework in order to
ensure acceptable management of taxpayer funds.

To the best of our knowledge and belief, the data as presented, is accurate in all material respects; it is presented in a manner
designed to present fairly the financial position and results of operations of the governmental activities, business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining funds of the City and its
related agencies; and all disclosures necessary to enable the reader to gain an understanding of the City's, as well as its related
agencies’, financial activities have been included.

The City wishes to bring to the attention of the reader for careful consideration Notes 12, 13, and 18 to the Financial Statements,
which address, among other matters, (1) the cease-and-desist order imposed on the City by the Securities and Exchange
Commission for violations of the federal securities laws that occurred in 2002 and 2003, (2) related investigative reports of
Vinson & Elkins LLP, Kroll Inc. and the law offices of Willkie, Farr and Gallagher LLP, serving as the audit committee for the City
of San Diego (Kroll Report), Navigant Consulting, Inc. (as it relates to San Diego City Employees Retirement System
(SDCERS)), and the City Attorney of the City of San Diego, and (3) the unfunded actuarial accrued liabilities of the City’s pension
and retiree health obligations. These notes, along with the other financial and operational data included in the City's CAFR, must
be read in their entirety to obtain a complete understanding of the City’s financial position.

A narrative introduction, overview, and analysis of the financial statements can be found in Management's Discussion and
Analysis (MD&A) which immediately follows the independent auditor’s report. The MD&A complements this letter of transmittal
and should be read in conjunction with it.

The CAFR is organized into three sections:

o The introductory section includes information about the organizational structure of the City, the City’s economy, and
selected other financial information.

e The financial section is prepared in accordance with Governmental Accounting Standards. It includes the MD&A, the
independent auditor’s report, the audited basic financial statements, notes to the basic financial statements, required
supplementary information, and supporting statements and schedules.

o The statistical section contains historical statistical data on the City’s financial data and debt statistics, as well as
miscellaneous physical, demographic, economic, and social data of the City.
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City oF SaN DiEGco ComPREHENSIVE ANNUAL FINANCIAL REPORT

PROFILE OF THE GOVERNMENT

City Profile

The City of San Diego was incorporated in 1850. The City is comprised of 403 square miles and, as of January 1, 2007, the
California Department of Finance estimates the population to be 1,316,837. The City, with approximately 9,600 full-time
employees, provides a full range of governmental services which include police and fire protection, sanitation and health
services, the construction and maintenance of streets and infrastructure, recreational activities and cultural events, and the
maintenance and operation of the water and sewer utilities.

City of San Diego
Full Time Employees

11,000

10,500
10,000
9,500

9,000
2000 2001 2002 2003 2004 2005 2006 2007

Calendar Year

Governing Structure

The City operates and is governed by the laws of the State of California and its own Charter which was adopted by the electorate
in 1931 and has been subject to periodic amendments since adoption. The City is currently operating under a strong-mayor form
of government. The departure from the City’s previous Council-Manager form of government was approved by a vote of the
public and became effective January 1, 2006. The Mayor is elected at large to serve a four-year term.

City of San Diego Council The charter amendment adopting the strong-mayor form of government is in

District Map effect for five years, and pending a voter approved extension or
modification, sunsets on December 31, 2010. Under the strong-mayor form
of government, the Mayor is the Chief Executive Officer of the City and has
direct oversight over all City functions and services except for the City
Council, Personnel, City Clerk, Independent Budget Analyst (IBA), and City
Attorney’s departments. The Office of the Independent Budget Analyst was
established by the City Council to assist the Council in the conduct of
budgetary analysis and in the making of budgetary, financial, and policy
decisions. The City Council also established a Budget and Finance
Committee to aid in the review of the annual budget, capital improvement
programs, financial reports, taxes, fees, assessments, and IBA reports.
Additionally, the City Council established an Audit Committee to provide
independent, legislative oversight of the City’s accounting and financial
reporting processes, financial internal controls, internal financial audit
function, and audits of the City’s financial statements.

Under this form of government, the Council is composed of eight members
and is presided over by the Council President, who is selected by a majority
vote of the Council. The Mayor presides over Council in closed session
meetings of the Council. The Council retains its legislative authority;
however, all council resolutions, except for appropriations ordinances, are
subject to a veto of the Mayor. The City Council may override a Mayoral
veto with five votes. In addition, the City has an elected City Attorney who
is the chief legal advisor of and attorney for the City and all departments.
The City Attorney serves a four-year term.
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Current Elected Officials
(as of the issuance of this report)

District 1
Council President Scott Peters

District 5
Councilmember Brian Maienschein

District 2
Councilmember Kevin Faulconer

District 6
Councilmember Donna Frye

District 3
Councilmember Toni Atkins

District 7
Councilmember Jim Madaffer

District 4 District 8
Council President Pro Tem Councilmember Ben Hueso
Tony Young

City Attorney
Michael Aguirre
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City of San Diego Organization Chart

(As of issuance of this report)
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Financial Reporting Entity
In accordance with Governmental Accounting Standards Board Statement 14, the following component units are incorporated
into the accompanying financial statements:

¢ Centre City Development Corporation (CCDC) o Convention Center Expansion Financing Authority (CCEFA)

o City of San Diego Metropolitan Transit Development Board o San Diego City Employees’ Retirement System (SDCERS)
Authority (MTDB) o Public Facilities Financing Authority (PFFA)

o Redevelopment Agency of the City of San Diego (RDA) » San Diego Convention Center Corporation (SDCCC)

¢ San Diego Data Processing Corporation (SDDPC) ¢ San Diego Facilities and Equipment Leasing Corporation (SDFELC)

¢ San Diego Housing Commission (SDHC) ¢ San Diego Industrial Development Authority (SDIDA)

¢ San Diego Open Space Park Facilities District #1 o Southeastern Economic Development Corporation (SEDC)

o Community Facility and Other Special Assessment Districts o Tobacco Settlement Revenue Funding Corporation (TSRFC)

Additionally, the City participates in a joint venture operation with a private company to provide for emergency medical and
medical transportation services. This joint venture is a limited liability company named San Diego Medical Services Enterprise.
The financial impact of the joint venture is displayed in the governmental funds balance sheet.

Budgetary Process

Pursuant to the City Charter, an annual budget is presented by the Mayor to the City Council for consideration. Set forth in this
budget are the anticipated revenues and expenditures of the general fund, certain special revenue funds, enterprise funds, and
certain debt service funds for the ensuing fiscal year. Additionally, project-length financial plans are presented to and adopted by
council for the capital projects funds. The level of budgetary control (the level at which expenditures cannot legally exceed the
appropriated amount) is maintained at the fund, department, and object class level. Object classes are defined as salaries and
non-personnel expense (including employee benefits). Copies of the City’s Budgets are available at the Financial Management
Office located at 202 C Street, MS8A, San Diego, CA 92101.

The City also maintains an encumbrance accounting system as one technique of accomplishing budgetary control. Encumbered
amounts are reported as reservations of fund balances since the commitments are expected to be honored in subsequent
periods.

FACTORS AFFECTING FINANCIAL CONDITION
Economic Factors

Income
In January 2007, the San Diego Association of Governments (SANDAG) reported that between 2000 and 2006, the median
household income in the San Diego region rose by 42.4%, from $45,826 to $65,238.

Unemployment

The unemployment rate is a critical indicator of the relative
strength in the local economy. According to the State of
California Employment Development Department, the City

of San Diego’s unemployment rate was 4.6% for the s 0%

calendar year 2007. This reflects a .6% decrease from a

10 year high of 5.2% in the calendar year 2003, and a .6% o /\/
increase from calendar year 2006. The City of San Diego’s
unemployment rate is even with the national average and s0%

8% below the average for the State of California for the 2000 ‘ 2001 ‘ 2002 ‘ 2003 ‘ 2004 ‘ 2005 ‘ 2006 | 2007 |
calendar year 2007. Calendar Year

Unemployment Rate
6.0%
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Housing and Construction

According to a report by the National Association of
Realtors, the median residential home price in the San
Diego area dropped 2% from calendar year 2006 to 2007
and dropped 9.8% from the 4t quarter of 2006 to the 4t o
quarter of 2007. However, median residential home prices thousands 500
in the San Diego area increased 125% from calendar years $400
2000 to 2005. Home sales during this growth in median 300
home prices have resulted in stronger than average 600l |
property tax returns for the City and have fueled increased 2000 2001 2002 2003 2004 2005 2006 2007
activity in the construction sector. However, there has Calendar Year

recently been a slowing in the housing market and a
softening in housing prices, and therefore, the recent
growth in property tax revenues may not continue and may
in fact decline.

Median Home Price
$700

Tourism

The City of San Diego has continued to experience a
growth in tourism during calendar year 2007, resulting in a
10.7% increase in Transient Occupancy Tax (TOT)
collections from calendar year 2006, and a 38.2% increase $140
from calendar year 2001. According to the San Diego in
Convention & Visitors Bureau, average occupancy rates of millions
hotels located in the San Diego area declined during $100
calendar year 2007 by approximately 0.2%; however, o0 . I ]
average daily room rates increased by approximately 6.0%, 2000 2001 2002 2003 2004 2005 2006 2007
resulting in a net increase in TOT collections. Additionally, Calendar Year

a total of 29.2 million visitors spent approximately $7.3
billion at local businesses in the San Diego area during
calendar year 2007.

T.0.T. Collected
$160

$120

Water Supply

The City of San Diego is located in a semi-arid coastal climate environment and receives an average annual rainfall of 10.21
inches. San Diego has a population of approximately 1.3 million and the population is projected to increase by 26% in the next
25 years. This growth is projected to increase demand for potable water by 21%. For the Fiscal Year ended June 30, 2007, the
City's average daily water use, including deliveries to the City of Del Mar and California American Water Company (Cal-Am) was
approximately 221 Million Gallons per Day (MGD), with peak day demands as high as 291 MGD. The overwhelming majority of
the City’s water supply is imported.

The City currently receives its water supply from two sources: (1) water imported by the San Diego County Water Authority
(CWA) and (2) local runoff. For the Fiscal Year ended June 30, 2007, local run off accounted for less than 10% of the City’s
water supply. This source is dependent upon rainfall and is seasonal and variable in nature. The balance of the City’s water
supply is imported from Northern California and the Colorado River and provided to the City by the CWA, of which the City of
San Diego is a member agency. CWA in turn, purchases the majority of its water from the Metropolitan Water District of
Southern California (MWD), which is comprised of 26 public water agencies. CWA also has rights to purchase additional
supplies of water from the Imperial Irrigation District (1ID), and water supplies dedicated to CWA from water-conserving canal
lining projects on the All-American and Coachella Canals. The City is the largest purchaser of water from CWA. During the
Fiscal Year ended June 30, 2007, the Water Department purchased approximately 229,682 AF of water from the CWA at a cost
of $113.3 million. The City's water purchases from CWA represented approximately 34% of CWA's total water deliveries and
approximately 91.7% of the water produced by the City was purchased from CWA, with the balance coming from runoff collected
in the City’s reservoirs.

As of December 17, 2007, MWD indicated that it had sufficient water supplies in storage to sustain a supply/demand scenario

similar to 2007 through calendar year 2008 with enhanced conservation efforts beginning immediately.
The majority of MWD's current water supplies comes from the State Water Project (SWP) and originates from the Sacramento—
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San Joaquin Bay-Delta before being pumped into the California Aqueduct for transportation to Southern California. On August
31, 2007, a federal court ordered state and federal water managers to reduce pumping out of the Delta during certain times of
the year in order to protect the Delta Smelt, an endangered fish species. It is unknown how long these restrictions will be in place
but they are expected to last at least one year.

MWD estimates that the court order will reduce the amount of SWP water available to MWD by up to 30% in 2008. MWD and
CWA are actively pursuing spot water transfer options to offset these reductions. Colorado River deliveries to MWD and CWA
remain firm in the near future, minimizing the water supply reliability impacts of the SWP reductions on San Diego. The Mayor,
in coordination with CWA, has urged residents and businesses of San Diego to adopt water conservation practices at home and
at their place of work. The City has also taken a leadership position in advocating a more deliberate response to water
conveyance around the Delta, thereby avoiding the current judicial restrictions on the pumps. The Mayor hosted a meeting of
Southern California City Mayors in San Diego as well as a “Big Ten” City Mayors’ meeting in Sacramento to discuss possible
solutions with input from water experts. The Water Department will continue to monitor the current and near term water supply
situation, in consultation with its imported water provider, to effectively manage conservation efforts.

Regqulatory Actions

In November 2006, the United States Securities and Exchange Commission (SEC) entered an Order (the “Order”) sanctioning
the City of San Diego for committing securities fraud in connection with the 2002 and 2003 offer and sale of over $260 million in
municipal bonds and for preparing and filing information pursuant to continuing disclosure agreements under Exchange Act Rule
15c2-12 with respect to $2.29 billion in outstanding City bonds and notes. The findings contained in the Order were made
pursuant to the City's offer of settlement. To date, the SEC has not taken enforcement action against any City officials or
employees; however, the SEC, in the Order, concluded that the City, through its officials, acted with scienter.

In the Order, the SEC found that at the time of these offerings, City officials knew that the City faced severe difficulty funding its
future pension and health care obligations unless new revenues were obtained, pension and health care benefits were reduced,
or City services were cut. The SEC found that the City's looming financial crisis resulted from (1) the City’s intentional under-
funding of its pension plan from fiscal year 1997; (2) the City’s granting of additional retroactive pension benefits since fiscal year
1980; (3) the City's use of the pension fund’s assets to pay for the additional pension and retiree health care benefits since fiscal
year 1980; and (4) the pension plan’s less than anticipated earnings on its investments in fiscal years 2001 through 2003. The
SEC found that despite the magnitude of the problems the City faced in funding its future pension and retiree health care
obligations, the City conducted five separate municipal bond offerings, raising more than $260 million, without disclosing these
problems to the investing public. The SEC found that in each of these offerings, the City prepared disclosure documents that are
used with municipal securities offerings—that is, preliminary official statements and official statements—and made presentations
to rating agencies. In addition, in 2003 it prepared and filed misleading information pursuant to continuing disclosure agreements
under Exchange Act Rule 15¢2-12 with respect to $2.29 billion in outstanding City bonds and notes.

The SEC credited the City with having taken remedial action before the Order was issued and found that since 2005 the City has
implemented several remedial measures with a view to detect and prevent securities violations. Specifically, the City has
terminated certain officials in the City Manager’s and Auditor and Comptroller’s offices or has allowed them to resign. The City
has hired full time municipal securities attorneys who are responsible for coordinating the City’s public disclosure and who have
conducted continuing education for the City’s deputy attorneys on the City’s disclosure requirements.

The SEC credited the City with hiring new outside professionals including new auditors for its fiscal year audits. The SEC also
found that the City hired individuals not affiliated with the City to act as the City’s audit committee to conduct an investigation of
the City’s prior disclosure deficiencies and make recommendations to prevent future disclosure failures. The SEC found that the
City has also hired new disclosure counsel for all of its future offerings, who will have better and more continuous knowledge on
the City’s financial affairs. The SEC found that the disclosure counsel has conducted seminars for City employees on their
responsibilities under the federal securities laws.

The SEC found that the City has also enacted ordinances designed to change the City’s disclosure environment:

1. The City created a Disclosure Practices Working Group, comprised of senior City officials from across city government. The
Working Group is charged with reviewing the form and content of all the City’'s documents and materials prepared, issued,
or distributed in connection with the City's disclosure obligations relating to securities issued by the City or its related
entities; and conducting a full review of the City’s disclosure practices and to recommend future controls and procedures.

2. The Mayor and City Attorney must personally certify to the City Council the accuracy of the City’s official statements.
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3. The City Auditor & Comptroller must annually evaluate the City’s internal financial controls and report the results to the City
Council.

As part of the settlement with the SEC, the City agreed to cease and desist from future securities fraud violations. The City also
agreed to retain an Independent Consultant acceptable to the SEC. The Independent Consultant is required to conduct annual
reviews for a three-year period, following the November 2006 Order, of the City’s policies, procedures, and internal controls
regarding its disclosures for offerings, including disclosures made in its financial statements, pursuant to continuing disclosure
agreements, and to rating agencies. The Independent Consultant is also required to review, for the three year period, the
procedures and internal controls regarding the City’s hiring of internal personnel and external experts for disclosure functions,
and the implementation of active and ongoing training programs to educate appropriate City employees, including officials from
the City Auditor and Comptroller’s office, the City Attorney’s office, the Mayor, and the City Council members regarding
compliance with disclosure obligations.

The Independent Consultant is required to make recommendations concerning related policies, procedures, and internal controls
with a view to assuring compliance with the City’s disclosure obligations under the federal securities laws. The Independent
Consultant is to assess, in years two and three, whether the City is complying with its policies, procedures, and internal controls,
whether the City has adopted any of the Independent Consultant's recommendations from prior year(s) concerning such policies,
procedures, and internal controls for disclosures for offerings, and whether the new policies, procedures, and internal controls
were effective in achieving their stated purposes.

On June 7, 2007, the Initial Report of Independent Consultant to the City of San Diego (the “Independent Consultant’s Report”)
was released. The purpose of the Independent Consultant's Report was to describe the review and assessment of the City’s
policies, procedures, and internal controls regarding i) its financial and other disclosures, ii) the hiring of internal personnel and
external experts for disclosure functions, and iii) the implementation of active and ongoing training programs to educate
appropriate City employees regarding compliance with disclosure obligations, and to provide conclusions and recommendations
with respect to these matters. (See Note 18 for additional information).

Additionally, the Independent Consultant's Report recognizes the complexity of the City’s issues and includes numerous actions
that are planned to be addressed in the future, including:

e Ongoing analysis and observation by the Independent Consultant of the City’'s disclosure process, including
participation in future offering disclosure processes,

e Implementation of a new Enterprise Resource Planning (ERP) system,

¢  Ongoing training for the City Council, City Officials, and City employees, and

e  Hiring a qualified internal auditor to provide reliability of the City’s internal control structure.

The Independent Consultant observed that the City had made progress with its remediation efforts, but that there is much left to
be done that will require an intensive and substantial effort.

On July 23, 2007, the SEC issued a letter to the City and to the Independent Consultant recognizing the recommendations
outlined in the Independent Consultant’s Report and indicating its understanding that subsequent reports from the Independent
Consultant would provide more complete, specific, and concrete recommendations with specific deadlines. The SEC also
requested a response from the City in regards to the recommendations outlined in the Independent Consultant's Report,
including an estimated timeframe for implementation of the recommendations.

On September 25, 2007, the City responded to the SEC and this response was approved by Council Resolution No. 303021.
This response to the SEC is summarized as follows:

o The former CFO, along with representatives of the Audit Committee and the Independent Budget Analyst, interviewed
candidates for the Internal Auditor (City Auditor). The candidate selected began work on October 22, 2007. In its 2007
Final Report dated October 4, 2007, the Charter Review Committee recommended a separation of the internal audit
function from the comptroller and management duties. This revision will need to be approved by a vote of the public.
(See March 3, 2008 O-19718 disclosure discussed below.)

o The City has established an Audit Committee comprised of 3 Council members and an ad hoc committee of 3 outside
advisors who bring extensive technical expertise to the Committee. The ad hoc committee began serving September
10, 2007. The Charter Review Committee, in its Final Report dated October 4, 2007, has recommended a Charter
change which would formally establish a five-person Audit Committee composed of two members of the City Council,
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one of whom shall serve as chair, and three members of the public. (See March 3, 2008 0-19718 disclosure
discussed below.)

o The City has selected a software vendor and has begun implementation of an enterprise resource system. The current
schedule calls for the system to be operable, in parallel, by October 2008. Additionally, the implementation of a human
resource/payroll system is expected to be completed by January 2009.

e The CFO position was established in calendar year 2006 and all financial related activities and responsibilities of the
Primary Government, including Comptroller and debt issuance functions, fall under this position, with exception to the
oversight of the Internal Auditor. (See March 3, 2008 O-19718 disclosure discussed below.)

e The City is evaluating the Independent Consultant’s recommendation to consider moving toward a shelf-like disclosure
system. The City has made many improvements to internal controls regarding the release of financial information to
the public capital markets (e.g. creation of the DPWG, CFO, and Audit Committee). Accordingly, any shelf-like
registration would take into consideration procedures currently in place which were designed to ensure that the City
would not make misleading statements or omissions to the market place in the future.

On March 3, 2008, Council approved 0-19718 for the purpose of submitting to the voters a ballot proposition amending the City
Charter. The ballot measures will be proposed at a Municipal Election to be consolidated with the Statewide Primary Election on
June 3, 2008, and are summarized below:

e Establish the position, roles and responsibilities of the Chief Financial Officer including the clarification that all
responsibilities, authority and power conferred upon the Auditor and Comptroller in the Charter shall be transferred to,
assumed and carried out by the Chief Financial Officer.

o Define the composition of the Audit Committee as an independent body consisting of five members. Two members
shall be Councilmembers and are to be appointed by the Council, one of whom shall serve as Chair of the Audit
Committee. The other three members shall be from the public, appointed by the Council from a pool of candidates
which are recommended by a screening committee. The screening committee is comprised of a member of Council,
the Chief Financial Officer, the Independent Budget Analyst and two outside financial experts appointed by the other
three members of the screening committee and confirmed by the Council.

e Establish the position, roles and responsibilities of the Office of the City Auditor. The City Auditor shall be appointed by
the City Manager, in consultation with the Audit Committee, and confirmed by the Council.

e Establish the position, roles and responsibilities of the Independent Budget Analyst. The Council shall appoint the
Independent Budget Analyst, who shall serve at the pleasure of the Council and may be removed from office by
Council at any time.

e  Establish the position, roles and responsibilities of the City Treasurer. The City Treasurer shall be appointed by the
City Manager, and no longer needs confirmation by a majority of the members of the Council.

Financial Information

Pension Benefits

In fiscal year 1927, the City established the San Diego City Employees’ Retirement System (“SDCERS"), a public employee
retirement system. The pension plan (“Plan”) is a defined benefit plan and is administered by the SDCERS’ Board to provide
retirement, disability, death, and survivor benefits for its members. The SDCERS Board contracts with an actuary to perform an
annual actuarial valuation based on the assumptions adopted by the SDCERS Board. The actuarial firm, Cheiron Inc., was hired
by the SDCERS board to perform the fiscal years 2005, 2006, and 2007 actuarial valuations.

Following the most widely used actuarial cost method approved in Statement No. 25 of the Governmental Accounting Standards
Board, as well as a recommendation from Cheiron, SDCERS Board of Administration voted to use the Entry Age Normal (EAN)
actuarial cost method to calculate future actuarial liabilities beginning with the fiscal year 2007 valuation. The actuarial
valuations performed by Cheiron, using the EAN actuarial cost method, for the fiscal years ended June 30, 2007 and June 30,
2006 reported as follows:
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San Diego City Employees' Retirement System (City of San Diego)

Fiscal Year Ended

June 30, 2007 June 30, 2006 % Change
Membership
Total Members (active, disabled, beneficiaries and retired) 17,779 17,647 0.7%
Assets and Liabilities
Total Actuarial Liability $ 5597652861 §  5191,961,325 7.8%
Market Value of Assets 4,641,340,923 3,981,931,694 16.6%
Actuarial Value of Assets 4,413,410,812 3,981,931,694 10.8%
Unfunded Actuarial Liability $ 1184242049 §  1,210,029,631 2.1%
Funding Ratio 78.8% 76.7% 2.1%

The actuarial valuations performed for SDCERS for the fiscal years 1992 through 2006 calculated actuarial liabilities in
accordance with the Projected Unit Credit (PUC) actuarial cost method. The change from PUC to EAN has negatively impacted
the unfunded actuarial liability reported in the actuarial valuation for the fiscal year ended June 30, 2007. A comparison of the
two valuation methods for the fiscal year ended June 30, 2007 was included in the June 30, 2007 actuarial valuation and is
provided below for informational purposes only:

Unfunded Actuarial Liability
Projected Unit Credit (PUC) vs. Entry Age Normal (EAN)
For the Fiscal Year Ended June 30, 2007

PUC EAN % Change
Actuarial Value of Liability (Cheiron*)  §  5,345,495,550 $  5,597,652,861 4.7%
Actuarial Value of Assets (Cheiron*) 4,413,410,812 4,413,410,812 0.0%
Unfunded Actuarial Liablility 932,084,738 1,184,242,049 27.1%
Funding Ratio 82.6% 78.8% -3.8%

*SDCERS Actuary

The implementation of the EAN method resulted in an increase in the UAAL of approximately $252.2 million and an annual
required contribution of $161.7 million payable in fiscal year 2009. The following schedule shows the effect, as of June 30, 2007,
of the specific components of the total change of the Unfunded Actuarial Accrued Liability between fiscal years 2006 and 2007:

SDCERS - City of San Diego
Source of Changes in Unfunded Actuarial Accrued Liability
(In Millions)

UAAL Change Due to Experience Factors

1. Investment experience $ (74.9)
2. Purchased service credits paid for during the year 1.5
3. Liability experience 38.2
UAAL Change Due to Contribution Factors

4. Contributions paid in excess of expected (20.4)
UAAL Change Due to Actuarial Method Changes

5. Removal of liabilities in excess of IRC § 415 limits - Non Drop members (3.7)
6. Removal of liabilities in excess of IRC § 415 limits - Drop members (2.7)
7. Change in actuarial funding method to EAN 2522
Total

8. Total net overall change: sum 1 through 7 190.2
9. Expected change in UAAL (6.7)
10. Total change in UAAL: 8 +9 $§ 1835
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The benefits awarded to some plan participants exceed the amount permitted for Internal Revenue Code (IRC) 401(a) pension
plans such as SDCERS. In March 2001, the San Diego City Council established a Preservation of Benefit Plan to pay for
benefits in excess of those allowed under the 401(a) plan. The Preservation of Benefit Plan is a qualified governmental excess
benefit arrangement (QEBA) under IRC § 415(m), which is a vehicle created by Congress to allow the payment of promised
pension benefits that exceed the IRC § 415(b) limits (and therefore cannot be paid from a qualified retirement plan). The
Preservation of Benefit Plan is administered by the SDCERS Board separately from the City’s 401(a) pension plan. On February
16, 2007, the SDCERS Board adopted the Preservation of Benefit Plan and Trust to carry out the intent of SDMC § 24.1601 et
seq.

As background, IRC § 415(b) imposes dollar limits on the benefits payable from a qualified pension plan that receive favorable
tax treatment. The maximum dollar limit is $185,000 for calendar year 2008; however, this limit is adjusted downward based
upon the payee’s age at retirement in addition to other factors.

The Preservation of Benefit Plan is unfunded within the meaning of the federal tax laws. Under the Internal Revenue Code the
City may not pre-fund the Preservation of Benefit Plan to cover future liabilities beyond the current year, as with the 401(a) plan.
Each year, SDCERS will determine the amount necessary to fund any pension benefits payable during the calendar year in
excess of IRC § 415(b). This amount will include the projected amount of all excess pension benefits payable for the calendar
year to existing and projected payees, as well as the projected cost of administering the Preservation of Benefit Plan. SDCERS
will provide this information to the City and the City will fund this amount on an annual basis.

The estimated actuarially accrued liability related to excess benefits for eligible active members of the system, amounting to
approximately $22.8 million, has been excluded from the actuarial valuation of the 401(a) retirement plan in the fiscal year 2006
actuarial valuation. The amount related to excess benefits for eligible active members was reported to be approximately $30.4
million in the fiscal year 2007 actuarial valuation. Additionally, the actuarial liability for retired members of the Preservation of
Benefit Plan, amounting to approximately $6.4 million, has been excluded from the fiscal year 2007 actuarial valuation of the
401(a) retirement plan (as shown in the table above). Accordingly, the actuarial liability related to retired members is reflected in
the actuarial liabilities of the 401(a) plan in the actuarial valuation dated June 30, 2006 as well as in the ARC payable in fiscal
year 2008.

In fiscal year 2006, activities related to the Preservation of Benefit Plan for both retired and active members are included in the
actuarial liabilities presented in the Required Supplementary Information (RSI) for the City's core pension plan and are valued
using the same set of assumptions. The City is in the process of implementing a plan to account for the QEBA with SDCERS.

In light of various concerns raised in investigative reports regarding practices of SDCERS that could have jeopardized its status
as a qualified governmental defined benefit plan, SDCERS requested its outside tax counsel, Ice Miller LLP, to perform a
comprehensive document compliance review, prepare submissions in accordance with the IRS Voluntary Correction Program
(VCP), and work with the IRS to finalize a compliance statement to resolve SDCERS’ compliance issues. A comprehensive
settlement was reached between the IRS and SDCERS on December 20, 2007 (Settlement). The Settlement requires the City
and SCDERS to take certain corrective actions regarding certain provisions of its retirement plan within 150 days of December
20, 2007. The Settlement does not require the City to pay any penalty payments or to make any additional contributions to the
retirement system. In the event the City does not successfully implement certain plan document changes required by the IRS
Compliance Statement, SDCERS and the City may face additional regulatory actions from the IRS including but not limited to,
SDCERS plan disqualification and financial penalties against the City, the plan sponsor. Additionally, SDCERS received a
favorable Determination Letter from the IRS, dated January 25, 2008, which confirms the system’s tax qualified status. The
Determination Letter is contingent, however, upon the San Diego City Coucil’'s adoption of an IRS-approved Technical Ordinance
which would amend the Municipal Code to comply with current tax law. This ordinance must be adopted by April 25, 2008.

The VCP filings identified violations and proposed corrections regarding the City's Presidential Leave Program for presidents of
certain labor organizations that represent City employees; compensation limits under IRC § 401(a)(17); minimum distribution
requirements under IRC § 401(a)(9); eligible rollover distribution compliance under IRC § 401(a)(31); minimum distribution
requirements from the Deferred Retirement Option Plan (DROP) program; overpayment of disability benefits; conversion of
annual leave to purchased service credits; retiree healthcare benefits and health administrative expenses under IRC § 401(h);
benefit and compensation limits under IRC §§ 415(b), 415(c) and 415(n); and remedial plan amendments. Readers are
encouraged to review the detailed discussion of the Voluntary Compliance Program filing and the resulting settlement as
contained within Note 18: Contingencies of the Basic Financial Statements.

It is the City Attorney's opinion that these excess retirement benefits require voter approval as such benefits represent a distinct
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pension plan. Therefore it is also his opinion that the excess retirement benefits are illegal and that the City should discontinue
payment. Other members of management believe that this issue has yet to be resolved, and as such, the City intends to
continue to treat these benefits as legal obligations until instructed to do otherwise by a court. In the opinion of other
management, a decision to terminate such benefits would expose the City’s residents to unnecessary and costly legal fees.

Certain other methodology changes were implemented for the June 30, 2006 valuation, which are discussed in detail in the
valuation report. Additional information on the City’s net pension obligation and annually required contribution is discussed in
Note 12 of the notes to the financial statements contained in the financial section of the CAFR and in the Required
Supplementary Information section of the report.

On November 2, 2004, the public approved an amendment to Article 9, Sections 143 and 144 of the City's Charter regarding the
retirement systems actuarial assumptions and the governance structure of SDCERS. Notable changes include:

o  Effective fiscal year 2009, UAAL shall be amortized using a 15 year assumption (see discussion below); for the 2006
actuarial valuation, Unfunded Actuarial Accrued Liabilities were amortized over 27 years reflecting the resetting of the
amortization period pursuant to the settlement of the Gleason v. City of San Diego lawsuit. (The effects of this lawsuit
on the pension system are disclosed in Note 12).

e  Effective fiscal year 2009, new retirement benefits shall be amortized using a schedule no longer than 5 years.

o  Effective April 2005 the composition of the SDCERS Board was changed to the following:

o 7 members appointed by the Mayor, who are not associated with the City or Retirement system as
employees, union members or beneficiaries,
1 member who is an active employee in the police safety group, elected by the members of that group,
1 member who is an active employee in the fire safety group, elected by the members of that group,
2 members who are active employees in the general member group, elected by members of that group,
1 member who is a retired member of the system and is elected by the retired members of the system, and
1 member who is a City management employee and serves at the pleasure of the Mayor. This member must
be the Chief Operating Officer, City Treasurer, Deputy or Assistant Chief Operating Officer or a similar
position that reports to the Chief Operating Officer or Mayor. As of the issuance of this report, the Deputy
Chief of the Office of Ethics and Integrity is assuming the responsibility of this position.

O O O O O

Various concerns have been raised by City management in response to the aforementioned charter revision pertaining to the 15
year amortization assumption of the UAAL. California State Attorney General Opinion 04-710 concludes that a city charter
cannot mandate a specified amortization schedule for retirement benefits or accumulated actuarial gains and losses.
Furthermore, a recent legal ruling by the California Superior Court concluded that SDCERS Board has “plenary authority” over
the retirement system in its administrative capacity. In March 2007, the SDCERS Board adopted a 20 year amortization
assumption, with no negative amortization. The SDCERS Board did not change the amortization period to a 15 year
amortization assumption for the purpose of determining the City’s fiscal year 2009 Annually Required Contribution. The San
Diego City Attorney’s Office has opined that the voter's amendment to the Charter to establish a 15-year amortization
requirement for accumulated actuarial losses simply establishes an upper boundary for the amortization of pension debt, and
does not usurp or unduly interfere with the SDCERS Board's plenary authority and fiduciary responsibility in violation of the
California constitution, and as a result, the 15 year amortization period is binding. Other management notes that Governmental
Accounting Standards expressly state that “a plan and its employers should apply the same actuarial methods and assumptions
in determining similar or related information included in their respective financial reports.” However, the GASB does not assign
responsibility for determining actuarial assumptions to either the plan administrator or the plan sponsor. Accordingly, the City
intends to pay the full ARC as calculated by SDCERS’ actuary. Given the size of the City’s current Unfunded Actuarially Accrued
Liability, a change to a 15-year amortization schedule could have a significant impact on future annually required contributions.
In relation to the implementation of a 15-year amortization, SDCERS issued a report titled “Summary and Answers to Frequently-
Asked Questions about the June 30, 2006 Actuarial Valuation for the City of San Diego.” This document stated that if a 15-year
amortization of the unfunded actuarial liability was implemented, the City’s Annual Required Contribution for fiscal year 2008
would increase by $29.1 million over the requested contribution of $137.7 million. Thus, a 15-year amortization period would
result in an Annual Required Contribution of $166.8 million. Comparatively, the City's fiscal year 2008 budget included
appropriations for a contribution of $165 million to SDCERS. Additionally, SDCERS estimates that the City’s ARC for fiscal year
2009 would have increased by approximately $7 million if a 15 year amortization assumption were used.

On November 7, 2006, the public approved an amendment to Article 9, §143 of the City’s Charter, requiring voter approval of
certain increases in retirement system benefits for public employees. Specifically, this amendment requires voter approval of
any ordinance that amends the City’s retirement system by increasing the benefits of any employee. However, increases in
retirement benefits due to cost of living adjustments do not require voter approval.
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On August 3, 2007, the General Counsel of SDCERS issued a letter to the City stating their opinion in regards to the effective
date of the fiscal year 2005 agreements between the City and the labor unions. As part of the agreements, several benefits were
altered or eliminated for employees hired on or after July 1, 2005, including the Deferred Retirement Option Plan (DROP), the
13th Check, and the option to purchase years of service credits (“air-time”). According to their fiduciary counsel, “SDCERS is
obligated to administer benefits in accordance with its plan documents.” However, the City did not enact such ordinances until
January 17, 2007, which took effect on February 16, 2007. Therefore, the General Counsel of SDCERS and their outside
counsel opine that the effective date of the agreements with the labor unions is February 16, 2007, the date that the benefit
changes were codified into the plan document. On October 9, 2007, the City filed a petition for declaratory relief to determine the
effective date of retirement benefit changes for employees hired between July 1, 2005 and February 16, 2007.

On September 21, 2007 the President of the SDCERS Board of Administration issued a press release stating that, under the
direction of the Board of Administration, SDCERS’ staff, actuary, and legal counsel, he had reviewed the SDCERS purchase of
service credit program, and that his review concluded the following:

o  With respect to SDCERS' service credit pricing structure that was in place prior to November 2003, Cheiron, SDCERS
actuary, has determined that the full cost was not reflected in the price then charged to SDCERS members.

e This pricing shortfall, which totals approximately $146 million, has been included in the System’s Unfunded Actuarial
Liability since the inception of the service credit program.

e  With respect to the SDCERS’ service credit pricing in place since November 2003, Cheiron advised SDCERS that
structure covers the full projected cost to the System when members purchased the service credits.

The pricing shortfall of approximately $146 million, which is included in the System’s Unfunded Actuarial Liability, is reported in
the RSI of these financial statements.

Additionally, as a result of the City’'s negotiations with employee labor unions, the MOUs for the fiscal year 2006 contain
agreements to either reduce the amount of individual employees’ pension contributions which are paid for by the City or to
impose salary reductions. The agreements explicitly state that savings to the City must be used to pay down its Unfunded
Actuarial Accrued Liability (UAAL) within the timeframe of the respective contracts. The labor contract with the American
Federation of State and County Municipal Employees (AFSCME) Local 127 states that “By June 30, 2008, if the City has not
dedicated a total of $600 million or more to the UAAL reduction, including the amount received by leveraging employee salary
reduction and pension contribution monies, the AFSCME salary reduction monies with interest will revert to SDCERS Employee
Contribution Rate Reserve for benefit of Local 127 unit members to defray employee pension contributions.” The City will be
excused from meeting the above obligation if the funded ratio reaches 100% by June 30, 2008.

In June 2008, the City leveraged a portion of the employee pick up savings by contributing $90.8 million from securitization of
future tobacco settlement revenues, $9.2 million of current tobacco settlement revenues, and $8.3 million from the remaining
balance in the employee “pick-up” amount as part of meeting its negotiated commitment. In June 2007, the City contributed
approximately $7.0 million, in addition to the ARC, from the savings of the employee “pick-up” reduction. A financing option to
generate $70 to $80 million in additional funding is currently being pursued. As of issuance of this report, it appears the City will
not be able to meet the outstanding commitment by June 30, 2008 in its entirety. As such, the salary reduction monies, with
interest, will likely revert to the employee contribution rate reserve as stated in the MOU with the Local 127 bargaining unit.

Additional information regarding the City’s pension trust fund, including the City’'s NPO, can be found in Note 12 of the notes to
the financial statements.

Other Post Employment Benefits

Retiree Health

The City provides certain healthcare insurance benefits to a variety of retired employees, as provided for in SDMC Sections
24.1201 through 24.1204 (the “Plan”). Currently, the benefits are primarily for employees who were actively employed on or after
October 5, 1980 and were otherwise entitled to retirement allowances. Employees who retired or terminated prior to October 6,
1980, who were eligible for retirement allowances prior to that date, are also eligible for healthcare benefits, limited to a total of
$1,200 per year. Additionally, employees who were hired on or after July 1, 2005 and become eligible for retirement allowances
in the future are also eligible for healthcare benefits, limited to a total of $1,200 per year.

Historically, the City paid for post employment healthcare benefits on a pay-as-you-go basis for retirees who received either City
paid insurance or were reimbursed for other health insurance costs incurred. The total annualized cost of retiree health benefits
included costs incurred for dependent healthcare, which were deducted from retiree allowances. In fiscal years 2006 and 2007,

21



City oF SaN DiEGco

ComPREHENSIVE ANNUAL FINANCIAL REPORT

the annualized cost of retiree health benefits was approximately $24.1 million and $27.1 million, respectively. The City's

obligation of this cost was $17.7 million and $20.4 million, respectively.
The following schedule details payments for retirement health benefits:

Retiree Health Care Costs

(in thousands)
2003 2004 2005 2006' 2007
Expenditures Paid Directly from City $ - -$ 6949 $ 17696 $ 20419
Expenditures Paid from 401(h) reserve 11,450 12,829 7,910 - -
Expenditures Paid by Retirees 2,981 5,458 5,978 6,374 6,727
Total Retiree Health Expenditures $ 14431 § 18287 § 20837 § 24070 § 27,146

' Expenditures paid directly from City in fiscal year 2006 includes approximately $265 of accrued expenses.

In July 2004, GASB issued Statement No. 45, “Accounting and Financial Reporting by Employers for Post Employment Benefits
Other Than Pensions” (“GASB 45”), which addresses how local governments should account for and report their costs and
obligations related to other post employment benefits (OPEB). This statement is effective for the City for periods beginning after
December 15, 2006 (i.e. beginning in fiscal year 2008). GASB 45 establishes standards for the measurement, recognition, and
display of OPEB expense/expenditures and related liabilities, note disclosures, and, if applicable, required supplementary
information in the financial statements. In response to the requirements of GASB 45, the City Council authorized the City to
enter into an agreement with CalPers to pre-fund post employment healthcare benefits on January 18, 2008. As a result, the
City contributed approximately $30.1 million to CalPers, which will be reflected in the fiscal year 2008 financial statements. The
City is required to annually pre-fund the plan in an amount not less than $5,000; however, the City intends to contribute an
annual amount not less than 50% of the annual Required Contribution, as calculated by an actuary of the City’s choice. All future
contributions for post employment healthcare benefits will be placed in this fund and credited toward the City’s annually required

contribution for Retiree Healthcare liabilities in accordance with GASB 45.

An actuarial valuation of the City’s postretirement medical benefit program as of June 30, 2007 was performed for the purpose of
determining its annual cost in accordance with GASB 45. During fiscal year 2007, the City continued a “pay as you go” approach
to funding retiree health costs. Specifically, for valuation purposes, the City used a 5% earnings assumption, an inflation factor
of 3%, and a 30 year amortization period. The actuarial valuation for the fiscal year 2007 uses a 7.75% earnings assumption
which is applicable only if the City intends to fully fund the ARC. However, the City intends to partially fund the ARC, and
therefore, the actuarial valuation also uses a lower blended earnings assumption based on the City’s actual contributions. The
following table presents the actuarial accrued liability for all retirees, deferred retirement participants, vested terminated and
active members, and the annual required contribution for fiscal year 2009 (as reported in the actuarial valuation dated June 30,
2007), using either of the assumptions discussed above, following the implementation of GASB 45:

Retiree Healthcare Liabilities

Partial Funding

Full Funding

Method (7.75%)
Actuarial Accrued Liability $ 819,900,461
Annual Required Contribution 85,091,889

Defined Contribution Plan

Method (Blended)
$ 961,630,144
95,518,668

The City has established the Supplemental Pension Savings Plan (“SPSP”), a defined contribution plan administered by
Wachovia Corporation, which provides pension benefits for eligible employees. In a defined contribution plan, benefits depend
solely on amounts contributed to the plan plus investment earnings. Eligible employees may participate from the date of
employment and contributions from employer's match vest at a rate of 20% for each year of service. The City also established a
401(k) Plan effective July 1, 1985. The plan is a defined contribution plan also administered by Wachovia Corporation, to
provide pension benefits for all eligible employees. Employees participating in the 401(k) plan are immediately 100% vested.
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Deferred Compensation Plan

In addition to the defined benefit and contribution plans, the City also offers its employees a deferred compensation plan created
in accordance with Internal Revenue Code §457. The plan, available to all eligible City employees, permits them to defer a
portion of their salary until future years. The deferred compensation is not available to employees until termination, retirement,
death, disability, or an unforeseeable emergency.

Additional information on the City of San Diego’s pension activity may be found in Notes 12 and 13 of the notes to the financial
statements.

Long-Term Financial Outlook

On January 11, 2008, the City released a Five-Year Financial Outlook covering fiscal years 2009 through 2013. This document is
an examination of the City’s long range fiscal condition and financial challenges. The City intends to update the Five-Year
Outlook periodically to account for changed circumstances. In addition to other issues, the Financial Outlook concentrates on
eight significant areas that must be addressed in order to restore and preserve the fiscal integrity and/or meet the legal
obligations of the City. These eight significant areas are identified below:

Funding the City’s Pension Plan.

Funding the City’s General Fund reserves.

Funding deferred maintenance and capital improvement needs.
Funding the City’s Post Employment Medical Program.

Funding the City’s new obligations under Storm Water Runoff Permits.
Funding the City’s Americans with Disabilities Act (ADA) obligations.
Funding the City’s Workers’ Compensation Fund.

Funding the City’s Public Liability Fund.

N>R W=

The Financial Outlook relies on several assumptions, including revenue and expenditure growth estimates, to identify priorities to
address in City Budgets over a five year period and assumes a significant financial commitment toward funding the
aforementioned eight areas. As part of that commitment, the Outlook projected a $32 million operating deficit for the fiscal year
ended June 30, 2009. For fiscal years 2010-2013, the deficit is projected to be $66 million, $85 million, $76 million, and $50
million, respectively, before including the effect of a balanced budget in fiscal year 2009.

In order to address the projected operating deficits, the outlook discusses several potential corrective actions; however, these
corrective actions are contingent on future events and City Council actions, and as such, the Financial Outlook does not reflect a
binding commitment of the City. The extent to which these corrective actions will mitigate future operating deficits as identified in
the Financial Outlook is unknown at the time of issuance of this report. However, the City Council approved the Fiscal Year 2008
Appropriation Ordinance on July 30, 2007 implementing the fiscal year 2008 budget which included several initiatives proposed
by the Mayor in the Financial Outlook. Specifically, the Appropriations Ordinance reflected a balanced budget and the City's
commitment to funding pension and other post employment healthcare liabilities.

The 2008 Budget also included appropriations for the City's full Annually Required Contribution of $137.7 million to the City's
Pension plan plus $27.3 million in additional contributions. Amounts contributed in addition to the Annually Required
Contribution will be credited to the City's NPO and UAAL.

In addition to the funding of pension and other post employment healthcare expenses, the City's 2008 budget included:

An additional $18 million for compliance with Storm Water Permits.

An additional $13.6 million for deferred maintenance and $25 million for financed capital projects.
An additional $10 million for Americans with Disabilities Act Compliance.

An additional $5 million in funding for Public Liability Reserves.

A budgeted reserve contribution of $3.3 million.

Funding requirements for Workers’ Compensation are planned to be addressed in fiscal year 2009, as discussed in the Five
Year Financial Outlook, and were not addressed in the Fiscal Year 2008 Budget. In addition to the allocation of funds in the
Fiscal Year 2008 Budget, the City Charter was recently amended to enable the City to contract for certain services, allowing a
“Managed Competition” plan to be undertaken by the City. Managed Competition involves undertaking a review and redesign of
how City services are delivered, with a goal of increasing the efficiency of City operations. Once completed and operating
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segments have achieved the efficiency gains identified in the first step of the Managed Competition plan, operating segments are
competed against private sector suppliers in an effort to determine the lowest cost approach to service delivery. If private sector
suppliers are the lowest bidder, the services will be outsourced. The potential savings from Managed Competition and the effect
on the projected deficits cannot be determined at this time.

Due to the City’s restraint in hiring in Fiscal Year 2007, the City realized significant budgetary savings for personnel expenditures
of approximately $34.6 million for the year ended June 30, 2007. The Fiscal Year 2008 budget process identified and eliminated
approximately 630 (629.71) budgeted positions citywide.

The City’s Five-Year Financial Outlook discussed above can be obtained at the Financial Management Office, 202 C Street,
MSB8A, San Diego, CA 92101,

OTHER FINANCIAL INFORMATION

Independent Audits

The City Charter requires an annual audit by independent certified public accountants. The goal of an independent audit is to
provide reasonable assurance that the financial statements are free of material misstatements. An independent audit involves
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements; assessing the
accounting principles used and significant estimates made by the City; and evaluating the overall financial statement
presentation. In addition, the City is required to undergo an annual Single Audit in conformity with the U.S. Office of
Management and Budget Circular A-133, "Audits of State and Local Governments and Non-Profit Organizations.” As part of the
City's Single Audit, tests are performed on internal control activities, including that portion related to federal award programs, to
determine the City’s compliance with applicable laws, regulations, contracts and grants.

The Independent Auditor’s Report on Internal Control over Financial Reporting and on Compliance and Other Matters Based on
an Audit of Financial Statements Performed in Accordance with Government Auditing Standards for the fiscal year ended June
30, 2005, dated October 26, 2007, reported three material weaknesses to the internal control framework which require significant
improvements in order to produce timely and accurate financial statements in a cost effective manner. Additionally, the
Independent Auditor's Report on Compliance With Requirements Applicable to Each Major Program, Internal Control Over
Compliance and the Schedules of Expenditures of Federal Awards and Governor’s Office of Emergency Services Grants in
Accordance With OMB Circular A-133 for the fiscal year ended June 30, 2005 reported compliance, in all material respects, with
the requirements that are applicable to each of its major federal programs with the exception of four specific instances. City
management is currently in the process of improving the internal controls over compliance in response to these issues. Both the
CAFR and the Internal Auditor's Annual Reports on Internal Controls can be obtained at the City of San Diego Comptroller's
Office, 202 C Street, MS6A, San Diego, CA 92101.

Cash Management

The City Treasurer is responsible for investment of the City’s cash. Eligible investments include, but are not limited to,
obligations of the U.S. Treasury and U.S. Agencies, demand deposits, negotiable certificates of deposit, bankers’ acceptances,
medium-term corporate notes, repurchase agreements, and commercial paper in compliance with Sections 53601-53635 of the
California Government Code. The City’s cash is invested under a pooled money concept, with maturities planned to coincide
with projected needs, and with the primary objective of preserving principal. During fiscal year 2006, the average daily pooled
portfolio balance was approximately $1.26 billion, with a weighted average maturity of 502 days. Most of these monies are held
in funds that have restricted uses. The largest balances, for instance, are found in the utility funds. The average earned income
yield on pooled investments was 3.40%, as compared to 2.07% in the prior year.

The City Treasurer’s Investment Policy has an objective to minimize credit and market risks while maintaining a competitive yield
on its portfolio. All non-negotiable time certificates of deposit and demand accounts in excess of the amounts insured by the
Federal Deposit Insurance Corporation are required to be fully collateralized with mortgages or eligible securities in accordance
with California State law. The City’s investments are held by the City’s custodian bank in the City’'s name, or the nominee name
of the custodian bank, to ensure fluid and efficient processing of security trades.

Additional information on the City of San Diego’s cash management activity may be found in Note 3 of the notes to the financial
statements.
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Risk Management
The City is exposed to various risks of loss related to torts: theft of, damage to, and destruction of assets; injuries to employees;

and natural disasters. The City has established various self-insurance programs and maintains contracts with various insurance
companies to manage excessive risk. Additional information on the City of San Diego’s risk activity may be found in Notes 15
and 16 of the notes to the basic financial statements.

Sincerely,

f 72 |
" “Jerry Sahders /18y Goldstone
Mayor Chief Operating Officer

F
.
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City of San Diego Officials
As of June 30, 2006

Mayor and Council Members

Jerry Sanders, Mayor
Scott Peters, Councilmember District 1
Kevin Faulconer, Councilmember District 2
Toni Atkins, Councilmember District 3
Tony Young, Councilmember District 4
Brian Maienschein, Councilmember District 5
Donna Frye, Councilmember District 6
Jim Madaffer, Councilmember District 7

Ben Hueso, Councilmember District 8

City Attorney
Michael J. Aguirre

City Officials
Ronne Froman*, Chief Operating Officer
Jay M. Goldstone, Chief Financial Officer
John Torell*, Auditor and Comptroller
Gail Granewich, Treasurer
Elizabeth Maland, City Clerk
Andrea Tevlin, Independent Budget Analyst

* Individual is no longer an employee of the City.
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3000 S Street, Suite 300
Sacramento, CA 95816

2175 M. California Boulevard, Suite 645
Woalnut Creek, CA 94596

I
MACIAS GIN[ & OCONNEI—[— LLP 515 S. Figueroa Street, Suite 325

CERTIFIED PUBLIC ACCOUNTANTS & MANAGEMENT CONSULTANTS Los Angeles, CA 90071

402 West Broadway, Suite 400
San Diego, CA 92101

Independent Auditor’s Report

To the Honorable Mayor and Members of the City Council
of the City of San Diego, California

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate remaining fund
information of the City of San Diego, California (City), as of and for the year ended June 30, 2006, which
collectively comprise the City’s basic financial statements as listed in the table of contents. These financial
statements are the responsibility of the City’s management. Our responsibility is to express opinions on these
financial statements based on our audit. We did not audit the financial statements of the San Diego Housing
Commission, a discretely presented component unit, which statements reflect 89%, 95% and 84% of total assets,
total net assets and total revenues, respectively, of the aggregate discretely presented component unit totals.
Those financial statements were audited by other auditors whose report thereon has been furnished to us, and our
opinion, insofar as it relates to the amounts included for the San Diego Housing Commission, is based on the
report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. The financial
statements of the San Diego Convention Center Corporation were not audited in accordance with Government
Auditing Standards. An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the City’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements, assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit and the
report of other auditors provide a reasonable basis for our opinions.

In our opinion, based on our audit and the report of other auditors, the financial statements referred to above
present fairly, in all material respects, the respective financial position of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of the City as of June 30, 2006, and the respective changes in financial position, and,
where applicable, cash flows thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

www.mgocpa.com An Independent Member of the BDO Seidman Alliance
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In accordance with Government Auditing Standards, we have also issued our report dated March 21, 2008 on our
consideration of the City’s internal control over financial reporting and on our tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing Standards, and should be
considered in assessing the results of our audit.

The management’s discussion and analysis, analysis of funding progress and general fund budgetary information
on pages 33 through 45, 154 and 155 through 160, respectively, are not a required part of the basic financial
statements but are supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of inquiries of
management regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The introductory section, supplementary information, and
statistical section are presented for purposes of additional analysis and are not a required part of the basic financial
statements. The supplementary information, except for the budgetary schedules on pages 206 through 213, 216
through 217 and 227, have been subjected to the auditing procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial statements
taken as a whole. The introductory section and statistical section have not been subjected to the auditing
procedures applied by us in the audit of the basic financial statements and, accordingly, we express no opinion on
them.

%ng ?’IOM ees?

Certified Public Accountants

Los Angeles, California
March 21, 2008.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
(Unaudited)
(In Thousands)
June 30, 2006

As management of the City of San Diego (City), we offer readers of the City financial statements this narrative overview and
analysis of the financial activities of the City for the fiscal year ended June 30, 2006.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the City’s basic financial statements. The City’s basic
financial statements are comprised of three components: (1) government-wide financial statements; (2) fund financial
statements; and (3) notes to the financial statements. This report also contains other supplementary information in addition to
the basic financial statements themselves.

GOVERNMENT-WIDE FINANCIAL STATEMENTS
The government-wide financial statements are designed to provide readers with a broad overview of the City’s finances, in a

manner similar to a private-sector business.

The statement of net assets presents information on all of the City’s assets and liabilities, with the difference between the two
reported as net assets. Over time, increases or decreases in net assets may serve as a useful indicator of whether the financial
position of the City is improving or deteriorating.

The statement of activities presents information showing changes in the City’s net assets during the fiscal year 2006. All
changes in net assets are reported when the underlying event giving rise to the change occurs, regardless of the timing of
related cash flows. The focus is on both gross and net costs of City functions, which are supported by general revenues. This
Statement also distinguishes functions of the City that are principally supported by taxes and intergovernmental revenues
(governmental activities) from other functions that are intended to recover all or a significant portion of their costs through user
fees and charges (business-type activities). The governmental activities of the City include: General Government and Support;
Public Safety - Police; Public Safety - Fire and Life Safety; Parks, Recreation, Culture and Leisure; Transportation; Sanitation
and Health; and Neighborhood Services. The business-type activities of the City include: Airports; City Store; Development
Services; Environmental Services; Golf Course; Recycling; Sewer Utility; and Water Utility.

The government-wide financial statements include the City (known as the primary government) and the following legally
separate, discretely presented component units: San Diego Convention Center Corporation (SDCCC); and San Diego Housing
Commission (SDHC). Financial information for these component units is reported separately from the financial information
presented for the primary government. Blended component units, also legally separate entities, are a part of the government's
operations and are combined with the primary government.

Included within the primary government as blended component units:

e  Centre City Development Corporation

o  City of San Diego Metropolitan Transit Development Board Authority
e  Community Facility and Other Special Assessment Districts

e  Convention Center Expansion Financing Authority

o Public Facilities Financing Authority

o  Redevelopment Agency of the City of San Diego

e  San Diego City Employees’ Retirement System (SDCERS)

e San Diego Data Processing Corporation

e San Diego Facilities and Equipment Leasing Corporation
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e  San Diego Industrial Development Authority

e  San Diego Open Space Park Facilities District #1

e  Southeastern Economic Development Corporation

¢  City of San Diego Tobacco Settlement Revenue Funding Corporation

The government-wide financial statements can be found beginning on page 50 of this report.

FUND FINANCIAL STATEMENTS

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for specific
activities or objectives. The City, like other state and local governments, uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. All funds of the City can be divided into three categories: governmental
funds, proprietary funds, and fiduciary funds.

GOVERNMENTAL FUNDS

Governmental funds are used to account for essentially the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-wide financial statements, governmental fund financial
statements focus on near-term inflows and outflows of spendable resources, as well as balances of spendable resources
available at the end of the fiscal year. Such information may be useful in evaluating a government’s near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is useful to
compare the information presented for governmental funds with similar information presented for governmental activities in the
government-wide financial statements. By doing so, readers may better understand the long-term impact of the government’s
near-term financing decisions. Both the governmental funds balance sheet and the governmental funds statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between governmental funds
and governmental activities.

The City maintains individual governmental funds. Information is presented separately in the governmental funds balance sheet
and in the governmental funds statement of revenues, expenditures, and changes in fund balances for the general fund, which is
a major fund. Data from the other governmental funds are combined into a single, aggregated presentation. Individual fund data
for each of these nonmajor governmental funds is provided in the form of combining statements elsewhere in this report.

The City adopts an annual appropriated budget for its general fund. A budgetary comparison statement has been provided for
the General Fund to demonstrate compliance with this budget and is presented as required supplementary information.

The basic governmental funds financial statements can be found beginning on page 54 of this report.

PROPRIETARY FUNDS

The City maintains two different types of proprietary funds, enterprise funds and internal service funds. Enterprise funds are
used to report the same functions presented as business-type activities in the government-wide financial statements. The City
uses Enterprise Funds to account for its various business-type activities. Internal Service funds, such as Central Garage and
Machine Shop, Central Stores, Print Shop, and Self Insurance, are used to report activities that provide centralized supplies and
services to the City. All internal service funds, except for the Special Engineering Fund, have been included within governmental
activities in the government-wide financial statements since they predominantly benefit governmental functions. The Special
Engineering Fund, which services exclusively Water and Sewer activities, has been included within business-type activities in the
government-wide financial statements.

Proprietary fund statements provide the same type of information as the government-wide financial statements, only in more
detail. The proprietary funds financial statements provide separate information for the Water and Sewer funds, which are
considered to be major funds of the City. Data from other proprietary funds are combined into a single, aggregated presentation.
Individual fund data for each of these nonmajor business-type funds is provided in the form of combining statements elsewhere
in this report. Internal service funds are combined into a single, aggregated presentation in the proprietary funds financial
statements. Individual fund data for the internal service funds is provided in the form of combining statements elsewhere in this
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report. The basic proprietary funds financial statements can be found beginning on page 58 of this report.

FiDucIARY FUNDS

Fiduciary funds are used to account for resources held for the benefit of parties outside the government. Fiduciary funds are not
reflected in the government-wide financial statement because the resources of those funds are not available to support the City’s
programs. The accounting used for fiduciary funds is much like that used for proprietary funds.

The basic fiduciary funds financial statements can be found beginning on page 61 of this report.

NOTES TO THE FINANCIAL STATEMENTS

The notes provide additional information that is essential to a full understanding of the data provided in the government-wide and
fund financial statements. The notes to the financial statements can be found beginning on page 63 of this report.

OTHER INFORMATION

In addition to the basic financial statements and accompanying notes, this report also presents certain required supplementary
information concerning the City’s progress in funding its obligation to provide pension benefits to its employees. Required
supplementary information can be found beginning on page 154 of this report.

The combining statements referred to earlier in connection with nonmajor governmental funds, nonmajor business-type funds,
internal service funds, and fiduciary funds are presented immediately following the required supplementary information on
pensions and the General Fund budgetary comparison statement. Combining and individual fund statements and schedules can
be found beginning on page 187 of this report.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

CITY OF SAN DIEGO'S SUMMARY OF NET ASSETS
(In Thousands)

Gov ernmental Activities Business-Ty pe Activities Total Primary Government
2006 2005* 2006 2005 2006 2005*
Capital Assets $ 4,307,640 $ 4,284,409 $ 4,536,313 $ 4,507,385 $ 8,843,953 $ 8,791,794
Other Assets 1,511,124 1,337,369 650,350 647,459 2,161,474 1,984,828
Total Assets 5,818,764 5,621,778 5,186,663 5,154,844 11,005,427 10,776,622
Net Long-Term Liabilities 1,876,763 1,797,521 1,866,411 1,870,766 3,743,174 3,668,287
Other Liabilities 160,423 192,679 109,123 116,070 269,546 308,749
Total Liabiliies 2,037,186 1,990,200 1,975,534 1,986,836 4,012,720 3,977,036
Net Assets:
Invested in Capital Assets,

Net of Related Debt 3,472,531 3,478,769 2,867,469 2,863,136 6,340,000 6,341,905
Restricted 449,173 401,486 35,085 32,929 484,258 434,415
Unrestricted (140,126) (248,677) 308,575 271,943 168,449 23,266
Total Net Assets $ 3,781,578 $ 3,631,578 $ 3,211,129 $ 3,168,008 $ 6,992,707 $ 6,799,586

*Certain amounts have been reclassified to conform to current year presentation

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. In the case of the
City, assets exceeded liabilities by $6,992,707 at June 30, 20086, an increase of $193,121 over fiscal year 2005.

$6,340,000, or approximately 91%, of total Net Assets represent the City’s investment in capital assets (e.g., land, structures and
improvements, equipment, distribution and collections systems, infrastructure, and construction-in-progress), less any
outstanding debt used to acquire these assets. The City uses these capital assets to provide services to citizens; consequently,
these assets are not available for future spending. Although the City’s investment in its capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided from other sources, since the capital
assets themselves generally are not used to liquidate these liabilities.

$484,258, or approximately 7%, of total Net Assets represent resources that are subject to external restrictions on how they may
be used. The remaining balance of $168,449, or approximately 2%, is available to finance ongoing services and obligations to
the City’s citizens and creditors.

Unrestricted Net Assets increased by $145,183, primarily due to: a decrease of approximately $46,000 in the amount of
outstanding debt for governmental activities which is not capital or housing related; an increase in revenue accruals of
approximately $30,000 for In-Lieu Vehicle License Fees and grants receivable of governmental activities; an increase of $23,000
in capital contributions related to land acquisition credits of the governmental activities; a decrease in liability claim accruals of
approximately $21,000 resulting from claims settled in fiscal year 2005 and fiscal year 2006 and a slightly lower actuarial
valuation for public liability claims; and an increase in sales of water of approximately $12,000 in the Water Utility due to rate
increases.

The deficit balance of ($140,126) in Unrestricted Net Assets for Governmental Activities reflects the fact that governmental
activities raise resources based on when liabilities are expected to be paid, rather than when they are incurred. Most
governments normally do not have sufficient current resources on hand to cover current and long-term liabilities. This deficit in
and of itself should not be considered an economic or financial difficulty; however, it does measure how far the City has
committed the government’s future taxing power for purposes other than capital acquisition.
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CITY OF SAN DIEGO'S SUMMARY OF CHANGES IN NET ASSETS

(In Thousands)
Governmental Activities Business-Type Activities Total Primary Government
2006 2005 2006 2005 2006 2005
Revenues:
Program Revenues
Charges for Current Services $ 278,881 $ 268,977 $ 705,682 $ 697,330 $ 984,563 $ 966,307
Operating Grants and Contributions 101,723 109,268 1,909 2,028 103,632 111,296
Capital Grants and Contributions 100,564 134,702 77,602 63,830 178,166 198,532
General Revenues
Property Taxes 459,777 381,874 - - 459,777 381,874
Transient Occupancy Taxes 136,803 120,792 - - 136,803 120,792
Other Local Taxes 148,001 152,517 - - 148,001 152,577
Grants and Contributions not Restricted to
Specific Programs 64,039 89,719 - - 64,039 89,719
Sales Taxes 221,017 197,198 - - 221,017 197,198
Investment Income 40,108 29473 16,938 17132 57,046 46,605
Other 75,943 52,979 6,502 8,815 82,445 61,794
Total Revenues 1,632,856 1,537,559 808,633 789,135 2,441,489 2,326,694
Expenses:
General Government and Support 252,295 247,038 - - 252,295 247,038
Public Safety-Police 370,990 372,230 - - 370,990 372,230
Public Safety-Fire and Life Safety 194,074 186,203 - - 194,074 186,203
Parks, Recreation, Culture and Leisure 237,375 218,601 - - 237,375 218,601
Transportation 200,883 220,095 - - 200,883 220,095
Sanitation and Health 48,774 45,088 - - 48,774 45,088
Neighborhood Services 111,886 89,162 - - 111,886 89,162
Interest on Long-Term Debt 71,109 73,381 - - 71,109 73,381
Airports - - 4,100 3,19 4,100 3,196
City Store - - 810 808 810 808
Development Services - - 57,893 60,240 57,893 60,240
Environmental Services - - 44,493 43,711 44,493 43,711
Golf Course - - 9,563 8,585 9,563 8,585
Recycling - - 21,853 21,426 21,853 21426
Sewer Utility - - 319,274 348,327 319,274 348,327
Water Utility - - 302,996 300,665 302,996 300,665
Total Expenses 1,487,386 1,451,798 760,982 786,958 2,248,368 2,238,756
Change in Net Assets Before Transfers: 145,470 85,761 47,651 2171 193,121 87,938
Transfers 4,530 626 (4,530) (626)
Net Change in Net Assets 150,000 86,387 43,121 1,551 193,121 87,938
Net Assets - July 1 3,631,578 3,545,191 3,168,008 3,166,457 6,799,586 6,711,648
Net Assets - June 30 $ 3,781,578 $ 3,631,578 $ 3211129 $ 3,168,008 $ 6,992,707 $ 6,799,586
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GOVERNMENTAL ACTIVITIES

Governmental activities increased the City’s net assets by $150,000 during fiscal year 2006. Variances from fiscal year 2005 of
more than 10% are discussed below.

e Capital Grants and Contributions decreased by $34,138, or approximately 25%, which was caused by several factors.
Donated capital assets decreased by approximately $55,000 from fiscal year 2005. $40,000 of this decrease was attributed
to donated land, and the remaining decrease was primarily related to facilities benefit assessment (FBA) projects completed
during fiscal year 2006. The Grants funds and Capital Outlay funds experienced decreases of approximately $4,000 and
$12,000, respectively, due to departmental delays in grant billings, as well as one time grants received for property
acquisitions during fiscal year 2005. These decreases were partially offset by the Redevelopment Agency’s recognition of
revenue that had been advanced by the San Diego Padres in prior years for the purpose of acquiring land surrounding
Petco Park. The City recorded these advances as Land Acquisition Credits to be used by the developer against the sales
price of the land. In fiscal year 2006, the conveyance of these parcels was completed, which increased the Capital Grants
and Contributions revenue by approximately $36,000.

e Property Tax revenue increased by $77,903, or approximately 20%. Approximately $23,000 was attributed to increased
assessed property valuations in the Centre City Redevelopment project area, and approximately $18,300 was due to
increased In-Lieu Vehicle License Fees (VLF) received as a result of the State of California’s implementation of the VLF
Swaps. The remaining $36,603 increase was attributed to increases in assessed property valuations, both in the City
(approximately $27,000) and other Redevelopment project areas (approximately $9,600).

e  Transient Occupancy Taxes increased by $16,011, or approximately 13%, primarily due to an increase in the average daily
rate charged for hotel rooms, compared to fiscal year 2005. According to the San Diego Convention & Visitors Bureau,
average occupancy rates of hotels located in the San Diego area declined during calendar year 2006 by approximately
0.2%; however, average daily room rates increased by approximately 6.0%.

e Grants and Contributions not Restricted to Specific Programs decreased by $25,680, or approximately 29%, due to the
following factors. The State of California did not budget for the transfer of Booking Fees in fiscal year 2006, which resulted
in a decrease of approximately $5,000. There was also a decrease of $20,435, due to a one time sale of VLF receivables
during fiscal year 2005, by the San Diego Open Space Park Facilities District #1, which were used for a partial refunding of
Open Space bonds.

e Sales Tax revenue increased by $29,819, or approximately 15%, primarily due to $15,000 received from the State of
California pursuant to Assembly Bill 2928, during fiscal year 2006. During fiscal years 2004 and 2005, the State did not
make payments to the City, and instead, made a “catch-up” payment for 2004, 2005, and 2006 during fiscal year 2006. The
remainder of the increase was due to growth in taxable sales.

e Investment Income increased by $10,635, or approximately 36%, primarily due to changes in market values.

e  Other revenue increased by $22,964, or approximately 43%. Approximately $17,000 of this increase represents the
retirement pick up amounts paid by City employees. There was also an increase of approximately $8,600 in developer
contributions within the North University City Area, to be used for various improvements including the Nobel Athletic Area.

e Neighborhood Services expense increased by $22,724, or approximately 25%, primarily due to Redevelopment Agency
losses of approximately $8,300 on the disposition of land held for resale, for the development of low and moderate income
housing in the Barrio Logan and City Heights project areas. In addition, there were increased project improvement
expenditures of approximately $5,200 related to low and moderate income housing in the Crossroads project area.

BUSINESS-TYPE ACTIVITIES

Business-type activities increased the City’s net assets by $43,121 during fiscal year 2006. Variances from fiscal year 2005 of
more than 10% are discussed below.

e  Capital Grants and Contributions increased by $13,772, or approximately 22%, primarily due to increases in developer
contributed infrastructure for Sewer and Water capital improvement projects.
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e Other revenue decreased by $2,313, or approximately 26%, primarily due to a one time claim settlement award received
during fiscal year 2005 by the Sewer Utility Fund for construction defects attributed to the Rose Canyon Trunk Sewer
project.

e Golf Course expense increased by $978, or approximately 11%, primarily due to increased maintenance projects at both the
Torrey Pines and Mission Bay golf courses.

FINANCIAL ANALYSIS OF THE GOVERNMENT’S FUNDS
As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-related legal requirements.

GOVERNMENTAL FUNDS

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and balances of spendable
resources. Such information is useful in assessing the City’s financing requirements. In particular, unreserved fund balance may
serve as a useful measure of a government's net resources available for spending at the end of the fiscal year.

As of the end of fiscal year 2006, the City's governmental funds reported combined ending fund balances of $1,137,239, an
increase of $137,625 from fiscal year 2005. Approximately $714,932 constitutes unreserved fund balance, which is available for
spending at the government’s direction. The remainder of fund balance is reserved to indicate that it is not available for new
spending because it has already been committed (1) to liquidate contracts and purchase orders of the period, (2) to pay debt
service, (3) to generate income to pay for the perpetual funding of various programs, or (4) for a variety of other purposes.

The General Fund is the principal operating fund of the City. At the end of fiscal year 2006, undesignated fund balance of the
General Fund was $39,884, while total fund balance was $61,641. This represents a $593 increase from the fiscal year 2005
total fund balance.

PROPRIETARY FUNDS

The City’s proprietary fund statements provide the same type of information found in the government-wide financial statements,
but in more detail.

As of the end of fiscal year 2006, Unrestricted Net Assets of the Sewer Utility Fund are $115,603. Unrestricted Net Assets
increased approximately $6,340, or approximately 6%, mainly due to a decrease in maintenance and operations expenses of
approximately $2,900, combined with a $3,500 decrease in debt service interest expense.

As of the end of fiscal year 2006, Unrestricted Net Assets of the Water Utility Fund are $148,177. Unrestricted Net Assets
increased by $25,778, or approximately 21%, primarily due to a State Revolving Loan Fund addition of $21,108, combined with
an increase in the sales of water as a result of City Council approved rate increases of 6% for five years beginning July 1, 2002,
through July 1, 2006.

GENERAL FUND BUDGETARY HIGHLIGHTS

The original budget was $28,265 lower than the final budget due to increases (decreases) in appropriations primarily attributed to
the following:

o $9,010 for General Government and Support. This increase was related to several departments. Facilities Maintenance
had a $2,482 budget increase, for services to other funds. The budget for Property Tax Administration was increased by
$1,261. Storm Water's budget increased by $1,498 due to an increase in professional consultant services and project
related costs. The City Manager’s budget increased by $690 due to the transition to the Strong Mayor form of government.
The departments of Personnel, Financial Management, Engineering, and Human Resources-Organizational Effectiveness
Program had a combined increase of $1,914. This was due to the appropriation of over budget revenue which was
generated by increased services. Council Administration had a budget increase of $486 due to the addition of the Office of
the Independent Budget Analyst.
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e $9,097 for Public Safety — Fire and Life Safety and Homeland Security. This increase was primarily due to personnel costs
related to terminal leave payouts, specialty pay, and higher than anticipated overtime.

e  $3,187 for Neighborhood Services. This increase was primarily due to additional services provided to the Redevelopment
Agency and other City funds.

e ($8,864) for Transfers to Proprietary Funds. This decrease was the result of the reclassification of transfers to the Public
Liability Fund as General Government and Support expenditures.

o  $14,888 for Transfers to Other Funds. This increase was primarily due to City Council directed transfers to Capital Projects
Funds, including $10,410 for State Route 56 right-of-way acquisition costs.

Actual revenues received for the General Fund were $19,542 more than budgeted. Property Taxes were over budget by
$13,149, which was primarily due to higher than anticipated growth in assessed property valuations. Sales taxes were under
budget by $40,014, and In Lieu Sales Taxes were over budget by $45,433. Both these variances were primarily a result of the
State of California’s implementation of the “Triple Flip.” The City’s 2006 budget accounted for these revenues within the Sales
Tax category, however for CAFR purposes, the revenue is reported in the In Lieu Sales Tax category.

Actual expenditures for the General Fund were $13,679 less than budgeted, primarily due to the Mayor's mandatory 5% savings
plan enforced upon all General Fund departments.

CAPITAL ASSET AND DEBT ADMINISTRATION

CITY OF SAN DIEGO'S CAPITAL ASSETS
(Net of Accumulated Depreciation)
(In Thousands)

Total
Governmental Activities Business-Type Activities Primary Government

2006 2005 2006 2005 2006 2005

Land, Easements, Rights of Way $ 1,711,064 $ 1,696,804 $ 89769 $ 85618 $ 1,800,833 $ 1782422

Construction-in-Progress 223,903 223,519 399,422 496,184 623,325 719,703
Structures and Improvements 785,158 765,231 1,272,150 1,217,090 2,057,308 1,982,321
Equipment 110,971 123,672 115,865 127,388 226,836 251,060
Distribution and Collection Systems - - 2,659,107 2,581,105 2,659,107 2,581,105
Infrastructure 1,476,544 1,475,183 - - 1,476,544 1,475,183
Totals $ 4,307,640 $ 4,284,409 $ 4,536,313 $ 4,507,385 $ 8,843,953 $ 8,791,794
CAPITAL ASSETS

In accordance with GASB Statement No. 34, all major infrastructure assets (such as streets, signals, bridges, and drains) are
capitalized by the City in the government-wide statements. While capital assets of both governmental and proprietary funds are
capitalized at the government-wide level, only proprietary assets are reported at the fund level. Governmental funds will continue
to be reported on a modified accrual basis at the fund level. Differences between the fund and government-wide statements
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reporting for these governmental assets will be explained in both the reconciliation and the accompanying notes to the financial
statements.

The City’s investment in capital assets (including infrastructure) for governmental and business-type activities as of June 30,
2006 was $8,843,953 (net of accumulated depreciation). The total increase in the City’s investment in Capital Assets over fiscal
year 2005 was approximately $52,1509.

HIGHLIGHTS OF FISCAL YEAR 2006 CAPITAL IMPROVEMENT ACTIVITIES

Governmental Activities

o Construction began on the Northwestern Area Station. This project will provide for the land development, design, and
construction of a new Police Command and Light Vehicle Maintenance Facility. The facility will serve the Northwestern area
of the City in the Carmel Valley and adjacent communities. The project is fully funded by Developer Impact Fees and
Facilities Benefit Assessments. The City’s fiscal year 2006 capital expenditures for this project were $6,735.

e Right-of-way acquisition continues for the State Route 56 freeway. This project will provide for an east-west four-lane
freeway between the Carmel Valley and Rancho Penasquitos communities. When complete, construction will include three
separate interchanges, bike paths, and sound walls, as well as grading for the ultimate six-lane freeway. The City’s fiscal
year 2006 capital expenditures for this project were $10,435.

o  Construction continues on the North Torrey Pines Road Bridge. This project will provide for transitionally widening both
road approaches and improving the structural integrity, functionality, and safety of the bridge. The City’s fiscal year 2006
capital expenditures for this project were $1,300.

e  Construction continues on the Mira Sorrento Place project. This project will provide for widening and extending Mira
Sorrento Place to a four-lane collector street. Traffic flow on Scranton Road and Vista Sorrento Parkway will improve upon
project completion. The City’s fiscal year 2006 capital expenditures for this project were $2,508.

e Construction continues on Judicial Drive from Golden Haven to Eastgate Mall. This project will provide a new four lane
maijor street and under-crossing at La Jolla Village Drive. The project is funded by the North University City Facilities
Benefit Assessment. The City's fiscal year 2006 capital expenditures for this project were $5,252.

e Construction began on the Nobel Athletic Area. Upon completion this project will provide an additional twenty-four acres of
developed park land. Improvements will include a 10,300 square foot recreation center, sports fields, comfort stations, an
off-leash dog area, play, and parking areas in the University City area. The City’s fiscal year 2006 capital expenditures for
this project were $4,131. The project is entirely funded by the North University City Facilities Benefit Assessment.

e  Construction continues on the Carmel Mountain Road - Interstate 5 Interchange project. This project provides for a
diamond interchange at Interstate 5 and Carmel Mountain Road. This interchange will accommodate the increase in
vehicular traffic created by development in the communities of Carmel Valley and Sorrento Hills. The City’s fiscal year 2006
capital expenditures for this project were $1,287.

e  Construction continues on the Lincoln Park Fire Station #12. This project will provide for the complete reconstruction of the
existing facility located at 4964 Imperial Avenue. The project is part of the Fire and Life Safety Services Facility
Improvements Program. The City’s fiscal year 2006 capital expenditures for this project were $964.

e Construction continues on the North University Community Branch Library. This project will provide for the construction of a
15,000 square-foot library on a City owned park site at Nobel Drive and Judicial Drive to serve the community in North
University City. The City’s fiscal year 2006 capital expenditures for this project were $2,320.

e  Construction was completed on the Del Cerro Fire Station #31. This project provided for the complete reconstruction of the
existing facility located at 6002 Camino Rico, in the Navajo/Del Cerro Community. The project is part of the Fire and Life
Safety Services Facility Improvements Program. The City's fiscal year 2006 capital expenditures for this project were
$1,295.
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e  Construction continues on the Serra Mesa/Kearny Mesa Branch Library. This project will provide for the construction of a
new 15,000 square-foot library on the 8900 Block of Aero Drive. Upon completion the new facility will include additional
meeting rooms, computer lab, separate children’s area and quiet study areas. Additional parking has also been
incorporated into the design of the new facility. Serra Mesa and Kearny Mesa Developer Impact fees are the primary
funding sources for this project. The City's fiscal year 2006 capital expenditures for this project were $4,248.

Business-Type Activities

During fiscal year 2006 the Water Utility Fund added approximately $46,600 in capital improvement projects (CIP). Upgrades
and expansion of the Miramar Water Treatment Plant and the Alvarado Water Treatment Plant continued, along with Water Main
Replacements. Capital asset write-offs for fiscal year 2006 were $9,900, and were primarily due to losses related to abandoned
projects, and retirements of developer contributed assets.

During fiscal year 2006, the Sewer Utility Fund added approximately $19,800 in CIP, of which the Metropolitan system CIP
increased approximately $2,400 and included the Point Loma Digester S1 and S2 Upgrades. Municipal system CIP increased
approximately $17,405 and included the following major projects: Sorrento Valley Trunk Sewer Relocation, Pump Station
Upgrades, and the continued replacement of sewer mains and upgrades to the sewer infrastructure. Capital asset write-offs for
fiscal year 2006 were $442, and were primarily due to retirements of developer contributed assets and equipment.

HIGHLIGHTS OF APPROVED FISCAL YEAR 2007 CAPITAL IMPROVEMENT PROJECTS (CIP) BUDGET

The Annual Approved Capital Improvements Budget for Fiscal Year 2007 is $293,700, which is a $95,900, or 25% decrease over
the fiscal year 2006 budget of $389,600. Engineering & Capital Projects, and Library Projects comprise 47%, and 10% of the
total CIP budget, respectively. Water and Sewer projects comprise over 13% of the total CIP budget. Funding for governmental
projects include TransNet funds, Facilities Benefit Assessments, Developer Impact Fees, Developer Contributions, and Federal,
State, local, and private contributions. Highlights of the key budgets by department are as follows:

Governmental Activities

e Engineering and Capital Projects: $140,000 (47% of total CIP budget). Key projects include the undergrounding of
City utilities, which provides for underground conversion projects, to augment the California Public Utilities Commission
(CPUC) Rule 20A. Funding is also allocated for conversion of City-owned street lighting and resurfacing of roadways
associated with the undergrounding of utilities. The $55,000 annual allocation for these projects is entirely funded by
the Underground Surcharge Fund. Other significant projects include: $10,500 for North Harbor Drive Navy Estuary,
$8,300 for the construction of EI Camino Real, $4,900 for Palm Avenue/I-805 Improvements, and $3,000 for the
construction of Bayshore Bikeway.

e Library: $30,300 (10% of total CIP budget), which includes anticipated State, Federal, local, and private funding. The
majority of these projects are part of the 21st Century Library System/Library Department Facility Improvements
Program. Projects that are beginning design or closing out in fiscal year 2007 are related to the Mission Hills-Hillcrest,
Otay Mesa/Nestor, and San Carlos Libraries. Project construction activity for fiscal year 2007 includes the Serra
Mesa/Kearny Mesa Library, the North University Community Library at Nobel Park, and Phase 2 construction of the
Logan Heights Library.

e Parks and Recreation: $28,700 (9% of total CIP budget). Key budgets include: $1,500 for the Carmel Valley

Neighborhood Park, $4,256 for Gonzales Canyon Neighborhood Park, $5,673 for McAuliffe Community Park, and
$2,230 for Joint Use Improvements at Angier Elementary School.

e San Diego Fire-Rescue: $9,519 (3% of total CIP budget). Key budgets include: $6,026 for the Pacific Highlands
Ranch Fire Station (#47), and $1,500 for Black Mountain Ranch North Fire Station.
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Business-Type Activities

The fiscal year 2007 Water Utility CIP budget is $31,100, plus an additional $22,200 for phase funded projects. Significant
projects include: $8,000 for replacing water mains citywide, $2,200 for the Rancho Bernardo Reservoir Upgrade, and $2,000 for
the Water Department Security Upgrades.

The fiscal year 2007 Metropolitan Wastewater Department CIP budget is $39,500. There are no phase funded projects budgeted
for fiscal year 2007. Significant projects include: $8,700 for continued sewer main replacements and upgrades to sewer
infrastructure, $12,000 for pipeline rehabilitation, and $3,700 for improvements to Miramar Road Trunk Sewer.

CITY OF SAN DIEGO'S OUTSTANDING DEBT
(In Thousands)

Total
Governmental Activities Business-Type Activities Primary Government
2006 2005 2006 2005 2006 2005
Capital Lease Obligations $ 40541 $ 30647 $ 2,051 $ 3,521 $ 42592 $ 34,168
Contracts Payable 2,615 1,715 - - 2,615 1,715
Notes Payable 7,294 7,924 - - 7,294 7,924
Loans Payable 14,345 5,187 91,247 63,803 105,592 68,990
Section 108 Loans 42,499 42,858 - - 42,499 42,858
SANDAG Loans 7,355 13,979 - - 7,355 13,979
General Obligation Bonds 12,690 14,530 - - 12,690 14,530
Revenue Bonds/COP's/
Lease Revenue Bonds 549,850 571,285 1,662,705 1,698,060 2,212,555 2,269,345
Special Assessment/
Special Tax Bonds 133,605 137,305 - - 133,605 137,305
Tax Allocation Bonds 514,845 415,778 - - 514,845 415,778
Tobacco Settlement Bonds 105,400 - - - 105,400 -
Totals $ 1,431,039 $ 1,241,208 $ 1,756,003 $ 1,765,384 $ 3,187,042 $ 3,006,592

LoNG-TERM DEBT

At the end of fiscal year 2006, the City, including blended component units, had total debt outstanding of approximately
$3,187,042. Of this amount, $12,690 is comprised of debt backed by the full faith and credit of the City. The remainder of the
City’s debt represents revenue bonds, lease revenue bonds, COPs, special assessment bonds, tax allocation bonds, contracts
payable, notes payable, loans payable, Section 108 loans, capital lease obligations, and San Diego Association of Governments
(SANDAG) loans.

Governmental Activities

e The City established the Tobacco Settlement Revenue Funding Corporation (TSRFC), a California Nonprofit Public
Benefit Corporation to acquire future Tobacco Settlement Revenues from the City. TSRFC issued $105,400 of
Tobacco Settlement Asset-Backed Bonds, series 2006, which are limited obligations of the Corporation, payable from
and secured by a pledge of the first $10,100 annually from the tobacco settlement revenues due to the City and
acquired by TSRFC.
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e The City (RDA) issued $76,225 of Subordinate Tax Allocation Bonds (series 2006A) and $33,760 of Subordinate
Housing Tax Allocation Bonds (series 2006B). The 2006A Bonds were issued for the purpose of financing
redevelopment activities within the Centre City Project, and to pay for the costs of the debt service reserve surety
bonds and costs of issuance. The 2006B Bonds were issued for the purpose of financing certain improvements relating
to increasing the development of low and moderate income housing, to pay the costs of the debt service surety bonds
and costs of issuance.

e Total principal payments for long-term debt were $59,514, which includes $37,893 principal payments for outstanding

bonds, $10,798 payments on loans payable, $630 payments on notes payable, and $10,193 principal payments on
capital leases.

Business-Type Activities

e A Sewer loan from the State Water Resources Control Board for $10,093 and a Water loan from the Department of
Health for $21,525 were executed in order to construct capital improvement projects.

e Total principal payments for long-term debt were $40,999, which includes $35,355 principal payments for outstanding

bonds, $4,174 payments on loans payable and $1,470 principal payments on capital leases.

The following are credit ratings changes that have occurred to date since July 1, 2003, pertaining to the City of San Diego’s
outstanding General Obligation bonds, Revenue Bonds, Lease Revenue Bonds, and COPs:

Moody’s Investor’s Service

July 1,2003 | Feb2,2004 | Apr6,2004 | Aug 12,2004 | Sept24,2004 | Dec 3,2004 | Aug 2, 2005*
General Obligation Bonds Aa1 Aa1 Aa1 Aa3 A1 A1 A3
General Fund Backed Lease
Revenue Obligations Aa3/A1 Aa3/A1 Aa3/A1 A2/A3 A3/Baa1 A3/Baat Baa2/Baa3
Watchlist for

Outlook/Watch Negative Possible Negative Negative Negative

Stable Outlook Downgrade Stable Outlook Outlook Outlook
Wastewater System Obligations A A1 Al Al A A1 A3
Water System Obligations Aa3/A1 Aa3/A1 Aal3/A1 Aal3/A1 Aa3/A1 Aa3/A1 A2/A3

Credit Watch Negative

Outiook/Watch Stable Stable Stable Stable Stable Negative Outlook

* - Ratings were affirmed on February 16, 2006

Fitch Ratings
July 1, 2003 Feb 27, 2004 Sept 23, 2004 Feb 16, 2005 May 27, 2005
General Obligation Bonds AAA AA AA A BBB+
General Funq chked Lease AA AA- AA- A BEB-
Revenue Obligations
Outlook/Watch Stable Negative Outlook R Watch R Watch gt Watch
Negative Negative Negative
Wastewater System Obligations AA- AA- AA- A BBB+
Water System Obligations AA-/A+ AA-/A+ AA-/A+ AA- BBB+/BBB
Outlook/Watch Stable Stable Stable Rating Watch Rating Watch
Negative Negative
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Standard & Poor’s

July 1, 2003 Feb 23, 2004 Sept 20, 2004
General Obligation Bonds AA AA- Suspended
General Fund Backed Lease AA- At Suspended

Revenue Obligations

Outlook/Watch Stable Negative Credit Negative Credit

Watch Watch
Wastewater System Obligations A A Suspended
Water System Obligations AA-/A+ AA-/A+ Suspended
Outlook/Watch Stable Negative Credit Negative Credit

Watch Watch

As of January 2008, the City of San Diego Tobacco Settlement Revenue Funding Corporation Tobacco Settlement Asset Backed
Bonds, Series 2006, were upgraded by Fitch Ratings from BBB to BBB plus. AMBAC Assurance Corporation and FGIC
Corporation bond insurance policies and surety debt reserve policies, which support ratings and certain of the City's debt
obligations issued on a long term fixed rate basis, have been downgraded by Fitch Ratings from AAA to AA and to A,
respectively. None of the underlying ratings, as shown in the tables above, have been changed as a result of such action.

Section 90 of the City Charter provides that the general obligation bonded indebtedness for the development, conservation and
furnishings of water shall not exceed 15% of the last preceding assessed valuation of all real and personal property of the City
subject to direct taxation, and that the bonded indebtedness for other municipal improvements shall not exceed 10% of such
valuation. The City’s current outstanding general obligation balances as of June 30, 2006 are significantly less than the current
debt limitations for water and other purposes, which are $4,724,374 and $3,149,583, respectively (see Statistics Table 12).

It has been the City's practice, as provided for in Section 90.1 of the City Charter, to issue revenue bonds for the purpose of
constructing water facilities. Per Section 90.1, revenue bonds do not constitute an indebtedness of the City, but an obligation
payable from the revenues received by the utility. Section 90.2 authorizes the issuance of Revenue Bonds for the purpose of
constructing improvements to the City's sewer system.

Additional information on the City’s long-term debt can be found in the accompanying notes to the financial statements.
REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the City’s finances. Questions concerning any of the
information provided in this report or requests for additional financial information should be addressed to the Office of the City
Auditor & Comptroller, 202 C Street, San Diego, California 92101 or e-mailed to the City Auditor and Comptroller at
auditor@sandiego.gov. This financial report is also available on the City’s website at www.sandiego.gov, under the Auditor and
Comptroller department.
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ASSETS

Cash and Investments

STATEMENT OF NET ASSETS
June 30, 2006
(In Thousands)

Primary Government

Component Units

Governmental Business - Type
Activities Activities

$ 1047310 §$ 426,134

San Diego
Convention San Diego
Center Housing
Total Corporation Commission

$ 1473444 § 15,376  § 68,048

Receivables:
Taxes - Net 97,769 - 97,769 - -
Accounts - Net of Allowance for Uncollectibles
(Governmental $8,458, Business-Type $1,301) ..........cceeevennnn 30,547 68,319 98,866 2,687 768
Claims - Net 123 - 123 - -
Contributions ............ooiiiiiiiiiii 184 - 184 - -
Special A 1ents - Net 1,346 - 1,346 - -
Facilities Benefit Assessment Credits Receivable . 13,267 - 13,267 - -
Notes 52,589 - 52,589 - 117,430
Accrued Interest 8,530 5,146 13,676 - 12,514
Grants 58,708 2,321 61,029 - -
From Other Agencies - - - - 7,633
Investment in Joint Venture ...............ccoooveiiiiiiiiiiiii e 2,063 - 2,063 - -
Advances to Other Agencies 3,554 - 3,554 - -
Internal Balances . (2,931) 2,931 - - -
Inventories of Water in Storage - 26,546 26,546 - -
Inventories 2,770 519 3,289 8 67
Land Held for Resale 32,133 - 32,133 - -
Prepaid Expenses 2,084 721 2,805 1,018 744
Restricted Cash and Investments .................ccoccoeiiiiiiiin, 136,493 106,133 242,626 - 1,296
Deferred Charges 24,585 11,580 36,165 - -
Capital Assets - Non-Depreciable ..................ouuuiiiiiiiiiiienieaninn. 1,934,967 489,191 2,424,158 - 40,487
Capital Assets - Depreciable 2,372,673 4,047,122 6,419,795 16,812 40,693
TOTAL ASSETS 5,818,764 5,186,663 11,005,427 35,901 289,680
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STATEMENT OF NET ASSETS

June 30, 2006
(In Thousands)

Primary C Units
San Diego
Convention San Diego
Governmental Business - Type Center Housing
Activities Activities Total Corporation Commission
LIABILITIES

Accounts Payable $ 69,999 § 47,206 $ 117,205  $ 2,071 $ 2,591
Accrued Wages and Benefits 26,977 9,168 36,145 - 38
Other Accrued Liabilities 21 60 81 1,879 485
Interest Accrued on Long-Term Debt ............cccooivininiicciccns 21,766 17,869 39,635 - 38
Long-Term Debt Due Within One Year ...................cccooeiiinnns 123,476 73,671 197,147 2,782 1,663
Due to Other Agencies 1,199 12,200 13,399 - -
Unearned Revenue 35,155 9,276 44,431 8,234 96
Contract DEPOSIES .........cooiiiiiiiiiiiiiiiee e - 9,465 9,465 - -
Sundry Trust Liabilities 3,826 - 3,826 - -
Liabilities Payable from Restricted Assets:

Customer Deposits Payable ..............cccceoeeiiiiiiiiiiiiiiiiiiens - 3,849 3,849 - -
Deposits/Advances from Others - 30 30 - 954
Land Acquisition Credits ...............ccceeeiieieiiiiiiiiiiiiiceee s 1,480 - 1,480 - -
Long-Term Liabilities Due After One Year:

Arbitrage Liability ...................ocoooii - 193 193 - -

Compensated ADSENCES ..............ocooiiiiiiiiiieniiiiiiece e 40,756 8,810 49,566 45 -

Liability Claims 170,092 46,855 216,947 - -

Capital Lease Obligations 31,767 1,006 32,773 2,956 -

Contracts Payable 2,615 - 2,615 - -

Notes Payable .............cccooiiiiiiiiii i 7,294 - 7,294 3,500 13,619

Loans Payable ...............coeeiieiiiiiiiiiiiii e 11,643 86,570 98,213 - -

SANDAG Loans Payable ................cccooiiiini 2,248 - 2,248 - -

Section 108 Loans Payable ..............cccoooeieiiiiiiiiiiiiiiiiieeeanns 39,431 - 39,431 - -

Net Bonds Payable 1,289,354 1,598,101 2,887,455 - -

Estimated Landfill Closure and Postclosure Care .............ccccceeuenen - 14,811 14,811 - -

Net Pension Obligation 158,087 36,394 194,481 - -

TOTAL LIABILITIES 2,037,186 1,975,534 4,012,720 21,467 19,484

NET ASSETS
Invested in Capital Assets, Net of Related Debt .......................... 3,472,531 2,867,469 6,340,000 8,650 67,289
Restricted for:

Capital Projects ............cccoiiiiiiiiiic i 273,575 - 273,575 2,577 -

Debt Service .. - 2,970 2,970 - -

Low-Moderate Income HouSINg ...........eeiiiiiiiiiiiiiiiiieeeiiieeens 64,493 - 64,493 - -

Permanent Endowments:

Nonexpendable .............ccouiiiiiiiiiiiiiii e 14,568 - 14,568 - -

OthEr .. 96,537 32,115 128,652 - 74,995
unrestricted ...t (140,126) 308,575 168,449 3,207 127,912

TOTAL NET ASSETS ....coooiiiiiiniiieniiee s $§ 3781578 $ 3,211,129 § 6,992,707 § 14434 § 270,196
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STATEMENT OF ACTIVITIES
Year Ended June 30, 2006
(In Thousands)

Program Revenues

Operating Capital Grants
Charges for Grants and and
Functions/Programs Expenses Services Contributions Contributions
Primary Government:
Governmental Activities:
General Government and Support ... $ 252,295 $ 96,345 $ 10,581 $ 2,874
Public Safety - Police 370,990 24,256 41,722 -
Public Safety - Fire and Life Safety ...........cccccooooiiiiiiinns 194,074 18,572 9,808 -
Parks, Recreation, Culture and Leisure .................cccoooeeiiinnen. 237,375 51,196 4,328 19,711
Transportation 200,883 52,375 217 22,424
Sanitation and Health 48,774 10,697 786 -
Neighborhood Services 111,886 25,440 34,281 38,449
Interest on Long-Term Debt ...........coooiiiiiiiiiiiiins 71,109 - - 17,106
TOTAL GOVERNMENTAL ACTIVITIES ......ccvviiiriinnnenns 1,487,386 278,881 101,723 100,564
Business-Type Activities:
AITPOMS .t 4,100 4,385 - 1,364
Gty StOrE . 810 837 - -
Development Services .. 57,893 55,011 - -
Environmental Services 44,493 39,850 92 -
GOlf COUMSE ..ot 9,563 13,119 - -
RECYCING ... 21,853 21,345 573 -
Sewer Utility ... 319,274 290,568 461 31,976
Water Utility 302,996 280,567 783 44,262
TOTAL BUSINESS-TYPE ACTIVITIES .......covvviiiirinnnnnnn, 760,982 705,682 1,909 77,602
TOTAL PRIMARY GOVERNMENT $ 2,248,368 $ 984,563 $ 103,632 $ 178,166
Component Units:
San Diego Convention Center Corporation .............................. $ 32,116 $ 28,158 $ 4,339 $ -
San Diego Housing CommisSioNn .............cociiiiiiiiiiiiiiiniiaenns 149,419 18,228 150,530 1,306
TOTAL COMPONENT UNITS ....oiiiiniiiiiniinierenn e, $ 181,535 $ 46,386 $ 154,869 $ 1,306

General Revenues:
Property Taxes
Transient Occupancy Taxes ....
Other Local Taxes
Developer Contributions and Fees
Grants and Contributions not Restricted to Specific Programs ........................

Sales TAXES ...coeuiiiiiiiiiii e
Investment Income
Gain on Sale of Capital Assets
Miscellaneous
TrANSTEIS ...

TOTAL GENERAL REVENUES AND TRANSFERS ............ccciiiiiiiniiininnnnns
CHANGE IN NET ASSETS ......ccooiiiiiiiiiiiiirrrnniisen e

Net Assets at Beginning of Year ...........ooouiiiiiiiiiiiiiii e

NET ASSETS ATEND OF YEAR ........cooiiiiiiiiiiinnnnn s
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Net Revenue/(Expense) and Changes in Net Assets

Primary Government

Component Units

San Diego
Convention San Diego
Governmental Business-Type Center Housing
Activities Activities Total Corporation Commission
$ (142,495) $ - $  (142,495) $ - $ -
(305,012) - (305,012) - -
(165,694) - (165,694) - -
(162,140) - (162,140) - -
(125,867) - (125,867) - -
(37,291) - (37,291) - -
(13,716) - (13,716) - -
(54,003) - (54,003) - -
(1,006,218) - (1,006,218) - -
- 1,649 1,649 - -
- 27 27 - -
- (2,882) (2,882) - -
- (4,551) (4,551) - -
- 3,556 3,556 - -
- 65 65 - -
- 3,731 3,731 - -
- 22,616 22,616 - -
- 24,211 24,211 - R
(1,006,218) 24,211 (982,007) - -
- - - 381 -
- - - - 20,645
- - - 381 20,645
459,777 - 459,777 - -
136,803 - 136,803 - -
148,001 - 148,001 - -
53,502 - 53,502 - -
64,039 - 64,039 - -
227,017 - 227,017 - -
40,108 16,938 57,046 587 5,740
1,214 - 1,214 - 12
21,227 6,502 27,729 528 -
4,530 (4,530) - - -
1,156,218 18,910 1,175,128 1,115 5,752
150,000 43,121 193,121 1,496 26,397
3,631,578 3,168,008 6,799,586 12,938 243,799
$ 3,781,578 $ 3211129 $ 6,992,707 $ 14,434 $ 270,196

The accompanying notes are an integral part of the financial statements.
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ASSETS

Cash and In its

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2006
(In Thousands)

Receivables:

Taxes - Net

Accounts - Net of Allowance for Uncollectibles (General Fund $7,335, Other Governmental $408) .......................

Claims - Net

Special Assessments - Net

Notes

Accrued Interest

Grants

From Other Funds

Advances to Other Funds

Advances to Other Agencies

Land Held for Resale

Prepaid Items

Investment in Joint Venture ...

Restricted Cash and Investments

TOTAL ASSETS

LIABILITIES

Accounts Payable

Accrued Wages and Benefits

Other Accrued Liabilities

Due to Other Funds

Due to Other Agencies

Unearned Revenue .............ccccoooeiiiiiiiniieiiiiiin

Deferred Revenue

Interfund Interest Payable ................ccooeeviviieeeiiineennnnns

Interfund Loan Payable .............ccceevvuiieeiiieeiiiiieeeeinnns

Advances from Other Funds

Sundry Trust Liabilities

TOTAL LIABILITES
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Other Governmental

Total Governmental

General Fund Funds Funds
23,281 $ 922,515 $ 945,796
68,568 29,201 97,769
11,239 13,964 25,203

38 68 106

- 1,346 1,346

- 52,589 52,589

1,434 7,044 8,478

- 58,708 58,708
6,060 15,364 21,424
300 4,414 4,714

9 3,545 3,554

- 32,133 32,133

220 232 452
2,063 - 2,063
- 136,360 136,360
113,212 $ 1,277,483 $ 1,390,695
5,642 $ 48,182 $ 53,824
22,332 1,323 23,655
- 21 21

- 24,823 24,823

- 1,199 1,199

1,032 34,018 35,050
21,580 77,133 98,713
- 773 773

- 5,873 5,873

985 4,714 5,699

- 3,826 3,826
51,571 201,885 253,456
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GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2006
(In Thousands)

Other Governmental

Total Governmental

General Fund Funds Funds
FUND EQUITY:
Fund Balances:
Reserved for Land Held for Resale ..........ccccoevieiiiieeiie e - 30,806 30,806
Reserved for Encumbrances .. 18,916 128,714 147,630
RESEIVEA fOIr AGVANCES .....eovviiiiii ittt e e et e e e e et e e e e e et et e e e e e e eba et e et e e e e et e ebnes 309 7,959 8,268
Reserved for Low and Moderate Income Housing - 96,732 96,732
Reserved for Permanent ENGOWMENES ..........ciuiiuiiiiiieiieieiieiit ittt e e et e et e e e e bae et e e e e e et e saeaes - 14,568 14,568
RESEIVEA fOr DEDE SEIVICE ....vviuiieiiiiieii it e e et e et e et et et e e e e e aaee st e e baesbeesaeaseens - 122,240 122,240
Reserved for Minority Interest in JOINt VENTUIE ..........ooiuiiiiiiii e 2,063 - 2,063
Unreserved, Reported in General Fund:
Designated for Subsequent Years' EXPENAItUIES .........couiiiiiiiiiiieeiiiie ettt et e e e e vae e e e eanees 469 - 469
UNAESIGNALEA ...ttt ettt ettt et e et e e et e e et e et e et e b e et b et e b aeebeeaeeneens 39,884 - 39,884
Unreserved, Reported in:
Special Revenue Funds ... - 267,576 267,576
Debt Service FUNGS ..............ooiiiiiiiii e - 217 217
Capital ProjECtS FUNGAS ... .uuiiiiiie ittt ettt ettt e e et e et e e e et et et e e e eaeaans - 406,130 406,130
Permanent FUNGS ... - 656 656
TOTAL FUND EQUITY ..oeeiiiiiiiiiiieie e eeitnre s s e e e nnnn e e e e e 61,641 1,075,598 1,137,239
TOTAL LIABILITIES AND FUND EQUITY ....coiiiiiiiiiiiitiiiiiiise e sssssaa s s a s s s s s s aa s $ 113,212 $ 1,277,483
Amounts reported for governmental activities in the Statement of Net Assets are different because:
Capital assets used in governmental activities are not financial resources, and therefore, are not reported in the funds. 4,234,929
Other assets and liabilities used in governmental activities are not financial resources, and therefore, are either deferred or
not reported in the funds. 135,085
Internal Service funds are used by management to charge the costs of activities such as Central Garage and Machine Shop,
Print Shop, Self Insurance, and Central Stores to individual funds. The assets and liabilities of Internal Service Funds are
included in governmental activities in the Statement of Net Assets. (50,350)
Certain liabilities, including bonds payable, are not due and payable in the current period and therefore are not reported
in the funds. (1,675,325)
Net Assets of governmental activities $ 3,781,578

The accompanying notes are an integral part of the financial statements.
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GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
YEAR ENDED JUNE 30, 2006
(In Thousands)

Other Total
Governmental Governmental
General Fund Funds Funds
REVENUES
Property Taxes ........ $ 322,087 $ 135,821 $ 457,908
Special Assessments ........ . - 36,699 36,699
Sales Taxes 110,556 116,461 227,017
In-Lieu Sales Taxes 45,433 - 45,433
Transient Occupancy Taxes 72,126 64,675 136,801
Other Local Taxes ... . 72,102 75,899 148,001
LIiCENSES @NA PEIMNIS ...ttt ettt ettt e se et e eseeseeeaeeseenaesseeseeseeseensesseeseeneesseseeseensesneeneennenseanen 31,913 10,204 42,117
Fines, Forfeitures and PEnalties .............cc.eooiioiiiiiie e e 32,346 3,095 35,441
Revenue from Use of Money and Property ............ 35,872 53,566 89,438
Revenue from Federal Agencies ... 3,755 39,815 43,570
Revenue from Other Agencies 12,594 45,695 58,289
Revenue from Private Sources ... - 91,287 91,287
Charges for Current Services . 91,514 35,607 127,121
Other REVENUE ...t bb