REQUEST FOR COUNCIL ACTION CERTIFICATE NUMBER
CITY OF SAN DIEGO (FOR AUDITOR’S USE ONLY)
TO: FROM (ORIGINATING DEPARTMENT): | DATE:
CITY COUNCIL City Attorney 7/20/2015

SUBJECT: Authorizing the distribution of a Preliminary Official Statement for the issuance of the Public
Facilities Financing Authority of the City of San Diego’s Senior Sewer Revenue Refunding Bonds, Series 2015.
PRIMARY CONTACT (NAME, PHONE): SECONDARY CONTACT (NAME, PHONE):
BRET A. BARTOLOTTA, 619-533-5801 ,

COMPLETE FOR ACCOUNTING PURPOSES

FUND
FUNCTIONAL
AREA

COST CENTER
GENERAL
LEDGER ACCT
WBS OR
INTERNAL ORDER
CAPITAL PROJECT

No.
AMOUNT 0.00 0.00 0.00 0.00 0.00 0.00

FUND
FUNCTIONAL
AREA

COST CENTER
GENERAL
LEDGER ACCT
WBS OR
INTERNAL ORDER
CAPITAL PROJECT
No.

AMOUNT 0.00 0.00 0.00 0.00 0.00 0.00

COST SUMMARY (IF APPLICABLE): Annual debt service savings produced by the refunding would benefit the
Wastewater System beginning in Fiscal Year 2016. The fees payable to Bond and Disclosure Counsel and all costs
of issuance for the refunding will be paid from the proceeds from the 2015 Bonds.

ROUTING AND APPROVALS
APPROVING APPROVAL DATE
CONTRIBUTORS/REVIEWERS: AUTHORITY SIGNATURE SIGNED

ORIG DEPT. Bamberg, Daniel 07/20/2015
CFO
COO
CITY ATTORNEY
COUNCIL Jurado-Sainz, Diana 07/22/2015
PRESIDENTS OFFICE




PREPARATION OF: | X RESOLUTIONS | [ ] ORDINANCE(S) |[ ] AGREEMENT(S) | [ ] DEED(S)

A resolution of the Board of Commissioners of the Public Facilities Financing Authority of the City of San Diego
approving the form and authorizing the distribution of a Preliminary Official Statement; authorizing the execution,
delivery and distribution of an Official Statement; and approving other documents and actions, all in connection
with the issuance of the Authority’s Senior Sewer Revenue Refunding Bonds, Series 2015.

STAFF RECOMMENDATIONS:
Approve the resolution.

SPECIAL CONDITIONS (REFER TO A.R. 3.20 FOR INFORMATION ON COMPLETING THIS SECTION)

COUNCIL DISTRICT(S): All

COMMUNITY AREA(S): All

ENVIRONMENTAL IMPACT: | This activity is not a project as defined in State CEQA Guidelines, Section
15378, and is therefore not subject to CEQA per Guideline Section
15060(c)(3).

CITY CLERK INSTRUCTIONS: | Please provide a copy of the approved and executed Resolution to City
Attorney's Office at MS 59.




COUNCIL ACTION

EXECUTIVE SUMMARY SHEET
CITY OF SAN DIEGO

DATE: 7/20/2015

ORIGINATING DEPARTMENT: City Attorney

SUBJECT: Authorizing the distribution of a Preliminary Official Statement for the issuance of
the Public Facilities Financing Authority of the City of San Diego’s Senior Sewer Revenue
Refunding Bonds, Series 2015.

COUNCIL DISTRICT(S): All

CONTACT/PHONE NUMBER: BRET A. BARTOLOTTA/619-533-5801

REQUESTED ACTION:

Approve the resolution approving the form and authorizing the distribution of the Preliminary
Official Statement and final Official Statement for the Authority’s Senior Sewer Revenue
Refunding Bonds, Series 2015.

STAFF RECOMMENDATION:

Approve the resolution.

EXECUTIVE SUMMARY OF ITEM BACKGROUND:

This action would approve the form and authorize the distribution of the Preliminary Official
Statement and final Official Statement to be used in marketing the Public Facility Financing
Authority’s Senior Sewer Revenue Refunding Bonds, Series 2015 (Bonds) to investors.

The Council of the City of San Diego has heretofore authorized and approved by Ordinance
Number O-20506 and Resolution Numbers R-309757 and R-309796, the issuance and sale by
the Authority of the Bonds in an amount not to exceed $848,080,000 to assist the City in
lowering its debt service on bonds previously issued to finance and/or refinance various
components of the City’s Wastewater System. Pursuant to Resolution Number FA-2015-7, the
Authority authorized and approved the issuance and sale of the Bonds in an amount not to
exceed $848,080,000.

FISCAL CONSIDERATIONS:

Based on current market conditions approximately $344.7 million in oustanding 2009A, 2009B,
and 2010A Bonds are expected to be refunded with the issuance of the 2015 Bonds. This is
expected to result in annual savings of approximately $1.3 million in Fiscal Years 2016-2020
and annual savings of approximately $3.4 million in Fiscal Years 2021-2026. The pricing and
closing of the 2015 Bonds would be subject to market conditions; pursuant to the City’s Debt
Policy, the City will consider conducting an advance refunding if net present value savings of at
least 4% can be achieved. The proposed refunding is expected to exceed this threshold. All
savings will be allocated to Fund 700000 or Fund 700001.

EQUAL OPPORTUNITY CONTRACTING INFORMATION (IF APPLICABLE):

This agreement is subject to the City’s Equal Opportunity Contracting (San Diego Ordinance No.
18173, Sections 22.2701 through 22.2708) and Non Discrimination in Contracting Ordinance
(San Diego Municipal Code Sections 22.3501 through 22.3517).



PREVIOUS COUNCIL and/or COMMITTEE ACTION (describe any changes made to the item
from what was presented at committee):

On June 16, 2015, the City Council approved Ordinance O-20506 approving the issuance of the
Bonds in an amount not to exceed $848,080,000 as well as the forms of the financing documents.

On June 16, 2015, the PFFA approved Resolution Number FA-2015-7 authorizing the issuance
of up to $848,080,000 in revenue refunding bonds.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

In February 2015, the Sewer Refunding Plan was presented to the Independent Rates Oversight
Committee (IROC) as an informational item. In 2007, the Public Utilities Department conducted
a Proposition 218 noticing process as part of

the approval for the rate increases necessary to support the CIP and corresponding bond issuance
projections for the Wastewater Utility. The Public Utilities Department also conducts
Community outreach on a project basis.

KEY STAKEHOLDERS AND PROJECTED IMPACTS:

Business entities included in the financing: Kutak Rock LLP (Bond and Disclosure Counsel); US
Bank, National Association (Trustee/Escrow Agent); Montague DeRose & Associates
(Municipal Advisor); Bank of America Merrill Lynch, Academy Securities, Fidelity Capital
Markets, Jefferies, and Morgan Stanley (Underwriters); Standard & Poor’s (Rating Agency);
Fitch Ratings (Rating Agency); AVIA Communications (Electronic Printing of POS and OS);
Causey Demgen & Moore P.C. (Verification Agent); and Raymond James & Associates,
Inc.(Escrow Fund Bidding Agent).

Bamberg, Daniel
Originating Department




PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

RESOLUTION NUMBER FA-2015-8

ADOPTED ON AUGUST 4, 2015

A RESOLUTION OF THE BOARD OF COMMISSIONERS OF
THE PUBLIC FACILITIES FINANCING AUTHORITY OF THE
CITY OF SAN DIEGO APPROVING THE FORM AND
AUTHORIZING THE DISTRIBUTION OF A PRELIMINARY
OFFICIAL STATEMENT FOR SENIOR SEWER REVENUE
REFUNDING BONDS, SERIES 2015; AUTHORIZING THE
EXECUTION, DELIVERY AND DISTRIBUTION OF AN
OFFICIAL STATEMENT FOR SENIOR SEWER REVENUE
REFUNDING BONDS, SERIES 2015; AND APPROVING
OTHER DOCUMENTS AND ACTIONS IN CONNECTION
THEREWITH.

WHEREAS, The City of San Diego (City), the City as Successor Agency to the
Redevelopment Agency of the City of San Diego, and the Housing Authority of the City of
San Diego have heretofore entered into a Third Amended and Restated Joint Exercise of Powers
Agreement, dated as of January 1, 2013 (Joint Powers Agreement), which created and
established the Public Facilities Financing Authority of the City of San Diego (Authority) for the
purpose, among others, of issuing its bonds to be used to provide financial assistance to the City

to finance and refinance public capital improvements; and

WHEREAS, pursuant to Article 4 of Chapter 5 of Division 7 of Title 1 of the
Government Code of the State of California (Act) and the Joint Powers Agreement, the
Authority is authorized to issue bonds for financing and refinancing public capital improvements

whenever there are significant public benefits; and
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WHEREAS, the Authority has previously issued and currently has outstanding
$378,115,000 aggregate principal amount of its Senior Sewer Revenue Bonds, Series 2009A,
$435,490,000 aggregate principal amount of its Sewer Revenue Refunding Bonds, Series 2009B,
and $161,930,000 aggregate principal amount of its Sewer Revenue Refunding Bonds,

Series 2010A (collectively, Outstanding Senior Sewer Bonds), which were issued pursuant to an
Indenture dated as of May 1, 2009 (Original Indenture), supplemented by a First Supplemental
Indenture dated as of June 1, 2009 and a Second Supplemental Indenture dated as of April 1,
2010 (the Original Indenture, as so supplemented, is referred to herein as the Indenture), each by
and between the Authority and the trustee referred to therein (Trustee), to finance and refinance

various components of the City’s wastewater system; and

WHEREAS, the California State Water Resources Control Board (Water Control Board)
has previously provided the City several loans to finance various components of the Wastewater

System (collectively, Outstanding SRF Loans); and

WHEREAS, the Authority and the City have determined to (i) advance refund all or a
portion of the Outstanding Senior Sewer Bonds, and/or (ii) current refund all or a portion of the
Outstanding SRF Loans, through the issuance by the Authority of its Senior Sewer Revenue
Refunding Bonds (Senior Sewer Revenue Refunding Bonds) when the opportunity is presented

to lower financing costs; and

WHEREAS, pursuant to Resolution Number FA-2015-7, the Authority has authorized
and approved the issuance and sale by the Authority of the Senior Sewer Revenue Refunding
Bonds, which shall be designated as Public Facilities Financing Authority of the City of

San Diego Senior Sewer Revenue Refunding Bonds, Series 2015 (Series 2015 Bonds); and
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WHEREAS, in order to, market and sell the Series 2015 Bonds, it is necessary that the
Authority authorize and approve the distribution of a preliminary official statement and the
execution, delivery and distribution of an official statement relating to the Series 2015 Bonds;

and

WHEREAS, there has been presented to this meeting a proposed form of preliminary
official statement for the Series 2015 Bonds (Preliminary Official Statement), which the
underwriters for the Series 2015 Bonds (Underwriters) will use in marketing the Series 2015

Bonds; and

WHEREAS, the Authority is authorized to undertake all of the actions described in this
Resolution pursuant to the Constitution and applicable laws of the State of California; NOW,

THEREFORE,

BE IT RESOLVED by the Board of Commissioners of the Public Facilities Financing

Authority of the City of San Diego as follows:

Section 1. The Authority hereby finds and determines that the statements set forth

above in the recitals to this Resolution are true and correct.

Section 2. The form and content of the proposed Preliminary Official Statement
substantially in the form presented to and considered at this meeting, are hereby approved, with
such changes thereto as any Chair of the Authority or Vice Chair of the Authority and each of
them or any of their respective designees (each, an Authorized Signatory) may require or
approve, such approval to be conclusively evidenced by the execution of the certificate described
below by an Authorized Signatory. Each Authorized Signatory is hereby severally authorized

and directed, for and in the name of and on behalf of the Authority, to execute and deliver an
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official statement with respect to the Series 2015 Bonds (Official Statement), in substantially the
form of the final Preliminary Official Statement, with such changes thereto as such Authorized
Signatory executing and delivering such document shall determine to be necessary and desirable
and shall require or approve and believes to be in the best interests of the Authority and the City,
such requirement or approval to be conclusively evidenced by the execution and delivery thereof.
The use and distribution of electronic or physical copies of the Preliminary Official Statement
and the Official Statement to persons who may be interested in the purchase of Series 2015
Bonds is hereby authorized and approved. Each Authorized Signatory, acting alone, is hereby
authorized to certify on behalf of the Authority that the Preliminary Official Statement is deemed
final as of its date, within the meaning of Rule 15¢2-12 promulgated by the Securities and
Exchange Commission (except for the omission of certain information as permitted by such

Rule) (15¢2-12 Certificate).

Section 3. All actions heretofore taken by any Authorized Signatory or by any
officers, employees, agents or directors of the Authority in connection with or related to the
Preliminary Official Statement or the Official Statement, are hereby approved, confirmed and
ratified. Any Authorized Signatory, the Secretary of the Authority, the General Counsel to the
Authority and any other officers, employees, agents and directors of the Authority are, and each
of the foregoing acting alone or through their specified designee, is hereby authorized and
directed, for and in the name and on behalf of the Authority, to do any and all things, take any
and all actions, and execute and deliver such documents, agreements and certificates, which they,
or any of them, may deem necessary or advisable to effectuate the purposes of this Resolution
and to consummate the transactions authorized hereby. In addition, any Authorized Signatory is

hereby authorized to approve additions and changes to the Preliminary Official Statement, as any
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Authorized Signatory shall determine are necessary or desirable and shall require or approve and
that such Authorized Signatory believes to be in the best interests of the Authority, such
determination shall be conclusively evidenced by the execution and delivery of the 15¢2-12

Certificate.

Section 4. This Resolution shall take effect immediately upon its adoption.

[Remainder of Page Left Intentionally Blank]
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ADOPTED, SIGNED AND APPROVED this 4" day of August 2015, by the following

vote:
AYES:
NAYS:
ABSENT:
VACANT:
ABSTAIN:
PUBLIC FACILITIES FINANCING
AUTHORITY OF THE CITY OF SAN DIEGO
Sherri Lightner, Chair, Board of
Commissioners
Attest:

Secretary to Board of Commissioners

Doc.No.: 991243



REQUEST FOR COUNCIL ACTION CERTIFICATE NUMBER
CITY OF SAN DIEGO (FOR COMPTROLLER’S USE ONLY)

NA
TO: FROM (ORIGINATING DEPARTMENT): | DATE:
CITY COUNCIL Debt Management 7/6/2015

SUBJECT: Public Facilities Financing Authority of City of San Diego Senior Sewer Revenue Refunding Bonds,
Series 2015 - Preliminary Official Statement Authorization
PRIMARY CONTACT (NAME, PHONE): SECONDARY CONTACT (NAME, PHONE):
Jyothi Pantulu ,619-236-6917 Lakshmi Kommi, 619-236-6928

COMPLETE FOR ACCOUNTING PURPOSES

FUND

FUNCTIONAL AREA
COST CENTER
GENERAL LEDGER
ACCT

WBS OR INTERNAL
ORDER

CAPITAL PROJECT No.
AMOUNT 0.00 0.00 0.00 0.00 0.00

FUND

FUNCTIONAL AREA
COST CENTER
GENERAL LEDGER
ACCT

WBS OR INTERNAL
ORDER

CAPITAL PROJECT No.
AMOUNT 0.00 0.00 0.00 0.00 0.00

COST SUMMARY (IF APPLICABLE): Annual debt service savings produced by the refunding would benefit the
Wastewater System beginning in Fiscal Year 2016. The fees payable to Bond and Disclosure Counsel and all costs
of issuance for the refunding will be paid from the proceeds from the 2015 Bonds.

ROUTING AND APPROVALS
APPROVING APPROVAL DATE
CONTRIBUTORS/REVIEWERS: AUTHORITY SIGNATURE SIGNED
Liaison Office ORIG DEPT. Kommi, Lakshmi 07/08/2015
CFO
DEPUTY CHIEF
CO0O
CITY ATTORNEY
COUNCIL
PRESIDENTS OFFICE
PREPARATION OF: | X RESOLUTIONS | [ ] ORDINANCE(S) | [ | AGREEMENT(S) | [ ] DEED(S)
1. Authorize the form of and distribution of the Preliminary Official Statement for the Public Facilities

Financing Authority of the City of San Diego Senior Sewer Revenue Refunding Bonds, Series 2015(the “2015
Bonds") and authorize the execution, delivery and distribution of the Official Statement.

STAFF RECOMMENDATIONS:

Approve the requested actions.




SPECIAL CONDITIONS (REFER TO A.R. 3.20 FOR INFORMATION ON COMPLETING THIS SECTION)

COUNCIL DISTRICT(S): All Districts

COMMUNITY AREA(S): City-wide.

ENVIRONMENTAL IMPACT: | This activity is not a project as defined in State CEQA Guidelines, Section
15378, and is therefore not subject to CEQA per Guideline Section
15060(c)(3).

CITY CLERK Please provide a copy of the approved and executed Resolution to Debt
INSTRUCTIONS: Management at MS 7B.




COUNCIL ACTION

EXECUTIVE SUMMARY SHEET
CITY OF SAN DIEGO

DATE: 7/6/2015

ORIGINATING DEPARTMENT: Debt Management

SUBJECT: Public Facilities Financing Authority of City of San Diego Senior Sewer Revenue
Refunding Bonds, Series 2015 - Preliminary Official Statement Authorization

COUNCIL DISTRICT(S): All Districts

CONTACT/PHONE NUMBER: Jyothi Pantulu /619-236-6917

DESCRIPTIVE SUMMARY OF ITEM:

Authorize the form of and distribution of the Preliminary Official Statement for the Public
Facilities Financing Authority of the City of San Diego Senior Sewer Revenue Refunding Bonds,
Series 2015(the “2015 Bonds") and authorize the execution, delivery and distribution of the
Official Statement.

STAFF RECOMMENDATION:

Approve the requested actions.

EXECUTIVE SUMMARY OF ITEM BACKGROUND:

On June 2, 2015, the City Council authorized the issuance of the Senior Sewer Revenue
Refunding Bonds in one or more series, in an amount not to exceed $848.1 million to refund a
portion of the Authority’s outstanding Senior Sewer Revenue Bonds, Series 2009A and Senior
Sewer Revenue Refunding Bonds, Series 2009B (the “Series 2009A&B Bonds™), and Senior
Sewer Revenue Refunding Bonds, Series 2010A (the “Series 2010A Bonds™) and refund State
Revolving Fund (“SRF”) Loans, through June 30, 2017. The authorization included the approval
of the financing documents related to the Senior Sewer Revenue Refunding Bonds, including the
forms of the Supplement of the Master Installment Purchase Agreement, the Supplemental Bond
Indenture, and the Bond Purchase Agreement.

Staff is presenting the Preliminary Official Statement (POS) for the 2015 Bonds, for City
Council consideration. The Preliminary Official Statement for the 2015 Bonds describes the
bond offering to the marketplace and includes information about the structure and plan of
refunding, sources and uses of funds, security and sources of payment of the bonds, risk factors
and a description of pertinent financial, regulatory, and operational information regarding the
Wastewater System. In addition, it provides information that a reasonable investor for this
offering would require to make an informed investment decision.

In accordance with the Disclosure Practices Working Group (“DPWG”) Controls and
Procedures, a Financing Group convened to assist in the preparation of the POS and in
identifying and soliciting material from City departments. The Financing Group consisted of the
Disclosure Counsel, Deputy City Attorney for Finance, and staff from Public Utilities, Debt
Management, Financial Management, City Treasurer’s, and Office of the City Comptroller. All
of the aforementioned City departments have provided pertinent information for inclusion in the
POS and were available to address questions from the Disclosure Counsel, DPWG, and



underwriters and their counsel. Representatives from the underwriting syndicate, consisting of
senior and co manager firms and the underwriter’s counsel have reviewed the POS.

DPWG will review and approve the POS prior to the Council meeting. Consistent with the
DPWG Controls and Procedures, necessary certifications from various City management staff
involved in the preparation or review of the disclosures will be compiled by DPWG. The
certifications of the Mayor, the City Attorney, the Chief Financial Officer, and DPWG will be
provided to the City Council prior to the City Council hearing. Concurrent with this POS
authorization, the Public Facilities Financing Authority will convene to approve the form and
distribution of the POS, and delivery and distribution of the Official Statement (OS).

The POS for the 2015 Bonds is expected to be released on or about August 19, 2015, prior to
which any changes or updates to the POS will be distributed electronically to the City Council by
DPWG after review and approval. The 2015 Bonds are planned to be priced the week of August
31, 2015 and bond closing is anticipated to occur in October 2015.

CITY STRATEGIC PLAN GOAL(S)/OBJECTIVE(S):

Goal #1: Provide high quality public service.
Objective #1: Promote a customer-focused culture that prizes accessible, consistent, and
predictable delivery of services.

FISCAL CONSIDERATIONS:

Based on current market conditions approximately $344.7 million in oustanding 2009A, 2009B,
and 2010A Bonds are expected to be refunded with the issuance of the 2015 Bonds. This is
expected to result in annual savings of approximately $1.3 million in Fiscal Years 2016-2020
and annual savings of approximately $3.4 million in Fiscal Years 2021-2026. The pricing and
closing of the 2015 Bonds would be subject to market conditions; pursuant to the City’s Debt
Policy, the City will consider conducting an advance refunding if net present value savings of at
least 4% can be achieved. The proposed refunding is expected to exceed this threshold. All
savings will be allocated to Fund 700000 or Fund 700001.

The fees payable to Bond and Disclosure COunsel and all costs of issuance for the refunding will
be paid from the proceeds only on the successful closing of the 2015 Bonds. There is no impact
due to the costs of issuance on the General Fund or any other City fund.

EQUAL OPPORTUNITY CONTRACTING INFORMATION (IF APPLICABLE):

This agreement is subject to the City’s Equal Opportunity Contracting (San Diego Ordinance No.
18173, Sections 22.2701 through 22.2708) and Non Discrimination in Contracting Ordinance
(San Diego Municipal Code Sections 22.3501 through 22.3517).

PREVIOUS COUNCIL and/or COMMITTEE ACTION (describe any changes made to the item
from what was presented at committee):



On June 16, 2015 Ordinance No. O-20506 was approved by City Council, authorizing the
issuance of the 2015 Bonds and the related financing documents — See Report to City Council
Number 15-059.

On January 28, 2015, Debt Management presented three proposed economic refunding items to
the Budget and Government Efficiency Committee, of which one was the 2015 Bonds. The
Budget and Government Efficiency Committee forwarded the 2015 Bonds to the City Council
for approval.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

In February 2015, the Sewer Refunding Plan was presented to the Independent Rates Oversight
Committee (IROC) as an informational item.

In 2007, the Public Utilities Department conducted a Proposition 218 noticing process as part of
the approval for the rate increases necessary to support the CIP and corresponding bond issuance
projections for the Wastewater Utility.

The Public Utilities Department also conducts Community outreach on a project basis.
KEY STAKEHOLDERS AND PROJECTED IMPACTS:

Business entities included in the financing: Kutak Rock LLP (Bond and Disclosure Counsel); US
Bank, National Association (Trustee/Escrow Agent); Montague DeRose & Associates
(Municipal Advisor); Bank of America Merrill Lynch, Academy Securities, Fidelity Capital
Markets, Jefferies, and Morgan Stanley (Underwriters); Standard & Poor’s (Rating Agency);
Fitch Ratings (Rating Agency); AVIA Communications (Electronic Printing of POS and OS);
Causey Demgen & Moore P.C. (Verification Agent); and Raymond James & Associates,
Inc.(Escrow Fund Bidding Agent).

Kommi, Lakshmi
Originating Department

Deputy Chief/Chief Operating Officer



PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

Page

PRELIMINARY OFFICIAL STATEMENT

SENIOR SEWER REVENUE REFUNDING BONDS, SERIES 2015

(Payable Solely From Installment Payments

Secured by Wastewater System Net Revenues)

Log of Outstanding Items

Outstanding Items

Responsible Party

Expected Availability

Cover
Cover
Cover
Cover
Cover

Cover
Cover
Cover
Inside Cover
1
1
2

4
4

6-7
8
9-10
15
93

94

99
99
99
99
101

B-4
B-8
B-11
B-11
B-11

B-55

Date of Preliminary Official Statement
Ratings

Principal Amount of Bonds (2)

Date of Third Supplemental Indenture
Date of 2015-1 Supplement to Master
Installment Purchase Agreement
Outstanding Parity Obligations

Bond Delivery Date to DTC

Date of Official Statement

Maturity Schedule

Principal Amount of Bonds(2)

Date of Third Supplemental Indenture
Date of 2015-1 Supplement to Master
Installment Purchase Agreement
Receipt of SRF Loan

Percent of Bondholders approving
amendments

Bonds to be refunded

Estimated Sources and Uses of Funds
Redemption Provisions

Reserve Requirement

Premium Bonds

Discount Bonds

Ratings

Initial Purchase Price
Original Issue Premium
Underwriters’ Discount
Signature Page

Date of Third Supplemental Indenture
Principal Payment Date

Date of Third Supplemental Indenture
2015 Closing Date

Date of 2015-1 Supplement to Master
Installment Purchase Agreement

Date of 2015-1 Supplement to Master
Installment Purchase Agreement

4851-7657-6294.1

Bond Counsel
City
Underwriters
Bond Counsel
Bond Counsel

City
Underwriters
Bond Counsel
Underwriters
Underwriters
Bond Counsel
Bond Counsel

City
Bond Counsel

Underwriters
Underwriters
Underwriters
Underwriters

Underwriters/Bond

Counsel

Underwriters/Bond

Counsel
City
Underwriters
Underwriters
Underwriters
Authority/City

Bond Counsel
Underwriters
Bond Counsel
Underwriters
Bond Counsel

Bond Counsel

Upon Posting of POS
Upon Posting of POS
Upon Sale of Bonds

Upon Posting of POS
Upon Posting of POS

Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Upon Posting of POS
Upon Posting of POS

Upon Posting of POS
Upon Sale of Bonds

Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds

Upon Sale of Bonds

Upon Posting of POS
Upon Sale of Bonds
Upon Sale of Bonds
Upon Sale of Bonds
Preclosing

Upon Posting of POS
Upon Sale of Bonds
Upon Posting of POS
Upon Sale of Bonds

Upon Posting of POS

Upon Posting of POS



Page

Outstanding Items

Responsible Party

Expected Availability

D-1

D-1
D-1
D-1
D-7

D-8

Form of Bond Counsel Opinion
Date of Continuing Disclosure
Agreement

Principal Amount of Bonds
Date of Third Supplemental Indenture
Date of Official Statement
Signature Page

Date of Issuance

Date of Continuing Disclosure
Agreement

Filing Date of Annual Report

4851-7657-6294.1

Bond Counsel
Bond Counsel

Bond Counsel
Bond Counsel
Bond Counsel
City
Bond Counsel
Bond Counsel

City/Dissemination
Agent

Upon Closing Date
Upon Sale of Bonds

Upon Sale of Bonds
Upon Posting of POS
Upon Sale of Bonds
Preclosing

Upon Sale of Bonds
Upon Sale of Bonds

Upon Failure to File



This Preliminary Official Statement and the information contained herein are subject to completion or amendment. These securities may not be sold nor may offers to buy be accepted prior to the time the Official Statement

is delivered in final form. Under no circumstances shall this Preliminary Official Statement constitute an offer to sell or a solicitation of an offer to buy nor shall there be any sale of these securities in any jurisdiction in

which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of any such jurisdiction.

DRAFT (7/21/15)
PRELIMINARY OFFICIAL STATEMENT DATED AUGUST [__], 2015

NEW ISSUE—BOOK-ENTRY ONLY RATINGS:
S&P: “[_1”

Fitch: « ]”
(See “RATINGS” herein.)

In the opinion of Kutak Rock LLP, Bond Counsel, under existing laws, regulations, rulings and judicial decisions and assuming the accuracy of certain
representations and continuing compliance with certain covenants, interest on the Series 2015 Bonds is excluded from gross income for federal income tax
purposes and is not a specific preference item for purposes of the federal alternative minimum tax. Bond Counsel is further of the opinion that interest on the
Series 2015 Bonds is exempt from present State of California personal income taxes. For a more complete description, see “TAX MATTERS™ herein.

$[PAR]
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

[Insert Logo] SENIOR SEWER REVENUE REFUNDING BONDS, SERIES 2015
(Payable Solely From Installment Payments
Secured by Wastewater System Net Revenues)

Dated: Date of Delivery Due: May 15, as shown on the inside cover page

The $[PAR]" Public Facilities Financing Authority of the City of San Diego Senior Sewer Revenue Refunding Bonds, Series 2015 (Payable Solely From
Installment Payments Secured by Wastewater System Net Revenues) (the “Series 2015 Bonds™), are being issued by the Public Facilities Financing Authority of
the City of San Diego (the “Authority”) pursuant to the provisions of the Joint Exercise of Powers Act (commencing with Section 6500) of the Government Code
of the State of California (the “State™) and an Indenture, dated as of May 1, 2009 (the “Original Indenture™), as amended and supplemented by a First Supplemental
Indenture, dated as of June 1, 2009, a Second Supplemental Indenture, dated as of April 1, 2010, and a Third Supplemental Indenture, to be dated as of | 1,
2015 (the Original Indenture, as so amended and supplemented, is referred to herein as the “Indenture”), each by and between the Authority and U.S. Bank
National Association, as trustee (the “Trustee™). The proceeds of the Series 2015 Bonds will be used to refund all or a portion of the Authority’s outstanding Senior
Sewer Revenue Bonds, Series 2009A, Senior Sewer Revenue Refunding Bonds, Series 2009B, and/or Senior Sewer Revenue Refunding Bonds, Series 2010A, and
pay costs of issuance with respect to the Series 2015 Bonds.

THE SERIES 2015 BONDS ARE LIMITED OBLIGATIONS OF THE AUTHORITY AND ARE PAYABLE SOLELY FROM THE
REVENUES OF THE AUTHORITY PLEDGED FOR SUCH PURPOSE, AND AMOUNTS ON DEPOSIT IN CERTAIN FUNDS AND ACCOUNTS
ESTABLISHED, UNDER THE INDENTURE. EXCEPT AS AFORESAID, THE SERIES 2015 BONDS DO NOT CONSTITUTE A DEBT OR
LIABILITY OF THE AUTHORITY, THE CITY OR THE STATE AND NEITHER THE FAITH NOR CREDIT OF THE AUTHORITY, THE CITY
OR THE STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR INTEREST ON THE SERIES 2015 BONDS. THE
AUTHORITY HAS NO TAXING POWER.

The Series 2015 Bonds are limited obligations of the Authority primarily secured by Revenues of the Authority, which consist primarily of 2015-1
Installment Payments to be made by the City to the Authority, pursuant to the Master Installment Purchase Agreement, dated as of September 1, 1993, as amended
and supplemented (the “Master Installment Purchase Agreement™), including as supplemented by the 2015-1 Supplement to the Master Installment Purchase
Agreement, to be dated as of [ ] 1, 2015 (the “2015-1 Supplement” and, together with the Master Installment Purchase Agreement, the “Installment Purchase
Agreement”), each by and between the City and the Authority, and amounts on deposit in certain funds and accounts established under the Indenture (other than
amounts on deposit in the Rebate Fund). The City has pledged Net System Revenues of the Wastewater System pursuant to the Installment Purchase Agreement to
the payment of the Installment Payments, including the 2015-1 Installment Payments. The City’s pledge and assignment of and lien on the Net System Revenues
securing the 2015-1 Installment Payments are, in all respects, on parity with the City’s pledge and assignment of and lien on the Net System Revenues securing the
other Parity Obligations under the Installment Purchase Agreement. The principal of and interest on the Series 2015 Bonds are not a debt of the City nor a legal or
equitable pledge, charge, lien or encumbrance upon any of its property or upon any of its income, receipts or revenues but are secured by and payable solely from
the Revenues of the Authority and amounts on deposit in certain funds and accounts established under the Indenture (other than amounts on deposit in the Rebate
Fund).

Pursuant to the Installment Purchase Agreement, the City may incur additional obligations, payments with respect to which will be on parity with or
subordinate in priority to the City’s obligation to make 2015-1 Installment Payments, subject to satisfaction of the conditions specified in the Installment Purchase
Agreement. Upon the incurrence of the 2015-1 Installment Payments and the refundings described herein, there will be Outstanding Parity Obligations in the
aggregate principal amount of $ , and Subordinated Obligations in the aggregate principal amount of $41,970,610. See “SECURITY AND SOURCES
OF PAYMENT FOR THE SERIES 2015 BONDS—Outstanding Obligations” herein.

The Series 2015 Bonds will accrue interest from their date of delivery and interest thereon will be payable on May 15 and November 15 of each year,
commencing on November 15, 2015. The Series 2015 Bonds will bear interest at the respective rates per annum set forth on the inside cover page hereof. See
“DESCRIPTION OF THE SERIES 2015 BONDS—General” herein and “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS” attached
hereto.

The Series 2015 Bonds will be issued only in fully-registered form in denominations of $5,000 and any integral multiple thereof, and when issued, will
be registered in the name of Cede & Co., as the nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities depository
for the Series 2015 Bonds. Ownership interests in the Series 2015 Bonds may be purchased in book-entry form only. So long as DTC or its nominee is the Owner
of the Series 2015 Bonds, principal of and interest on the Series 2015 Bonds will be made as described in “APPENDIX G—INFORMATION REGARDING THE
BOOK-ENTRY-ONLY SYSTEM?” attached hereto.

The Series 2015 Bonds are subject to optional redemption and mandatory sinking fund redemption prior to maturity as described herein. See
“DESCRIPTION OF THE SERIES 2015 BONDS—Redemption” herein.

Purchasers of the Series 2015 Bonds will be deemed to have consented to certain amendments to the Indenture. See “INTRODUCTION—
Amendments to Indenture” herein.

This cover page contains information for general reference only. Potential purchasers are advised to read the entire Official Statement to obtain
information essential to making an informed investment decision. Capitalized terms used on this cover page and not otherwise defined have the meanings set forth
herein.

The Series 2015 Bonds are offered when, as and if issued, subject to the legal opinion of Kutak Rock LLP, Bond Counsel. Certain legal matters will be
passed upon for the Authority by Kutak Rock LLP acting as Disclosure Counsel to the Authority for the Series 2015 Bonds, for the City by Jan I. Goldsmith, City

“ Preliminary; subject to change.
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Attorney, and for the Underwriters by their counsel, Stradling Yocca Carlson & Rauth, a Professional Corporation. It is anticipated that the Series 2015 Bonds will
be available for delivery through the facilities of DTC in New York, New York, on or about ], 2015.

BofA Merrill Lynch
Academy Securities Fidelity Capital Markets Jefferies Morgan Stanley

Date of Official Statement:
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DRAFT (7/21/15)

$[PAR]
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

SENIOR SEWER REVENUE REFUNDING BONDS, SERIES 2015
(PAYABLE SOLELY FROM INSTALLMENT PAYMENTS
SECURED BY WASTEWATER SYSTEM NET REVENUES)

MATURITY SCHEDULE

Maturity Date Principal Interest
(May 15) Amount Rate Yield Price CUSIP?
$ % Term Bonds due May 15, 20___ - Yield: % - Price’: % - CUSIP*:

* Preliminary; subject to change.

T Reoffering yields/prices are furnished by the Underwriters. Neither the Authority nor the City takes any responsibility for the
accuracy thereof.

iCopyright 2015, American Bankers Association. CUSIP® is a registered trademark of the American Bankers Association. The
CUSIP data herein is provided by the CUSIP Service Bureau, managed on behalf of the American Bankers Association by
Standard & Poor’s. The CUSIP numbers are not intended to create a database and do not serve in any way as a substitute for
CUSIP service. CUSIP numbers have been assigned by an independent company not affiliated with the Authority or the City and
are provided solely for convenience and reference. The CUSIP numbers for a specific maturity are subject to change after the
issuance of the Series 2015 Bonds. None of the Authority, the City or the Underwriters take responsibility for the accuracy of the
CUSIP numbers.
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No dealer, broker, salesperson or other person has been authorized by the City or the Authority to
give any information or to make any representations in connection with the offer or sale of the Series
2015 Bonds other than those contained herein and, if given or made, such other information or
representations must not be relied upon as having been authorized by the City or the Authority. This
Official Statement does not constitute an offer to sell or the solicitation of an offer to buy nor shall there
be any sale of the Series 2015 Bonds by a person in any jurisdiction in which it is unlawful for such
person to make an offer, solicitation or sale.

This Official Statement is not a contract with the purchasers of the Series 2015 Bonds.
Statements contained in this Official Statement which involve estimates, forecasts or matters of opinion,
whether or not expressly so described herein, are intended solely as such and are not to be construed as a
representation of facts. The summaries and references to documents, statutes and constitutional
provisions referred to herein do not purport to be comprehensive or definitive and are qualified in their
entireties by reference to each such document, statute and constitutional provision.

The information set forth herein has been obtained from the City and by other sources which are
believed to be reliable. The information and expressions of opinion herein are subject to change without
notice and neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the City, the
Authority or any other parties described herein since the date hereof.

The Underwriters have provided the following sentence for inclusion in this Official Statement:
The Underwriters have reviewed the information in this Official Statement in accordance with, and as part
of, their responsibility to investors under the Federal securities law as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of
such information.

This Official Statement is submitted in connection with the issuance of the Series 2015 Bonds
referred to herein and may not be reproduced or used, in whole or in part, for any other purpose.

The City maintains a website with investor information at
http://www.sandiego.gov/investorinformation. However, the information presented there is not part of
this Official Statement, is not incorporated by reference herein and should not be relied upon in making
an investment decision with respect to the Series 2015 Bonds.

IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVERALLOT
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE
SERIES 2015 BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN
THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME. THE UNDERWRITERS MAY OFFER AND SELL THE SERIES 2015 BONDS TO
CERTAIN DEALERS AND DEALER BANKS AND BANKS ACTING AS AGENT AT PRICES
LOWER THAN THE PUBLIC OFFERING PRICE STATED ON THE COVER PAGE HEREOF AND
SAID PUBLIC OFFERING PRICE MAY BE CHANGED FROM TIME TO TIME BY THE
UNDERWRITERS.

THE SERIES 2015 BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES
ACT OF 1933, AS AMENDED, IN RELIANCE UPON AN EXCEPTION FROM THE
REGISTRATION REQUIREMENTS CONTAINED IN SECTION 3(A)(2) OF SUCH ACT. THE
BONDS HAVE NOT BEEN REGISTERED OR QUALIFIED UNDER THE SECURITIES LAWS OF
ANY STATE. THE INDENTURE HAS NOT BEEN QUALIFIED UNDER THE TRUST INDENTURE
ACT OF 1939, AS AMENDED, IN RELIANCE UPON AN EXEMPTION CONTAINED IN SUCH
ACT.
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OFFICIAL STATEMENT

$[PAR]
PUBLIC FACILITIES FINANCING AUTHORITY OF THE CITY OF SAN DIEGO

SENIOR SEWER REVENUE REFUNDING BONDS, SERIES 2015
(Payable Solely From Installment Payments
Secured by Wastewater System Net Revenues)

INTRODUCTION

This introduction is not a summary of this Official Statement. It is only a brief description of and
guide to, and is qualified by, more complete and detailed information contained in the entire Official
Statement, including the cover page, inside cover page and appendices hereto, and the documents
described herein. All statements contained in this introduction are qualified in their entirety by reference
to the entire Official Statement. References to and summaries of the laws of the State of California and
any documents referred to herein do not purport to be complete and such references are qualified in their
entirety by reference to the complete provisions of such laws and documents. All capitalized terms used
in this Official Statement and not otherwise defined herein have the meanings given to such terms in the
Indenture and the Installment Purchase Agreement. See “APPENDIX B—SUMMARY OF PRINCIPAL
LEGAL DOCUMENTS.”

General

The $[PAR]" Public Facilities Financing Authority of the City of San Diego Senior Sewer
Revenue Refunding Bonds, Series 2015 (Payable Solely From Installment Payments Secured by
Wastewater System Net Revenues) (the “Series 2015 Bonds”™), are being issued by the Public Facilities
Financing Authority of the City of San Diego (the “Authority”) pursuant to the provisions of the Joint
Exercise of Powers Act (commencing with Section 6500) of the Government Code of the State of
California (the “State”) and an Indenture, dated as of May 1, 2009 (the “Original Indenture”), as amended
and supplemented by a First Supplemental Indenture, dated as of June 1, 2009, a Second Supplemental
Indenture, dated as of April 1, 2010, and a Third Supplemental Indenture, to be dated as of | | 1,
2015 (the Original Indenture, as so amended and supplemented, is referred to herein as the “Indenture”),
each by and between the Authority and U.S. Bank National Association, as trustee thereunder (the
“Trustee”). The proceeds of the Series 2015 Bonds will be used to refund all or a portion of the
Authority’s outstanding Senior Sewer Revenue Bonds, Series 2009A (the “Series 2009A Bonds”), Senior
Sewer Revenue Refunding Bonds, Series 2009B (the “Series 2009B Bonds”), and/or Senior Sewer
Revenue Refunding Bonds, Series 2010A (the “Series 2010A Bonds™), and to pay costs of issuance with
respect to the Series 2015 Bonds. As of June 30, 2015, the Series 2009A Bonds were Outstanding in the
aggregate principal amount of $378,115,000, the Series 2009B Bonds were Outstanding in the aggregate
principal amount of $435,490,000, and the Series 2010A Bonds were Outstanding in the aggregate
principal amount of $161,930,000.

The Series 2015 Bonds

The Series 2015 Bonds will accrue interest from their date of delivery and interest thereon will be
payable on May 15 and November 15 of each year, commencing on November 15, 2015 (each, an
“Interest Payment Date”). The Series 2015 Bonds will bear interest at the respective rates per annum set
forth on the inside cover page hereof. See “DESCRIPTION OF THE SERIES 2015 BONDS—General.”

* Preliminary; subject to change.
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The Series 2015 Bonds will be issued only in fully-registered form in denominations of $5,000
and any integral multiple thereof, and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository for the Series 2015 Bonds. Ownership interests in the Series 2015 Bonds may be purchased in
book-entry form only. So long as DTC or its nominee is the Owner of the Series 2015 Bonds, the
principal of and interest on the Series 2015 Bonds will be made as described in “APPENDIX G—
INFORMATION REGARDING THE BOOK-ENTRY-ONLY SYSTEM.”

Security and Sources of Payment for the Series 2015 Bonds

The City of San Diego (the “City”) owns the Wastewater System and operates the system through
its Public Utilities Department (the “Department”). The City has expanded the Wastewater System from
time to time to satisfy its mission statement, which is to provide wastewater collection, treatment,
discharge and disposal. See “THE WASTEWATER SYSTEM.”

The Series 2015 Bonds are limited obligations of the Authority secured by a pledge of Revenues
(herein defined) of the Authority, consisting primarily of 2015-1 Installment Payments (herein defined) to
be made by the City pursuant to the Master Installment Purchase Agreement, dated as of September 1,
1993, as amended and supplemented (the “Master Installment Purchase Agreement”), including as
supplemented by the 2015-1 Supplement to the Master Installment Purchase Agreement, to be dated as of
[ ] 1, 2015 (the “2015-1 Supplement” and, together with the Master Installment Purchase
Agreement, the “Installment Purchase Agreement”), each by and between the City and the Authority, and
amounts on deposit in certain funds and accounts established under the Indenture (other than amounts on
deposit in the Rebate Fund). The City has pledged Net System Revenues (herein defined) of the
Wastewater System pursuant to the Installment Purchase Agreement to the payment of the Installment
Payments, including the 2015-1 Installment Payments. The pledge and assignment of and lien on the Net
System Revenues securing the payment of the 2015-1 Installment Payments are, in all respects, on parity
with the pledge and assignment of and lien on the Net System Revenues securing the payment of the other
Parity Obligations (as defined in the Installment Purchase Agreement; and the bonds secured by a pledge
of the revenues from such Parity Obligations are referred to herein as “Parity Bonds™) under the
Installment Purchase Agreement. See “SECURITY AND SOURCES OF PAYMENT FOR THE
SERIES 2015 BONDS.”

THE SERIES 2015 BONDS ARE LIMITED OBLIGATIONS OF THE AUTHORITY AND
ARE PAYABLE SOLELY FROM THE REVENUES OF THE AUTHORITY PLEDGED FOR
SUCH PURPOSE, AND AMOUNTS ON DEPOSIT IN CERTAIN FUNDS AND ACCOUNTS
ESTABLISHED, UNDER THE INDENTURE. EXCEPT AS AFORESAID, THE SERIES 2015
BONDS DO NOT CONSTITUTE A DEBT OR LIABILITY OF THE AUTHORITY, THE CITY
OR THE STATE AND NEITHER THE FAITH NOR CREDIT OF THE AUTHORITY, THE
CITY OR THE STATE ARE PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF OR
INTEREST ON THE SERIES 2015 BONDS. THE AUTHORITY HAS NO TAXING POWER.

Redemption of the Series 2015 Bonds
The Series 2015 Bonds are subject to optional redemption and mandatory sinking fund

redemption prior to maturity as described herein. See “DESCRIPTION OF THE SERIES 2015
BONDS—Redemption.”

4819-1461-6866.12 2



Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates
and charges for the Wastewater Service which will be at least sufficient (a) to pay during each Fiscal Year
all Obligations (other than Parity Obligations) payable in such Fiscal Year; and (b) to yield during each
Fiscal Year Net System Revenues equal to 120% of the Debt Service (defined in the Installment Purchase
Agreement generally to mean the aggregate amount of principal, sinking fund payments and interest
payable in respect of all Parity Obligations for the applicable Fiscal Year) for such Fiscal Year. The
Wastewater Service rendered by the City includes services relating to the Metropolitan Sub-System
(herein defined), of which the Participating Agencies (herein defined) are a part. See “THE
WASTEWATER SYSTEM—Participating Agencies” for a description of the rates and charges paid and
to be paid by the Participating Agencies. See also “SECURITY AND SOURCES OF PAYMENT FOR
THE SERIES 2015 BONDS—Rate Covenant,” “WASTEWATER SYSTEM FINANCIAL
OPERATIONS—Rate Stabilization Fund and Other Reserves,” “RISK FACTORS—Rate-Setting Process
Under Proposition 218” and “CONSTITUTIONAL LIMITATIONS ON TAXES AND WASTEWATER
RATES AND CHARGES—Articles XIIIC and XIID” and “APPENDIX B—SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS—Installment Purchase Agreement—Selected Covenants of the
City—Amount of Rates and Charges; Rate Stabilization Fund.”

Reserve Fund

The Indenture currently requires the Authority to establish and maintain a Reserve Fund to secure
the payment of the principal of and interest on the Reserve Fund Participating Bonds (defined herein).
The Authority must maintain in the Reserve Fund or have credited thereto an amount of money equal to
the Reserve Requirement. “Reserve Requirement” is defined to be, as of any date of calculation, the least
of (i) 10% of the proceeds (within the meaning of Section 148 of the Code) of the Reserve Fund
Participating Bonds; (ii) 125% of average annual debt service on the then-Outstanding Reserve Fund
Participating Bonds; and (iii) Maximum Annual Debt Service with respect to the Reserve Fund
Participating Bonds for that and any subsequent Fiscal Year. On the date of issuance of the Series 2015
Bonds, the Reserve Fund Participating Bonds will include the nonrefunded Series 2009A Bonds, the
nonrefunded 2009B Bonds, the nonrefunded 2010A Bonds and the Series 2015 Bonds. However,
following the Amendment Effective Date (as defined under “—Amendments to Indenture”), the City
currently expects to elect that the Series 2015 Bonds will no longer be included as Reserve Fund
Participating Bonds and will no longer be secured by the Reserve Fund or any other debt service reserve
fund. See “—Amendments to Indenture” below and “APPENDIX F—AMENDMENTS TO
INDENTURE.” Also see “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2015
BONDS—Reserve Fund.”

Outstanding Obligations

As June 30, 2015, there was $1,066,720,039 aggregate principal amount of Parity Obligations
outstanding, consisting of Installment Payments relating to the Series 2009A Bonds, the Series 2009B
Bonds, the Series 2010A Bonds and the Existing Parity SRF Loans (herein defined) (collectively, the
“Outstanding Parity Obligations”), and $41,970,610 aggregate principal amount of Subordinated
Obligations, consisting of the Existing Subordinated SRF Loans (herein defined) (collectively, the
“QOutstanding Subordinated Obligations”). See “SECURITY AND SOURCES OF PAYMENT FOR
THE SERIES 2015 BONDS—Outstanding Obligations.” The Outstanding Parity Obligations and the
Outstanding Subordinated Obligations were incurred to finance and refinance the costs of certain
improvements relating to the Wastewater System.
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Incurrence of Additional Obligations

Pursuant to the Installment Purchase Agreement, the City may incur additional Obligations,
payments with respect to which will be on parity with or subordinate in priority to the City’s obligation to
make 2015-1 Installment Payments, subject to satisfaction of the conditions specified in the Installment
Purchase Agreement. [In 2014, the Department applied to the State Water Resources Control Board (the
“State Water Resources Board”) for an approximately $43 million loan from the Clean Water State
Revolving Fund (the “Additional Parity SRF Loan”) to finance the installation of plant-based electrical
generators for the Pump Station 2 Power Reliability and Surge Protection project at the Point Loma Plant
(herein defined). The Additional Parity SRF Loan, which is pending San Diego City Council approval
and final approval from the State Water Resources Board, is expected to have a term of twenty years and
will constitute a Parity Obligation under the Instaliment Purchase Agreement.] See “SECURITY AND
SOURCES OF PAYMENT FOR THE SERIES 2015 BONDS—Incurrence of Additional Obligations.”
The City also expects to incur additional Obligations from time to time to finance a portion of the capital
improvements to the Wastewater System, as described under the caption “WASTEWATER SYSTEM
CAPITAL IMPROVEMENT PROGRAM.”

Amendments to Indenture

Pursuant to the Third Supplemental Indenture, certain amendments will be made to the Original
Indenture (the “Proposed Amendments”), which are described in Appendix F hereto. The Proposed
Amendments will not become effective until such time as the Owners of 51% in aggregate principal
amount of the Bonds then Outstanding have consented to such Proposed Amendments (the “Amendment
Effective Date”). By the purchase and acceptance of the Series 2015 Bonds, the Owners and
Beneficial Owners of the Series 2015 Bonds are deemed to have consented to the Proposed
Amendments. Any Owners and Beneficial Owners of Bonds issued on and after the date of issuance of
the Series 2015 Bonds (including the Series 2015 Bonds) will be deemed to have consented to and will be
subject to the Proposed Amendments, but only after the Owners of 51% in aggregate principal amount of
the Bonds then Outstanding have consented to the Proposed Amendments. On the date of issuance of the
Series 2015 Bonds, % of the Owners of the then-Outstanding Bonds (the unrefunded Series 2009A
Bonds, the unrefunded Series 2009B Bonds, the unrefunded Series 2010A Bonds and the Series 2015
Bonds) will have consented to the Proposed Amendments. At this time there can be no assurance that the
Proposed Amendments will become effective within any definite time frame.

The Proposed Amendments include, among other amendments, changes to the requirement under
the Original Indenture that the Series 2015 Bonds and any Additional Bonds issued after the date of
issuance of the Series 2015 Bonds participate in and be secured by the Reserve Fund. The Proposed
Amendments will allow the Series 2015 Bonds and any Additional Bonds issued after the date of issuance
of the Series 2015 Bonds to (i) participate in and be secured by the Reserve Fund, or (ii) participate in and
be secured by a separate debt service reserve fund, or (iii) not participate in or be secured by the Reserve
Fund or any other debt service reserve fund. The City currently expects that upon the Amendment
Effective Date it will elect that the Series 2015 Bonds will no longer participate in or be secured by the
Reserve Fund or any other debt service reserve fund. At the time the Series 2015 Bonds are no longer
secured by the Reserve Fund, the City expects that the Reserve Requirement will be reduced and moneys
on deposit in the Reserve Fund will be released and applied by the City for any lawful purpose, including,
among others, payment of costs of capital improvements to the Wastewater System. See “RISK
FACTORS—ATfter Amendment Effective Date Series 2015 Bonds May Not be Secured by Reserve
Fund.”
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Continuing Disclosure

The City has agreed to provide, or cause to be provided, in accordance with Rule 15¢2-12(b)(5),
promulgated by the U.S. Securities and Exchange Commission under the Securities Exchange Act of
1934, as amended (the “Rule”), certain annual financial information and operating data and notice of
certain enumerated events. These covenants have been made in order to assist the Underwriters in
complying with the Rule. See “CONTINUING DISCLOSURE.”

Forward-Looking Statements

Certain statements included or incorporated by reference in this Official Statement constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” “budget,” “projected” or other similar words. The achievement of certain
results or other expectations contained in such forward-looking statements involve known and unknown
risks, uncertainties and other factors which may cause actual results, performance or achievements
described to be materially different from any future results, performance or achievements expressed or
implied by such forward-looking statements. Although such expectations reflected in such forward-
looking statements are reasonable, there can be no assurance that such expectations will prove to be
correct in whole or in part. Neither the City nor the Authority is obligated to issue any updates or
revisions to the forward-looking statements if or when expectations, or events, conditions or
circumstances on which such statements are based do or do not occur.

Tax Matters

In the opinion of Kutak Rock LLP, Bond Counsel, under existing laws, regulations, rulings and
judicial decisions and assuming the accuracy of certain representations and continuing compliance with
certain covenants made by the City and the Authority, interest on the Series 2015 Bonds is excluded from
gross income for federal income tax purposes. Bond Counsel also is of the opinion that interest on the
Series 2015 Bonds is not a specific preference item for purposes of the federal alternative minimum tax
imposed on individuals and corporations, however, such interest is included in adjusted current earnings
of certain corporations, and such corporations are required to include in the calculation of federal
alternative minimum taxable income 75% of the excess of such corporations’ adjusted current earnings
over their federal alternative minimum taxable income (determined without regard to such adjustment and
prior to reduction for certain net operating losses). Bond Counsel is further of the opinion that interest on
the Series 2015 Bonds is exempt from present State of California personal income taxes. See “TAX
MATTERS” herein regarding certain other tax considerations.

Miscellaneous

Brief descriptions of the Series 2015 Bonds, the Indenture, the Installment Purchase Agreement,
and certain other documents are included in this Official Statement and the appendices hereto. Such
descriptions do not purport to be comprehensive or definitive. All references herein to such documents
and any other documents, statutes, reports or other instruments described herein are qualified in their
entirety by reference to each such document, statute, report or other instrument. Copies of such
documents may be obtained upon written request to the Trustee at U.S. Bank National Association, 633
W. 5" Street, 24™ Floor, Los Angeles, California 90071. The Trustee may charge for the duplication and
mailing of documents.
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THE AUTHORITY

The Authority is a California joint exercise of powers authority established pursuant to the Third
Amended and Restated Joint Exercise of Powers Agreement, dated as of January 1, 2013, by and among
the City, the City solely in its capacity as the designated successor agency (the “Successor Agency”) to
the former Redevelopment Agency of the City of San Diego (the “Former RDA”), and the Housing
Authority of the City of San Diego (the “Housing Authority”). The Authority is organized, in part, to
finance certain public capital improvements of the City, the Successor Agency or the Housing Authority.
See “RISK FACTORS—L.itigation Regarding Authority Revenue Bonds” and “CHALLENGES TO
OTHER AUTHORITY REVENUE BONDS.”

Except as provided in the Indenture, the Authority has no liability to the owners or Beneficial
Owners of any of the Series 2015 Bonds and has pledged none of its moneys, funds or assets toward the
payment of any amount due in connection with the Series 2015 Bonds. The Authority is governed by its
own Board of Commissioners consisting of the members of the San Diego City Council. The Authority is
dependent upon the officers and employees of the City to administer its programs.

PLAN OF REFUNDING

The Series 2015 Bonds are being issued to (a) refund all or a portion of (i) the Series 2009A
Bonds maturing on and after May 15, 2020" (the “Refunded Series 2009A Bonds”), (ii) the Series 2009B
Bonds maturing on and after May 15, 2020 (the “Refunded Series 2009B Bonds™), and/or (iii) the Series
2010A Bonds maturing on and after May 15, 2024" (the “Refunded Series 2010A Bonds™), and (b) pay
the costs of issuance of the Series 2015 Bonds.

The specific principal amount, if any, of each maturity of the Refunded Series 2009A Bonds, the
Refunded Series 2009B Bonds and/or the Refunded Series 2010A Bonds that will be refunded
(collectively, the “Refunded Bonds”) will be determined by the City, at the time the Authority, the City
and the Underwriters (herein defined) sign the Bond Purchase Agreement (herein defined). The issuance
of the Series 2015 Bonds and the refunding of the Refunded Bonds are subject to market conditions, and
the Series 2015 Bonds will only be issued to refund the Refunded Bonds if such issuance and refunding
result in acceptable debt service savings to the City.

The Refunded Series 2009A Bonds, the Refunded Series 2009B Bonds and the Refunded Series
2010A Bonds are described in more detail in the following tables.

“ Preliminary; subject to change.
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Refunded Series 2009A Bonds ™

Maturity
Date Principal CUSIP Maturity Date Principal CUSIP

(May 15) Amount Number? (May 15) Amount Number?
2020 $ 9,835,000 79730AFQ6 2026 $ 13,040,000 79730AFTO
2021 10,230,000 79730AGC6 2027 13,695,000 79730AGF9
2022 2,430,000 79730AFR4 2028 14,380,000 79730AGG7
2022 8,315,000 79730AGJ1 2029 15,100,000 79730AFU7
2023 11,270,000 79730AGD4 2034 79,520,000 79730AGKS3
2024 11,830,000 79730AFS2 2034 8,655,000 79730AFV5
2025 12,425,000 79730AGE2 2039 113,915,000 79730AGH5

" Preliminary; subject to change.
! The Refunded Series 2009A Bonds will be redeemed on May 15, 2019 at a redemption price of 100%.

2

responsibility for the accuracy of such CUSIP numbers or for any changes or errors in the list of CUSIP numbers.

Refunded Series 2009B Bonds

CUSIP numbers are provided only for the convenience of the reader. None of the Authority, the City or the Underwriters undertake any

Maturity
Date Principal CUSIP Maturity Date Principal CUSIP

(May 15) Amount Number? (May 15) Amount Number?
2020 $ 1,535,000 79730AHF8 2022 $58,795,000 79730AHL5
2020 52,760,000 79730AHG6 2023 275,000 79730AHM3
2021 600,000 79730AHH4 2023 62,550,000 79730AHN1
2021 56,395,000 79730AHJO 2024 13,270,000 79730AHP6
2022 1,050,000 79730AHK7 2025 13,930,000 79730AHQ4

" Preliminary; subject to change.
! The Refunded Series 2009B Bonds will be redeemed on May 15, 2019 at a redemption price of 100%.

2

responsibility for the accuracy of such CUSIP numbers or for any changes or errors in the list of CUSIP numbers.
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Refunded Series 2010A Bonds ™

Maturity
Date Principal CUSIP

(May 15) Amount Number?
2024 $34,060,000 79730AHR2
2025 35,845,000 79730AHSO
2026 29,170,000 79730AHTS8
2027 30,690,000 79730AHUS
2028 15,670,000 79730AHV3
2029 16,495,000 79730AHW1

“ Preliminary; subject to change.
! The Refunded Series 2010A Bonds will be redeemed on May 15,
2020 at a redemption price of 100%.

CUSIP numbers are provided only for the convenience of the reader.

None of the Authority, the City or the Underwriters undertake any
responsibility for the accuracy of such CUSIP numbers or for any
changes or errors in the list of CUSIP numbers.

CUSIP numbers are provided only for the convenience of the reader. None of the Authority, the City or the Underwriters undertake any



If issued, a portion of the proceeds of the Series 2015 Bonds, [together with certain available
moneys of the City,] will be deposited in separate escrow funds for the Refunded Bonds (collectively, the
“Escrow Funds”) to be established under the terms of an escrow agreement between the Authority and
U.S. Bank National Association, as trustee and escrow agent. Certain amounts deposited into the Escrow
Funds will be invested in direct, noncallable obligations of the United States Treasury and all remaining
amounts deposited into the Escrow Funds will be held uninvested in cash. Amounts on deposit in the
Escrow Funds will be used to pay the redemption price of and interest on the Refunded Bonds on the
respective interest payment dates and redemption dates.

Upon delivery of the Series 2015 Bonds, Causey Demgen & Moore P.C., a firm of independent
certified public accountants (the “Verification Agent”), will deliver a report stating that it has verified the
mathematical accuracy of the computations contained in the provided schedules to determine that the
amounts to be held in the Escrow Funds will be sufficient to pay the redemption price of and interest on
the Refunded Bonds on the respective interest payment dates and redemption dates. See
“VERIFICATION OF MATHEMATICAL COMPUTATIONS.”

ESTIMATED SOURCES AND USES OF FUNDS
The proceeds of the Series 2015 Bonds and their expected uses are set forth below:
SOURCES:
Principal Amount of the Series 2015 Bonds $

Original Issuance Premium/(Discount)
Release of Excess from Reserve Fund

Total Sources $
USES:
Deposit to Series 2009A Escrow Fund $

Deposit to Series 2009B Escrow Fund
Deposit to Series 2010A Escrow Fund
Underwriters’ Discount
Costs of Issuance®
Total Uses $

1 Includes Trustee and escrow agent fees, municipal advisor fees and expenses, rating agency fees,
bond and disclosure counsel fees and expenses, Verification Agent fees, printing costs and other
costs of issuing the Series 2015 Bonds.

DESCRIPTION OF THE SERIES 2015 BONDS
General

The Series 2015 Bonds will be issued as fully-registered bonds in denominations of $5,000 and
any integral multiple thereof and when issued, will be registered in the name of Cede & Co., as the
nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will act as securities
depository for the Series 2015 Bonds. Ownership interests in the Series 2015 Bonds may be purchased in
book-entry form only. So long as DTC or its nominee is the Owner of the Series 2015 Bonds, principal
of and interest on the Series 2015 Bonds will be made as described in “APPENDIX G—INFORMATION
REGARDING THE BOOK-ENTRY ONLY SYSTEM.”
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The Series 2015 Bonds will accrue interest from their date of delivery and interest thereon will be
payable on May 15 and November 15 of each year, commencing on November 15, 2015. The Series
2015 Bonds will bear interest at the respective rates set forth on the inside cover page hereof.

Interest on the Series 2015 Bonds will be calculated on the basis of a 360-day year, comprised of
twelve 30-day months. Interest coming due on a date which is not a Business Day will be payable on the
immediately following Business Day. Each Series 2015 Bond will bear interest from the Interest
Payment Date next preceding the date of authentication thereof, unless such date of authentication is
during the period commencing after a Record Date through and including the next succeeding Interest
Payment Date, in which event it will bear interest from such Interest Payment Date, or unless such date of
authentication is on or before the first Record Date, in which event it will bear interest from its dated date;
provided, however, that if on the date of authentication of any Series 2015 Bonds, interest is then in
default on the Outstanding Series 2015 Bonds, such Series 2015 Bonds will bear interest from the Interest
Payment Date to which interest has previously been paid or made available for payment on the
Outstanding Series 2015 Bonds. Payment of interest on the Series 2015 Bonds due on or before the
maturity or prior redemption thereof will be made to the Owner or Owners of record as of the Record
Date preceding the applicable Interest Payment Date, on the registration books kept by the Trustee, such
interest to be paid by check mailed by first-class mail on such Interest Payment Date to such Owner at his
address as it appears on such books; provided, that in the event the ownership of such Series 2015 Bonds
is no longer maintained in book-entry form by the Depository, such payment will be made by wire
transfer to any Owner of at least $1,000,000 in aggregate principal amount of Series 2015 Bonds, in
immediately available funds to an account in the continental United States designated in writing by such
Owner to the Trustee prior to the applicable Record Date.

Redemption

Optional Redemption. The Series 2015 Bonds maturing on and before May 15, 20[ ] are not
subject to optional redemption prior to their stated maturities. The Series 2015 Bonds maturing on and
after May 15, 20[__] are subject to optional redemption, in whole or in part, at the option of the Authority
(upon the direction of the City), on any date on or after May 15, 20[__], from and to the extent of prepaid
Series 2015-1 Installment Payments paid pursuant to the Indenture, at a redemption price equal to the
principal amount of Series 2015 Bonds called for redemption, together with interest accrued thereon to
the date fixed for redemption, without premium.

Mandatory Sinking Fund Redemption. The Series 2015 Bonds which are Term Bonds (herein
defined) will be subject to mandatory redemption, on each date with a sinking account payment for such
Term Bonds is payable from sinking account payments set forth below, by lot, in an amount equal to such
sinking account payments, plus accrued interest to the redemption date and without premium. At the
option of the Authority, it may credit against any sinking account payment requirement Term Bonds or
portion thereof which are of the same maturity as the Term Bonds subject to redemption and which, prior
to said date, have been purchased, with funds other than moneys in the Redemption Account, at public or
private sale or redeemed and cancelled by the Authority and not theretofore applies as a credit against any
mandatory sinking account payment requirement. The principal amount of Term Bonds that have been
redeemed at the option of the Authority pursuant to the Indenture will be credited against the sinking
account payments of such Term Bonds as may be specified by the City on behalf of the Authority.

The Series 2015 Bonds maturing on May 15, 20__ (the “20__ Series 2015 Term Bonds”) are
subject to mandatory sinking fund redemption prior to their stated maturity, in part by lot, from sinking
account payments deposited in the Redemption Account, on each May 15 commencing on May 15, 20
at a redemption price equal to the principal amount thereof, plus interest accrued to the date fixed for
redemption, without premium, in the principal amounts as follows:
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Series 2015 Term Bonds
Maturing on May 15,20

Sinking Fund
Payment Dates  Sinking Account
(May 15) Payments

" Final Maturity.

The Series 2015 Bonds maturing on May 15, 20 (the “20__ Series 2015 Term Bonds,” and
together with the 20__ Series 2015 Term Bonds, the “Term Bonds™) are subject to mandatory sinking
fund redemption prior to their stated maturity, in part by lot, from sinking account payments deposited in
the Redemption Account, on each May 15 commencing on May 15, 20__ at a redemption price equal to
the principal amount thereof, plus interest accrued to the date fixed for redemption, without premium, in
the principal amounts as follows:

Series 2015 Term Bonds
Maturing on May 15,20

Sinking Fund
Payment Dates  Sinking Account
(May 15) Payments

“ Final Maturity.

Notice of Redemption. Pursuant to the Indenture, each notice of redemption will be mailed to the
Owners not more than 60 days nor less than 30 days prior to the redemption date and will state the date of
such notice, the redemption price (including the name and appropriate address of the Trustee), and, in the
case of Series 2015 Bonds to be redeemed in part only, the respective portions of the principal amount
thereof to be redeemed. Each such notice will also state that on said date there will become due and
payable on each of said Series 2015 Bonds thereof and in the case of a Series 2015 Bond to be redeemed
in part only, the specified portion of the principal amount thereof to be redeemed, together with interest
accrued thereon to the redemption date, and that from and after such redemption date, interest thereon will
cease to accrue, and will require that such Series 2015 Bonds be then surrendered at the address of the
Trustee specified in the redemption notice. Notice of redemption may be conditioned upon the
occurrence of one or more events and may be revoked prior to the redemption date. Notice of redemption
may be conditioned upon the occurrence of future events, including but not limited to the issuance of
refunding bonds, and may be given and rescinded by the Trustee prior to the redemption date, upon
written instruction of the Authority.
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Effect of Redemption. If notice of redemption has been duly given as provided in the Indenture
and money for the payment of the redemption price of the Series 2015 Bonds called for redemption is
held by the Trustee, then on the redemption date designated in such notice, the Series 2015 Bonds will
become due and payable, and from and after the date so designated, interest on the Series 2015 Bonds so
called for redemption will cease to accrue, and the Owners of such Series 2015 Bonds will have no rights
in respect thereof except to receive payment of the redemption price thereof. A deficiency in any such
notice will not affect the sufficiency of the proceedings for redemption. All Series 2015 Bonds redeemed
pursuant to the provisions of the Indenture will be cancelled by the Trustee and will not be reissued, and
the Trustee will thereupon deliver a certificate of cancellation to the Authority.

SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2015 BONDS
Source of Payment; Priority of Pledge of Net System Revenues

The Series 2015 Bonds are limited obligations of the Authority payable solely from the Revenues
of the Authority pledged for such purpose under the Indenture and amounts on deposit in certain funds
and accounts established under the Indenture. “Revenues” means all amounts received by or due to be
paid to the Authority pursuant to or with respect to the Installment Purchase Agreement in connection
with the Bonds and all interest or gain derived from the investment of money in any of the funds (other
than the Rebate Fund) established under the Indenture. The 2015-1 Installment Payments are secured by
and payable solely from Net System Revenues and are required to be paid by the City to the Authority
exclusively from the Sewer Revenue Fund. See “—Net System Revenues” below for a description of Net
System Revenues. See also “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—
Installment Purchase Agreement—Commitment of Net System Revenues.”

The pledge and right of payment from Net System Revenues securing the 2015-1 Installment
Payments (which, in turn, secure the Series 2015 Bonds) is on parity with the pledge and right of payment
from Net System Revenues securing the Installment Payments represented by the Authority’s
Outstanding Parity Obligations, which will be outstanding upon the incurrence of the 2015-1 Installment
Payments, and any other Parity Obligations that may be issued from time to time in accordance with the
Installment Purchase Agreement. See “PLAN OF REFUNDING” and “SECURITY AND SOURCES OF
PAYMENT FOR THE SERIES 2015 BONDS—Outstanding Obligations,” and “—Incurrence of
Additional Obligations.” All Parity Obligations, including Parity Installment Payment Obligations, are
secured by a first priority lien on and pledge of Net System Revenues. All Parity Obligations are of equal
rank with each other without preference, priority or distinction of any Parity Obligations over any other
Parity Obligations.

The pledge and right of payment from Net System Revenues securing the 2015-1 Installment
Payments (which, in turn, secure the Series 2015 Bonds) is senior to the pledge and right of payment from
Net System Revenues securing the Subordinated Obligations, consisting of the Existing Subordinated
SRF Loans. All Subordinated Obligations are secured by a second priority lien on and pledge of Net
System Revenues that is junior and subordinate to the lien on and pledge of Net System Revenues
securing Parity Obligations. All Subordinated Obligations are of equal rank with each other without
preference, priority or distinction of any Subordinated Obligations over any other Subordinated
Obligations.  The Installment Purchase Agreement provides that, subject to satisfaction of the
requirements set forth therein for the incurrence of additional Obligations of the City, nothing therein
shall limit the ability of the City to grant liens on and pledges of Net System Revenues that are
subordinate to the liens on and pledges of Net System Revenues for the benefit of Parity Obligations and
Subordinated Obligations contained in the Installment Purchase Agreement. See “—Outstanding
Obligations,” and “—Incurrence of Additional Obligations.”
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Sewer Revenue Fund

The City accounts for its wastewater operations through an enterprise fund known as the “Sewer
Revenue Fund” (also referenced as the “Sewer Utility Fund” in the City’s Comprehensive Annual
Financial Report for the Fiscal Year ended June 30, 2014 attached hereto as Appendix A). The Sewer
Revenue Fund was established by an amendment to the Municipal Code of the City (the “City Municipal
Code”) on August 2, 1956. All System Revenues are deposited in the Sewer Revenue Fund.

All moneys in the Sewer Revenue Fund must first be used to pay: (a) directly or as otherwise
required all Maintenance and Operation Costs of the Wastewater System; (b) to the Trustee amounts due
in respect of Parity Installment Obligations for deposit in the Payment Fund for Parity Installment
Obligations, the amounts specified in any Issuing Instrument, as payments due on account of Parity
Obligations; (c) to the obligee specified therein, any payment due as to any Parity Obligation that is not a
Parity Installment Obligation (including any Credit Provider Reimbursement Obligations designated as
Parity Obligations), other than (i) payments due on account of Qualified Take or Pay Obligations, and
(ii) payments due by the City under a Qualified Swap Agreement; (d) to the obligee specified therein, any
payment due as to Qualified Take or Pay Obligations; and (e) to the counterparty specified in any
Qualified Swap Agreement, the amounts or payments due under such Qualified Swap Agreement as
Parity Obligations. In the event there are insufficient Net System Revenues to make all of the payments
contemplated by clauses (b), (c), (d) and (e) of the immediately preceding sentence, then said payments
shall be made as nearly as practicable, pro rata, based upon the respective unpaid principal amounts of
said Parity Obligations. After such payments have been made, any remaining Net System Revenues must
be used to make up any deficiency in the Reserve Funds or Reserve Accounts for Parity Obligations.

Notwithstanding anything in the Installment Purchase Agreement to the contrary, no payments
from the Sewer Revenue Fund will be made in respect of any Subordinated Obligations unless the
following conditions are met: (a) all Maintenance and Operation Costs of the Wastewater System are
being and have been paid and are then current; and (b) all deposits and payments contemplated by the
Installment Purchase Agreement have been made in full and no deficiency in any Reserve Fund or
Reserve Account for Parity Obligations shall exist, and there shall have been paid, or segregated within
the Sewer Revenue Fund, the amounts payable during the current month pursuant to the Installment
Purchase Agreement; provided, however, that if the amounts payable during any month pursuant to the
Installment Purchase Agreement are not able to be determined at the time of the payment of any
Subordinated Obligation due to periods in which the actual interest rate accruing in respect of any Parity
Obligations cannot yet be determined, then no payments from the Sewer Revenue Fund shall be made in
respect of any Subordinated Obligations unless there shall have been segregated within the Sewer
Revenue Fund the maximum amount that may be payable in that month under the Installment Purchase
Agreement as specified in the Issuing Instruments of the Parity Obligations and in accordance with
applicable law.

Subject to the Installment Purchase Agreement, the City will apply any amounts thereafter
remaining in the Sewer Revenue Fund (a) to the payment of Subordinated Credit Provider Expenses and
(b) to the obligee specified therein, any payment due as to any Subordinated Obligations. In the event
that there are insufficient Net System Revenues remaining in the Sewer Revenue Fund after the payments
described in the Installment Purchase Agreement to make all payments contemplated by clause (b) of the
immediately preceding sentence, then said payments shall be made as nearly practicable, pro rata based
on the respective unpaid principal amounts of said Subordinated Obligations.

There are no Outstanding Qualified Take or Pay Obligations or Qualified Swap Agreements and
there will be no such obligations or agreements as of the date of issuance of the Series 2015 Bonds.

4819-1461-6866.12 12



Net System Revenues

“Net System Revenues” means, for any Fiscal Year, System Revenues for such Fiscal Year less
the Maintenance and Operation Costs of the Wastewater System for such Fiscal Year.

The term “System Revenues” is defined in the Installment Purchase Agreement to include all
income, rents, rates, fees, charges and other moneys derived from the ownership or operation of the
Wastewater System, including, without limiting the generality of the foregoing, (a) all income, rents,
rates, fees, charges (including standby and capacity charges), or other moneys derived by the City from
the wastewater services, facilities, and commodities or byproducts sold, furnished or supplied through the
facilities of or in the conduct or operation of the business of the Wastewater System, and including,
without limitation, investment earnings on the operating reserves to the extent that the use of such
earnings is limited to the Wastewater System by or pursuant to law, earnings on any Reserve Fund for
Obligations, but only to the extent that such earnings may be utilized under the Issuing Instrument for the
payment of debt service for such Obligations; (b) the proceeds derived by the City directly or indirectly
from the lease of a part of the Wastewater System; (c) any amount received from the levy or collection of
taxes which are solely available and are earmarked for the support of the operation of the Wastewater
System; and (d) amounts received under contracts or agreements with governmental or private entities
and designated for capital costs; and (e) grants received from the United States of America or from the
State of California; provided, however, that System Revenues do not include: (i) in all cases, customers’
deposits or any other deposits or advances subject to refund until such deposits or advances have become
the property of the City; and (ii) the proceeds of borrowings. Notwithstanding the foregoing, there will be
deducted from System Revenues any amounts transferred into a Rate Stabilization Fund as contemplated
by the Installment Purchase Agreement, and there will be added to System Revenues any amounts
transferred out of such Rate Stabilization Fund to pay Maintenance and Operation Costs of the
Wastewater System.

“Maintenance and Operation Costs of the Wastewater System” is defined in the Installment
Purchase Agreement to include: (a) a Qualified Take or Pay Obligation; and (b) the reasonable and
necessary costs spent or incurred by the City for maintaining and operating the Wastewater System,
calculated in accordance with generally accepted accounting principles, including (among other things)
the reasonable expenses of management and repair and other expenses necessary to maintain and preserve
the Wastewater System in good repair and working order, and including administrative costs of the City
attributable to the Project and the Installment Purchase Agreement, salaries and wages of employees,
payments to employees retirement systems (to the extent paid from System Revenues), overhead, taxes (if
any), fees of auditors, accountants, attorneys or engineers and insurance premiums, and including all other
reasonable and necessary costs of the City or charges required to be paid by it to comply with the terms of
the Obligations, including the Installment Purchase Agreement, including any amounts required to be
deposited in the Rebate Fund pursuant to the Tax Certificate, fees and expenses payable to any Credit
Provider (other than in repayment of a Credit Provider Reimbursement Obligation), and expenses
incurred or accrued incident to the formation of an entity to which the City may transfer substantially all
of the Metropolitan Sub-System pursuant to the Installment Purchase Agreement, but excluding in all
cases (i) depreciation, replacement and obsolescence charges or reserves therefor; (ii) amortization of
intangibles or other bookkeeping entries of a similar nature; (iii) costs of capital additions, replacements,
betterments, extensions or improvements to the Wastewater System which under generally accepted
accounting principles are chargeable to a capital account or to a reserve for depreciation; (iv) charges for
the payment of principal and interest on any general obligation bond heretofore or hereafter issued for
Wastewater System purposes; and (v) charges for the payment of principal and interest on any debt
service on account of any obligation on a parity with or subordinate to the Installment Payments.
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Obligation of City Under Installment Purchase Agreement

Pursuant to the Installment Purchase Agreement, the City commits, absolutely and
unconditionally, to make Installment Payments (including the 2015-1 Installment Payments) to the
Authority solely from Net System Revenues until such time as the Purchase Price has been paid in full (or
provision for the payment thereof has been made pursuant to the Installment Purchase Agreement). The
City will not discontinue or suspend any 2015-1 Installment Payments required to be made by it under the
Installment Purchase Agreement when due, whether or not the Project or any part thereof is operating or
operable or has been completed, or its use is suspended, interfered with, reduced or curtailed or
terminated in whole or in part, and such 2015-1 Installment Payments will not be subject to reduction
whether by offset or otherwise and will not be conditioned upon the performance or nonperformance by
any party of any agreement for any cause whatsoever.

Under the Installment Purchase Agreement, the City has retained the right to transfer ownership
of substantially all of the Metropolitan Sub-System, including amounts in the Sewer Revenue Fund
attributable to the Metropolitan Sub-System and any amounts in the Rate Stabilization Fund agreed upon
by the City and the transferee as being attributable to the Metropolitan Sub-System, to the Department or
any other governmental agency whose primary purpose is to provide wastewater treatment and disposal
services upon the satisfaction of certain conditions. See “WASTEWATER SYSTEM—General” and
“APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—Installment Purchase
Agreement—Selected Covenants of the City—Transfer of Metropolitan System Components.”

Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates
and charges for Wastewater Service, which will be at least sufficient (a) to pay during each Fiscal Year all
Obligations (other than Parity Obligations) payable in such Fiscal Year; and (b) to yield during each
Fiscal Year Net System Revenues equal to 120% of the Debt Service (defined in the Installment Purchase
Agreement generally to mean the aggregate amount of principal, sinking fund payments and interest
payable in respect of all Parity Obligations for such Fiscal Year) for such Fiscal Year (the “Rate
Covenant”). See “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—Installment
Purchase Agreement—Selected Covenants of the City—Amount of Rates and Charges; Rate Stabilization
Fund.” The Wastewater Service rendered by the City includes services relating to the Metropolitan Sub-
System, of which the Participating Agencies are a part. See “THE WASTEWATER SYSTEM—
Participating Agencies” for a description of the rates and charges paid and to be paid by the Participating
Agencies. Obligations include Subordinated Obligations and other obligations. The City may make
adjustments from time to time in such rates and charges and may make such classification thereof as it
deems necessary to the fullest extent permitted by law, but the City will not reduce the rates and charges
then in effect unless the Net System Revenues from such reduced rates and charges will at all times be
sufficient to meet the requirements of the Installment Purchase Agreement. Pursuant to the Installment
Purchase Agreement, from time to time, the City may deposit into the Rate Stabilization Fund, from
current System Revenues, such amounts as the City determines and the amount of available current
System Revenues will be reduced by the amount so transferred. Amounts may be transferred from the
Rate Stabilization Fund solely and exclusively to pay Maintenance and Operation Costs of the
Wastewater System, and any amounts so transferred will be deemed System Revenues when so
transferred. All interest or other earnings upon amounts in the Rate Stabilization Fund may be withdrawn
therefrom and accounted for as System Revenues. See “WASTEWATER SYSTEM FINANCIAL
OPERATIONS—RAate Stabilization Fund and Other Reserves” and “APPENDIX B—SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS—Installment Purchase Agreement—Selected Covenants of the
City—Amount of Rates and Charges; Rate Stabilization Fund.” See also “RISK FACTORS—Rate-
Setting Process Under Proposition 218” and “CONSTITUTIONAL LIMITATIONS ON TAXES AND
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WASTEWATER RATES AND CHARGES—Articles XIIIC and XIID” for a description of State
Constitutional limits upon the City’s rate-setting process.

Reserve Fund

General. The Indenture currently requires the Authority to establish and maintain a Reserve
Fund to secure the payment of the principal of and interest on the Reserve Fund Participating Bonds. The
Indenture requires the Authority to maintain in the Reserve Fund an amount of money which, together
with the amount already on deposit therein, including the stated amount of a Surety Bond, if any, then on
deposit, is equal to the Reserve Requirement. The “Reserve Requirement” is defined to be, as of any date
of calculation, the least of (a) 10% of the proceeds (within the meaning of Section 148 of the Code) of the
Reserve Fund Participating Bonds; (b) 125% of average annual debt service on the then-Outstanding
Reserve Fund Participating Bonds; and (c) Maximum Annual Debt Service with respect to the Reserve
Fund Participating Bonds for that and any subsequent Fiscal Year. The Authority may fund the Reserve
Requirement by depositing into the Reserve Fund cash from the proceeds of Reserve Fund Participating
Bonds issued under the Indenture or a Surety Bond. At the time of issuance of the Series 2015 Bonds,
sufficient amounts will be on deposit in the Reserve Fund to meet the Reserve Requirement
$ ) and no proceeds of the Series 2015 Bonds will be required to be deposited to the
Reserve Fund. The Reserve Fund is currently and will be at the time of issuance of the Series 2015
Bonds funded with cash and securities. No portion of the Reserve Fund has been or will be at the time of
issuance of the Series 2015 Bonds funded with a Surety Bond. See “APPENDIX F—AMENDMENTS
TO INDENTURE” with respect to certain amendments being made to the Indenture that would allow the
Series 2015 Bonds and Additional Bonds issued after the date of issuance of the Series 2015 Bonds to not
be secured by the Reserve Fund or any other debt service reserve fund.

Moneys in or available from the Reserve Fund will be used solely for the purpose of paying the
principal of and interest on the Reserve Fund Participating Bonds (including the Series 2015 Bonds),
including the redemption price of Reserve Fund Participating Bonds coming due and payable by
operation of mandatory sinking fund redemption pursuant to the Indenture, in the event that the moneys in
the Payment Fund are insufficient therefor. In the event that the amount on deposit in the Payment Fund
on any date is insufficient to enable the Trustee to pay in full the aggregate amount of principal of and
interest on the Reserve Fund Participating Bonds coming due and payable, including the redemption price
of the Reserve Fund Participating Bonds coming due and payable by operation of mandatory sinking fund
redemption pursuant to the Indenture, the Trustee will withdraw the amount of such insufficiency from
the Reserve Fund or make a draw upon any Surety Bond then on deposit in the Reserve Fund in the
amount of such insufficiency and transfer such amount to the Payment Fund.

Reserve Fund Participating Bonds. At the time of issuance of the Series 2015 Bonds, “Reserve
Fund Participating Bonds” will mean the unrefunded Series 2009A Bonds, the unrefunded Series 2009B
Bonds, the unrefunded Series 2010A Bonds, the Series 2015 Bonds, any Additional Bonds issued prior to
the Amendment Effective Date and any other series of Outstanding Bonds participating in the Reserve
Fund.

On and after the Amendment Effective Date, the City on behalf of the Authority may elect that
one or more series of the Outstanding Additional Bonds issued prior to the Amendment Effective Date
(including the Series 2015 Bonds) will no longer be included as Reserve Fund Participating Bonds.
Under no circumstances will the Outstanding 2009A Bonds, the Outstanding 2009B Bonds or the
Outstanding 2010A Bonds be released from the Reserve Fund Participating Bonds. Upon release of any
Outstanding Additional Bonds from the Reserve Fund Participating Bonds, such Additional Bonds will
no longer be secured by or have a lien on the Reserve Fund. Prior to releasing any Outstanding
Additional Bonds from the Reserve Fund Participating Bonds, the City will provide:
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@ Written notice to the Authority, the Trustee, the Owners of the applicable
Outstanding Additional Bonds being released from the Reserve Fund Participating Bonds, the
Owners of the Bonds that will remain as Reserve Fund Participating Bonds after the release date,
and the Rating Agencies then rating the Reserve Fund Participating Bonds that it has elected to
release the applicable Outstanding Additional Bonds from the Reserve Fund Participating Bonds
and that such Additional Bonds will no longer be secured by or have a lien on the Reserve Fund.

(b) Directions to the Trustee to (i) calculate the Reserve Requirement on the
applicable release date, and (ii) if the amounts on deposit in the Reserve Fund are greater than the
Reserve Requirement on the applicable release date, transfer such excess to the Payment Fund or
such other fund or account as directed by the City; and

(© An opinion of Bond Counsel to the Trustee to the effect that the release of the
applicable Outstanding Additional Bonds from the Reserve Fund Participating Bonds and from
the pledge and lien on the Reserve Fund will not, in and of itself, cause the interest on any of the
Outstanding Reserve Fund Participating Bonds and any Outstanding Additional Bonds to be
included in the gross income of the Owners of such Bonds for purposes of federal income taxes.

The City currently expects that upon the Amendment Effective Date it will elect that the Series
2015 Bonds will no longer participate in or be secured by the Reserve Fund or any other debt service
reserve fund. At the time the Series 2015 Bonds are no longer secured by the Reserve Fund, the City
expects that the Reserve Requirement will be reduced and moneys on deposit in the Reserve Fund will be
transferred, at the election of the City, to the Acquisition Fund to pay costs of capital improvements to the
Wastewater System, or to the accounts in the Payment Fund to be used to pay debt service on the Reserve
Fund Participating Bonds or to redeem or purchase the Reserve Fund Participating Bonds.

Outstanding Obligations

As of June 30, 2015, there was $1,066,720,039 aggregate principal amount of Parity Obligations
outstanding and $41,970,610 aggregate principal amount of Subordinated Obligations outstanding. The
Outstanding Parity Obligations and the Outstanding Subordinated Obligations were issued to finance and
refinance the costs of certain improvements relating to the Wastewater System. Upon the incurrence of
the Series 2015-1 Installment Payments and the defeasance described herein, the Outstanding Parity
Obligations will consist of Installment Payments relating to the Series 2015 Bonds, the unrefunded Series
2009A Bonds, the unrefunded Series 2009B Bonds, the unrefunded Series 2010A Bonds, and [nine] loans
made by the State Water Resources Board to the City from the Clean Water State Revolving Fund (the
“Existing Parity SRF Loans”). The Outstanding Subordinated Obligations consist of 11 loans made by
the State Water Resources Board to the City from the Clean Water State Revolving Fund (the “Existing
Subordinated SRF Loans™).

In 2014, the Department applied to the State Water Resources Board for the Additional Parity
SRF Loan in an approximate amount of $43 million to finance the installation of plant-based electrical
generators for the Pump Station 2 Power Reliability and Surge Protection project at the Point Loma Plant.
[This Additional Parity SRF Loan is pending San Diego City Council approval and final approval from
the State Water Resources Board.] The City also expects to incur additional Obligations from time to
time to finance a portion of the capital improvements to the Wastewater System, as described under the
caption “WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM,” and, as economic
conditions allow, to refund outstanding Obligations. As of the date of this Official Statement, the City
expects that any additional Obligations incurred in the future (including any additional SRF loans
received from the State Water Resources Board and/or loans received from the Federal government) will
constitute Parity Obligations.
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The City entered into a Master Lease Agreement, dated as of July 2, 2012, as amended (the
“Equipment Lease”), with JPMorgan Chase Bank, N.A., in connection with the lease-purchase of certain
equipment and vehicles used by the City, including the Department. The Department utilized the
Equipment Lease to finance approximately $2.6 million of improvements to its advanced metering
infrastructure program (the “AMI Improvements”). Approximately 50% (or $1.3 million) of the lease
payments owed by the Department with respect to the AMI Improvements are payable from the Sewer
Revenue Fund and the remaining 50% (or $1.3 million) are payable from the Water Revenue Fund. The
lease payments payable from the Sewer Revenue Fund are not secured by a pledge of or lien on Net
System Revenues and therefore are neither a Parity Obligation nor a Subordinated Obligation. The lease
payments allocated to the Sewer Revenue Fund are made from any available moneys in the Sewer
Revenue Fund. Final payment of the lease payments is due on July 1, 2021. As of the date of this
Official Statement, other than the obligations under the Equipment Lease, the Department has not entered
into any direct bank loans or issued any direct placement debt.

Table 1 below sets forth the Outstanding Parity Obligations (which includes the outstanding
Series 2009A Bonds, Series 2009B Bonds, Series 2010A Bonds and Existing Parity SRF Loans) and the
Outstanding Subordinated Obligations (which includes the Existing Subordinated SRF Loans) as of
June 30, 2015.

TABLE 1
OUTSTANDING PARITY AND SUBORDINATED OBLIGATIONS
SECURED BY NET SYSTEM REVENUES OF THE WASTEWATER SYSTEM
(as of June 30, 2015)

(Unaudited)
Original Principal Scheduled Final
Name of Issue Issue Size Outstanding® Maturity Date
Parity Obligations
Series 2009A Bonds $ 453,775,000 $ 378,115,000 May 15, 2039
Series 2009B Bonds 634,940,000 435,490,000 May 15, 2025
Series 2010A Bonds 161,930,000 161,930,000 May 15, 2029
Existing Parity SRF Loans*? 92,762,065 91,185,039 April 2038
Total Parity Obligations $1,343,407,065 $1,066,720,039
Subordinated Obligations
Existing Subordinated SRF Loans® $98,991,020 $41,970,610 March 30, 2026
Total Subordinated obligations $98,991,020 $41,970,610

Total Parity and Subordinated Obligations®  $1,462,196,765 $1,108,690,649

Source: Public Utilities Department

! See Note 6 “ —Business-Type Activities Long-Term Liabilities” contained in “APPENDIX A—BASIC FINANCIAL
STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN EXCERPTS FROM THE
COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR THE FISCAL YEAR
ENDED JUNE 30, 2014” for a schedule of the Existing Parity SRF Loans and their effective interest rates.

[Does not include the $43 million Additional Parity SRF Loan. The Department has applied for the Additional Parity
SRF Loan and is awaiting final approval from the State Water Resources Board.]

See Note 6 “ —Business-Type Activities Long-Term Liabilities” contained in “APPENDIX A—BASIC FINANCIAL
STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN EXCERPTS FROM THE
COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR THE FISCAL YEAR
ENDED JUNE 30, 2014” for a schedule of the Existing Subordinated SRF Loans and their effective interest rates.

* See “PLAN OF REFUNDING.”

Does not include the Department’s payment obligations under the Equipment Lease.
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Incurrence of Additional Obligations

Pursuant to the Installment Purchase Agreement, the City may incur additional Obligations,
payments with respect to which will be on parity with or subordinate in priority to the City’s obligation to
make 2015-1 Installment Payments, subject to satisfaction of the conditions specified in the Installment
Purchase Agreement.

Parity Obligations. The City may not create any Obligations the payments of which are senior or
prior to the pledge and right of payment from Net System Revenues securing the Parity Obligations. The
City may at any time and from time to time issue or create any other Parity Obligations, so long as there
shall not have occurred and be continuing (i) an Event of Default under the Installment Purchase
Agreement or any Issuing Instrument, or (ii) an Event of Default or Termination Event (as defined in any
Qualified Swap Agreement) under any Qualified Swap Agreement; and the City obtains or provides a
certificate or certificates, prepared by the City or at the City’s option by a Consultant, showing that:

@) the Net System Revenues as shown by the books of the City for any 12
consecutive month period out of the 18 consecutive months ending immediately prior to the
incurring of such additional other Parity Obligations shall have amounted to at least 1.20 times
the Maximum Annual Debt Service on all Parity Obligations Outstanding during such period; and

(b) the estimated Net System Revenues for the next 12 months following the date of
issuance of such other Parity Obligations will be at least equal to 1.20 times the Maximum
Annual Debt Service for all Parity Obligations which will be Outstanding immediately after the
issuance of the proposed Parity Obligations.

The certificate or certificates described above in clause (b) above will not be required if the Parity
Obligations being issued are for the purpose of refunding (i) then-Outstanding Parity Obligations if at the
time of the issuance of such Parity Obligations a certificate of an Authorized City Representative is
delivered showing that the sum of Debt Service in each Fiscal Year on all Parity Obligations Outstanding
after the issuance of the refunding Parity Obligations will not exceed Debt Service in each corresponding
Fiscal Year on all Parity Obligations Outstanding prior to the issuance of such refunding Parity
Obligations; or (ii) then-Outstanding Balloon Indebtedness, Tender Indebtedness or Variable Rate
Indebtedness, but only to the extent that the principal amount of such indebtedness has been put, tendered
to or otherwise purchased by a standby purchase or other liquidity facility relating to such indebtedness.
For additional information relating to the terms and conditions for the issuance of the Parity Obligations
under the Installment Purchase Agreement, see “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL
DOCUMENTS—Installment Purchase Agreement—Additional Obligations.”

The obligation of the City to make all payments required by the Existing Parity SRF Loans to the
State Water Resources Board is a Parity Obligation under the Instaliment Purchase Agreement and
payable solely from Net System Revenues. Pursuant to the Existing Parity SRF Loans, the City may
incur additional Parity Obligations, including the 2015-1 Installment Payments; provided that (a) Net
System Revenues are equal to at least (i) 1.2 times the maximum annual debt service for the then-
Outstanding Parity Obligations, and (ii) 1.1 times the maximum annual debt service for the then-
Outstanding Parity Obligations and Subordinated Obligations, and (b) the Parity Obligations proposed to
be incurred have an “A” rating or better by at least two nationally recognized rating agencies

Subordinated Obligations. Pursuant to the provisions of the Installment Purchase Agreement,
the City may at any time issue or create Subordinated Obligations that are payable from Net System
Revenues on a basis subordinate to the payment by the City of the Installment Payments securing the
Outstanding Parity Bonds (as defined in the Installment Purchase Agreement), so long as no Event of
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Default has occurred and is continuing and no event of default or Termination Event (as defined in any
Qualified Swap Agreement) under any Qualified Swap Agreement has occurred and is continuing, and
provided the City obtains or provides a certificate or certificates, prepared by the City or at the City’s
option by a Consultant, showing that:

@ the Net System Revenues as shown by the books of the City for any 12-
consecutive month period out within the 18-consecutive months ending immediately prior to the
incurring of such additional other Subordinated Obligations shall have amounted to at least 1.00
times the Maximum Annual Debt Service on all Obligations Outstanding immediately after the
issuance of the proposed Subordinated Obligations; or

(b) the estimated Net System Revenues for the five Fiscal Years following the earlier
of (i) the end of the period during which interest on those Subordinated Obligations is to be
capitalized or, if no interest is to be capitalized, the Fiscal Year in which the Subordinated
Obligations are issued; or (ii) the date on which substantially all new facilities financed with such
Subordinated Obligations are expected to commence operations, will be at least equal to 1.00
times the Maximum Annual Debt Service on all Obligations which will be Outstanding
immediately after the issuance of the proposed Subordinated Obligations.

In addition to the requirements set forth in the Installment Purchase Agreement as described
above, the requirements for issuing additional Subordinated Obligations set forth in the Existing
Subordinated SRF Loans (as described below) also must be met and are currently more restrictive than
those set forth in the Installment Purchase Agreement.

The certificate or certificates described above in clause (b) above will not be required if the
Subordinated Obligations being issued are for the purpose of refunding (i) then-Outstanding Parity
Obligations or Subordinated Obligations if at the time of the issuance of such Subordinated Obligations a
certificate of an Authorized City Representative is delivered showing that the sum of Debt Service for all
remaining Fiscal Years on all Parity Obligations and Subordinated Obligations Outstanding after the
issuance of the refunding Subordinated Obligations will not exceed the sum of Debt Service for all
remaining Fiscal Years on all Parity Obligations and Subordinated Obligations Outstanding prior to the
issuance of such refunding Subordinated Obligations; or (ii) then-Outstanding Balloon Indebtedness,
Tender Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal amount of
such indebtedness has been put, tendered to or otherwise purchased by a standby purchase or other
liquidity facility relating to such indebtedness. For additional information relating to the terms and
conditions for the issuance of the Subordinated Obligations under the Installment Purchase Agreement,
see “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—Installment Purchase
Agreement—Additional Obligations.”

The obligation of the City to make all payments required by the Existing Subordinated SRF
Loans to the State Water Resources Board is a Subordinated Obligation under the Instaliment Purchase
Agreement and payable solely from Net System Revenues. Pursuant to the Existing Subordinated SRF
Loans, the City may incur additional Parity Obligations (the payments of which are senior or prior in right
to the payment by the City of its obligations required by the Existing Subordinated SRF Loans, and all
other contracts between the City and the State Water Resources Board that, by their terms, expressly
provide therefor), including the 2015-1 Installment Payments; provided that (a) all Parity Obligations
(including the Parity Obligations proposed to be incurred) have an “A” rating (without regard to any
refinement or gradation of such rating category by a numerical modifier or otherwise) or better by at least
two nationally recognized rating agencies; and (b) the City fixes, prescribes and collects rates and charges
for Wastewater Service which will be sufficient to ensure that Net System Revenues to pay the
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obligations required by the Existing Subordinated SRF Loans are at least 1.10 times the current year’s
debt service on the Existing Subordinated SRF Loans.

Annual Debt Service Requirements on Parity and Subordinated Obligations
Table 2 below sets forth the amounts required in each Fiscal Year for the payment of principal of
and interest on the Series 2015 Bonds, the Series 2009A Bonds, the Series 2009B Bonds, the Series

2010A Bonds, the Existing Parity SRF Loans and the Existing Subordinated SRF Loans. See
“SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2015 BONDS.”
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TABLE 2
DEBT SERVICE ON ALL PARITY AND SUBORDINATED OBLIGATIONS
(Unaudited)

Outstanding Parity Obligations* Series 2015 Bonds
Total Debt
Fiscal Total Debt Total Debt Service on
Year Service on Service on Parity and
ending Total Principal Total Principal Parity Subordinated Subordinated
June 30 Principal Interest and Interest Principal Interest and Interest Obligations Obligations? Obligations
2016 $ 54,431,831 $ 50,277,984 $ 104,709,815 $ 6,059,214
2017 58,748,088 48,769,454 107,517,542 6,059,214
2018 61,686,374 46,020,718 107,707,092 6,059,214
2019 65,188,126 43,252,268 108,440,394 6,059,214
2020 68,193,727 40,242,679 108,436,406 6,059,214
2021 71,376,241 37,062,365 108,438,606 5,171,323
2022 74,830,712 33,616,144 108,446,856 4,968,138
2023 78,427,186 30,013,883 108,441,069 2,077,734
2024 63,585,708 25,904,236 89,489,944 1,593,678
2025 66,721,326 22,765,467 89,486,793 699,028
2026 46,829,089 19,433,267 66,262,356 699,028
2027 49,104,047 17,149,884 66,253,931 -
2028 34,871,251 14,751,705 49,622,956 -
2029 36,520,752 13,105,529 49,626,281 -
2030 20,907,605 11,358,813 32,266,418 -
2031 21,851,864 10,414,180 32,266,044 -
2032 22,843,585 9,423,133 32,266,718 -
2033 23,882,826 8,383,262 32,266,088 -
2034 23,972,083 7,292,130 31,264,213 -
2035 24,546,566 6,169,256 30,715,822 -
2036 24,951,754 5,004,657 29,956,411 -
2037 23,438,583 3,794,493 27,233,076 -
2038 24,640,714 2,589,300 27,230,014 -
2039 25,170,000 1,321,425 26,491,425 -
Total® $1,066,720,039 $508,116,230 $1,574,836,269 $45,504,999

Source: Department of Debt Management, City of San Diego

! Debt service on (i) the Series 2009A Bonds, the Series 2009B Bonds and the Series 2010A Bonds prior to the refunding and defeasance of the Refunded Bonds, and (ii) the Existing
Parity SRF Loans.

2 Debt service on the Existing Subordinated SRF Loans.

¥ Amounts may not total due to rounding
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THE WASTEWATER SYSTEM
General

The “Wastewater System” consists of two sub-systems, the Municipal Sub-System (the
“Municipal Sub-System” or the “Municipal System”) and the Metropolitan Sub-System (the
“Metropolitan Sub-System” or the “Metropolitan System”). The Municipal Sub-System is a municipal
sewage collection system for the City’s residents and consists of all elements required for the collection
and conveyance of wastewater generated by the service area. The Municipal Sub-System consists of the
piping and pumping facilities that service the City and ultimately discharge into the Metropolitan Sub-
System. The Metropolitan Sub-System is a regional sewage treatment and disposal system that serves the
City and various other public agencies, including cities situated within common drainage areas. The
Metropolitan Sub-System includes all the facilities associated with treatment and disposal within the San
Diego metropolitan area. The Metropolitan Sub-System treats and disposes of the wastewater generated
by the City and certain amounts from 12 other cities and districts near the City. The Metropolitan Sub-
System was designed to provide sufficient capacity to accommodate a regional population in excess of 2.5
million. As of June 30, 2014, the Metropolitan Sub-System served a population of approximately 2.2
million.  Additionally, as of June 30, 2014, the Wastewater System had approximately 273,000
customers, 12 Participating Agencies and approximately $358.2 million in sewer service charge revenues.
The Wastewater System is managed by the Department and covers approximately 450 square miles,
including most of the City, and stretches from Del Mar and Poway to the north, Alpine and Lakeside to
the east, and south to San Ysidro, California. The service area within the City is serviced by the
Municipal Sub-System and the service area for the Participating Agencies is serviced by the Metropolitan
Sub-System. The communities and agencies served by the Wastewater System form the third largest
integrated metropolitan area in the State, surpassed only by the Los Angeles and San Francisco
metropolitan areas. The map that follows the Table of Contents of this Official Statement sets forth the
sewer service area boundaries of the Wastewater System.

The City, as operator of the Wastewater System, is the holder of two National Pollutant
Discharge Elimination System (“NPDES”) permits, one for the discharge of sewage at the Point Loma
Wastewater Treatment Plant (the “Point Loma Plant”), including flows from the North City Water
Reclamation Plant (the “North City Plant”) (the NPDES permit relating to the Point Loma Plant is
referred to herein as the “Point Loma Discharge Permit”), and the other for the discharge of sewage at the
South Bay Water Reclamation Plant (the “South Bay Plant”) (the NPDES permit relating to the South
Bay Plant is referred to herein as the “South Bay Discharge Permit”). As the holder of such permits, the
City is responsible for complying with the discharge requirements under Federal law, including the
Federal Clean Water Act (the “Clean Water Act”). The Metropolitan Sub-System provides advanced
primary treatment of sewage at the Point Loma Plant. See “—Treatment of Sewage” for information
regarding the waiver from secondary treatment standards of the Clean Water Act and the City’s current
application to renew such waiver. The North City Plant and the South Bay Plant are designed to treat
sewage to the secondary level and filter and disinfect effluent to the tertiary level. The Metropolitan
Biosolids Center (herein defined) is the designated solids management facility for the biosolids created by
the wastewater treatment process.

Governance and Management of Wastewater System

General. The Wastewater System is owned by the City and operated by the City through the
Department. The Department is comprised of five branches and one section that are funded by both the
Sewer Revenue Fund and the Water Revenue Fund, depending upon which system benefits from the tasks
completed. Though the different branches cover all the tasks required by the Department, separate
accounting is kept for each fund. The Department ultimately reports to the Mayor, who has operational
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authority over the Department and appoints managers and directors who are charged with the operations
of the Department. The Director of Public Utilities, who reports to the Deputy Chief Operating Officer,
oversees the Department. The day-to-day operational responsibility for the Department rests with the
Assistant Director of the Business Support Branch, the Assistant Director of the Water Quality Branch,
the Assistant Director of the Distribution and Collection Branch, and the Assistant Director of the Potable
Reuse Branch, each of whom reports to the Director of Public Utilities. The Assistant Director for
Strategic Programs completes the Department’s Senior Executive Team and leads organizational
efficiency, employee services, quality assurance and strategic planning efforts, as well as asset
management functions. The Department’s management team is further comprised of Deputy Directors
who head each of the divisions, plus Program Managers who provide assistance to the management team.
The Department also has an External Affairs section, that provides public information and outreach, as
well as policy and legislative strategy.

The San Diego City Council (the “City Council”) retains the authority to approve the
Department’s budget, to set rates and charges of the Wastewater System, and to approve execution of
certain contracts. For information on how the City sets the rates and charges of the Wastewater System
see “WASTEWATER SYSTEM FINANCIAL OPERATIONS—Establishment, Calculation and
Collection of Sewer Service Charge Revenue and Treatment Plant Services Revenue—Sewer Service
Charge Revenue.” In accordance with the provisions of the City Municipal Code, the Wastewater System
funds are administered in an enterprise account separate from the City’s General Fund.

Officers. The current Senior Executive officers of the Department managing the Sewer Revenue
Fund and the Water Revenue Fund and their respective biographies are as follows:

Halla Razak. Ms. Razak is the City’s Director of Public Utilities and is responsible for both the
daily operation of the City’s Water, Wastewater and regional wastewater sub-system as well as planning
to ensure the future reliability of these services. She holds a Bachelor of Science degree in Civil
Engineering from the University of Dayton and a Masters degree in Engineering from San Diego State
University. Ms. Razak has an extensive background in engineering and public utilities and is a Registered
Professional Engineer in the State of California. Prior to rejoining the City in November 2013, she
worked for eight years as the Colorado River Program Director for the San Diego County Water
Authority and 18 years prior to that as Chief Deputy Director for the City’s Engineering and Capital
Projects Department.

Robert Mulvey. Mr. Mulvey currently serves as the Assistant Director of the Water Quality
Branch and oversees the day-to-day operation and maintenance of the wastewater and water treatment
facilities as well as ensuring environmental compliance under State and Federal regulations. He holds a
Bachelor of Science degree in Chemical Engineering from Arizona State University, and is a Registered
Professional Engineer in Arizona and holds a Grade 4 Water and Wastewater Operator Certification in
Arizona and New Mexico. Prior to joining the Department in September 2013, Mr. Mulvey managed
Municipal Utility Departments in three western states where he led planning, design, construction start-up
and the operation of several water and wastewater plant projects; as well as groundwater development and
aquifer storage and recovery. His 30-year professional background also includes extensive experience
with industrial pretreatment and Safe Drinking Water Act Compliance programs.

Stan Griffith. Mr. Griffith currently serves as the Assistant Director of the Distribution and
Collection Branch and oversees the day-to-day operational activities of the Wastewater Collection
Division, which maintains the wastewater collection system, and the Water Construction and
Maintenance Division, which provides construction, maintenance and emergency response for the potable
water system. He has been an employee of the City for 27 years and has served in various management
capacities including Labor Relations officer for the City, Assistant Deputy Director of the Environmental
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Monitoring and Technical Services Division, Assistant Deputy Director of the Customer Support Division
and Deputy Director of the Wastewater Collection Division. Mr. Griffith earned a Bachelor of Science in
Education from the University of Wisconsin at Oshkosh and has completed substantial coursework
toward a Masters in Public Administration.

John Helminski. Mr. Helminski currently serves as the Assistant Director of the Potable Reuse
Branch which includes oversight of engineering and consulting staff dedicated to the development and
implementation of the Pure Water San Diego Program (the “Pure Water Program”). Additionally, he
oversees the Department’s Engineering and Program Management Division. Mr. Helminski holds a
Bachelor of Science in Civil/Construction Engineering from the New Jersey Institute of Technology,
Newark College of Engineering. Prior to joining the Department in December 2014, Mr. Helminski
worked in various City departments holding several Engineering Project and Program Management
positions. His 24-year professional background also includes experience in Operation and Maintenance
of Right of Way Infrastructure as well as the City’s Right of Way Infrastructure Capital Improvement
Program.

Lee Ann Jones-Santos. Ms. Jones-Santos currently serves as the Assistant Director of the
Business Support Branch. In her capacity as Assistant Director, she oversees the day-to-day operations of
all Business Support activities which include Finance, Information Technology, Customer Service, and
Long Range Planning. Ms. Jones-Santos holds a Bachelor of Science degree in Accounting from
California State University in San Marcos. During her 16-year tenure with the City, Ms. Jones-Santos
worked in the Office of the City Comptroller for 9 years before joining the Department. Her background
includes knowledge in enterprise financial statement reporting, extensive knowledge of City operations
and she has worked on high-profile projects including the SAP implementation.

Thomas Crane. Mr. Thomas Crane currently serves as the Assistant Director of Strategic
Programs Branch, and oversees, among other things, the Employee Services and Quality Assurance
Division, strategic planning, asset management, and organizational effectiveness activities. He holds a
Bachelor of Science degree in Civil Engineering from the University of Maryland and a Master of
Engineering in Nuclear Engineering from Pennsylvania State University. Mr. Crane started working for
the Department in September 2006 and has been in his current position since February 2009. Prior to
joining the Department, he operated his own consulting business for 15 years after retiring from the
United States Navy after more than thirty-one years of service. He has extensive experience in
infrastructure, contracting, organizational effectiveness and utilities management.

Branches. The Department is composed of five branches: Water Quality, Distribution and
Collection, Potable Reuse, Business Support, and Strategic Programs.

The Water Quality Branch is composed of the following divisions:

Wastewater Treatment and Disposal. This division operates and maintains a wastewater
treatment plant, two water reclamation plants, a bio-solids processing facility, and eight large wastewater
pump stations. With these facilities, the division provides regional wastewater treatment and disposal
services to the City, as well as 12 surrounding cities and special districts.

Water System Operations. This division operates and maintains the City’s raw water supply
system, potable water treatment and distribution system, and the recycled water distribution system. The
division also manages the recreational program at the City’s raw water reservoirs (lakes).

Environmental Monitoring and Technical Services. This division is responsible for monitoring
and assessing the quality of drinking water, recycled water, wastewater, and the natural environment in
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order to determine regulatory compliance and to preserve and protect environmental and public health.
Additional responsibilities include managing regulatory permits, running an industrial wastewater pre-
treatment program, and assessing the Department’s facilities for air quality and storm water compliance.

The Distribution and Collection Branch is composed of the following divisions:

Wastewater Collection. This division provides efficient operations and maintenance of the
wastewater collection system, which consists of over 3,000 miles of sewer mains and 75 small municipal
pump stations. The division also administers the Food Establishment Wastewater Discharge Permitting
Program which permits and monitors over 5,000 food establishments to minimize the discharge of fats,
oils, and grease into the wastewater collection system.

Water Construction and Maintenance. This division provides construction, maintenance, and
emergency response for the potable water system. The division maintains approximately 279,000
metered service connections, over 25,000 fire hydrants and more than 83,000 total water system valves.
The division performs construction activities for the potable and recycled distribution system; provides
24-hour emergency response, water main repair, Capital Improvement Program support; and performs
maintenance, installation, and replacement of water meters throughout the City.

The Potable Reuse Branch is composed of the following division and program:

Engineering and Program Management. This division provides engineering services for the
water, wastewater and recycled water systems to ensure new facilities, repairs and upgrades are planned
and implemented in a fiscally-sound manner to meet regulatory and environmental standards. The
division also provides long-range master planning, condition assessment, water and sewer modeling,
planning and pre-design for infrastructure, energy management, environmental support, and oversight of
the implementation of the water, wastewater, and recycled water system’s Capital Improvement Program.

Pure Water Program. This program is responsible for a focused and coordinated effort to
develop and implement full-scale potable reuse to create 83 million gallons per day (“mgd”) by the end of
calendar year 2035 of locally controlled, reliable water and to identify a solution for future Point Loma
Discharge Permit renewals. See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—
Pure Water Program” for additional information on the Pure Water Program.

The Business Support Branch is composed of the following divisions:

Long-Range Planning and Water Resources. This division provides long-range water resources
planning and development, watershed and resource protection, policy and regulatory analysis on wide-
ranging water and wastewater issues, and management of the City’s water conservation and non-potable
recycled water programs.

Finance and Information Technology. This division provides administrative support in the areas
of information systems; budget development and monitoring; accounts payable; rate setting and finance;
Federal and State grants and loans; and the administration of interagency agreements.

Customer Support. This division provides customer service to Department patrons, handles
customer phone interactions via a variety of contact channels, and is responsible for customer billing and
payment processing, meter reading and code enforcement, customer compliance with State backflow
device requirements, and public information.

The Strategic Programs Branch includes the following division and programs:
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Employee Services and Quality Assurance. This division provides employee, management, and
administrative services, as well as safety, security, training, and quality assurance. The division also is
involved in a number of internal business support services, including services relating to contract
formulation and administration, hiring and performance management, occupational health, and audit
support.

Asset Management. This program coordinates Department activities that contribute to a unified
methodology for asset management. The team is responsible for the Geographic Information System and
data, as well as the implementation of an SAP-based Enterprise Asset Management system.

Strategic Support Services. This program coordinates the development of the Department’s five-
year strategic business plan and coordinates the development and tracking of the annual strategic
initiatives throughout the Department. The program assists with, and tracks progress on, various
consolidation and efficiency initiatives throughout the Department. The program also conducts
benchmarking studies for the Department and administers Employee Opinion Surveys to all Department
employees.

Oversight.

IROC. The Independent Rates Oversight Committee (“IROC”) was established by City
ordinance in 2007 to assume and expand upon the oversight previously undertaken by the Public Utilities
Advisory Commission, which no longer exists. There are 11 members on IROC, all of whom are
appointed by the Mayor and confirmed by the City Council. The membership of IROC consists of
representatives of each ratepayer class and professional experts in such fields as finance, engineering,
construction and the environment. In addition to the 11 members, IROC includes two ex-officio
members, one representing and appointed by the Metropolitan Wastewater Joint Powers Authority, and
one representing and appointed by the ten-member City representatives to the San Diego County Water
Authority. IROC serves as an official advisory body to the Mayor and the City Council on policy issues
relating to the oversight of Department operations including, but not limited to, resource management,
revenue and expenditure projections, service delivery methods, public awareness and outreach efforts,
and efforts to achieve high quality and affordable utility services provided by the Department. IROC’s
duties and functions include reviewing reports from staff, reviewing rate and bond proceed expenditures,
advising on the efficiency and performance of the Water System and the Wastewater System, advising on
future rate increases and cost of service studies, and the preparation of an annual report addressing such
issues to the Mayor and City Council. IROC meets at least every other month with additional meetings
convened as necessary and as determined by the Committee Chair.

On October 30, 2014, IROC issued its annual report on the Department for Fiscal Year 2014 (the
“2014 IROC Report”). The 2014 IROC Report included a series of recommendations related to the
planning for safe, reliable, and cost-effective alternatives to imported water, water conservation,
wastewater reuse, recycled water, review of rates and fees, staff retention and recruitment, and review of
assumptions related to the Cost of Service Study. Key recommendations included: (1) enhance public
understanding of the costs and benefits of the water and wastewater system; (2) consider much greater
investment in conservation incentives; (3) fully and timely fund system maintenance and replacement,
based on ongoing condition assessment and other optimization tools; (4) continue to press forward on all
levels with the Pure Water Program; and (5) explore alternative rate structures that are fair, consistent
with long-range policy goals, and fiscally sound. While recommendations are advisory in nature, the
Department incorporates many of IROC’s recommendations in its strategic initiatives.

Metro JPA. The Metro Joint Powers Authority (“Metro JPA”) is a coalition of municipalities and
special districts that share in the use of the City’s regional wastewater facilities. The Metro JPA grew out
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of the Metro Wastewater Commission which was first formed in 1998. The mission of the Metro JPA is
to create an equitable partnership with the City Council and Mayor on regional wastewater issues.
Through stakeholder collaboration, open dialogue, and data analysis, the partnership seeks to ensure fair
rates for Participating Agencies, concern for the environment, and regionally balanced decisions. While
wastewater remains a key focus, the Metro JPA now addresses all important water-related issues,
including the need for conservation, water recycling, and protecting the ocean environment. The Metro
JPA member agencies are the cities of Chula Vista, Coronado, Del Mar, EI Cajon, Imperial Beach, La
Mesa, National City and Poway; the Lemon Grove Sanitation District; the Padre Dam Municipal and
Otay Water Districts; and the County of San Diego (on behalf of the Winter Gardens Sewer Maintenance
District, and the Alpine, Lakeside and Spring Valley Sanitation Districts).

Participating Agencies

Regional Wastewater Disposal Agreement. The Metropolitan Sub-System provides “wholesale”
treatment and disposal services, including some sewage transportation to the cities of Chula Vista,
Coronado, Del Mar, El Cajon, Imperial Beach, La Mesa, National City and Poway, the Lemon Grove
Sanitation District, the Otay Water District, the Padre Dam Municipal Water District, and the County of
San Diego (on behalf of Winter Gardens Sewer Maintenance District and the Alpine Lakeside and Spring
Valley Sanitation Districts) (such cities and districts are collectively referred to as the “Participating
Agencies”) pursuant to the Regional Wastewater Disposal Agreement, which became effective in
June 1998 (the “Regional Wastewater Disposal Agreement”). The Regional Wastewater Disposal
Agreement replaced separate sewage disposal agreements between the City and the Participating
Agencies that were entered into as early as 1960 and applies to all facilities of the Metropolitan Sub-
System required to comply with the Clean Water Act and the Ocean Pollution Reduction Act of 1994
(“OPRA”).  See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—Treatment of
Sewage.” The Regional Wastewater Disposal Agreement expires in December 2050. On or before
December 2040, the parties expect to begin discussions on an agreement to provide wastewater treatment
services beyond the year 2050. The City has full ownership of the Metropolitan Sub-System, including
all additions to the Metropolitan Sub-System and facilities constructed pursuant to the Regional
Wastewater Disposal Agreement. In addition, the City has the authority to sell the Metropolitan Sub-
System to a governmental entity or divest a portion of the Metropolitan Sub-System, subject to the
Participating Agencies’ right of first refusal and the provisions of the Installment Purchase Agreement.
See “APPENDIX B—SUMMARY OF PRINCIPAL LEGAL DOCUMENTS—Master Installment
Purchase Agreement.”

Pursuant to the Regional Wastewater Disposal Agreement, the Participating Agencies are
required to pay their respective share of planning, design and construction of Metropolitan Sub-System
facilities and costs relating to the operation and maintenance of the Metropolitan Sub-System by the City.
The amount to be paid by the Participating Agencies is calculated based on a Sewer System Charge, and,
if additional capacity is needed, a New Contract Capacity Charge (each as herein defined). The “Sewer
System Charge” is a charge that is calculated annually, billed quarterly and based on flow and strength
coming into the Metropolitan Sub-System. The “New Contract Capacity Charge” is an amount to be paid
by any Participating Agency for the right to discharge any new or additional capacity into the
Metropolitan Sub-System beyond its existing purchased capacity. As of the date of this Official
Statement, the Department does not expect to receive any revenues in the near future from New Contract
Capacity Charges because the Participating Agencies have not expressed any recent interest in new or
additional capacity. Pursuant to the Regional Wastewater Disposal Agreement, the Participating
Agencies pay their proportionate costs of the Metropolitan Sub-System, including operation and
maintenance costs of all facilities, capital improvement program costs, and water recycling facilities
(excluding any water recycling distribution pipelines). Since Fiscal Year 2010, these aggregate costs
have consistently constituted approximately 33% of the total Metropolitan Sub-System’s operation and
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maintenance and capital improvement program costs. Annual costs attributable to the Participating
Agencies include those associated with administration, operation, maintenance, replacement, annual debt
service costs and other periodic financing costs and charges, capital improvement, insurance premiums,
claims payments and claims administration costs of the Metropolitan Sub-System. Additionally, in Fiscal
Year 2010, the Department and the Participating Agencies established an Administrative Protocol that
requires the Participating Agencies to (i) fund a 45-day operating reserve, and (ii) make annual
contributions towards the 1.20 times debt service coverage requirement on Parity Obligations that were
incurred to finance improvements to the Metropolitan Sub-System. See “SECURITY AND SOURCES
OF PAYMENT FOR THE SERIES 2015 BONDS—Rate Covenant.”

The Participating Agencies have historically paid charges due and payable under the Regional
Wastewater Disposal Agreement in a timely manner. The Participating Agencies may only dispute
amounts owed after payment of the amounts set forth in their respective invoices from the City. Between
Fiscal Years 2010 and 2014, the Department received, on average, approximately $65 million in System
Revenues per Fiscal Year from the Participating Agencies. See “WASTEWATER SYSTEM
FINANCIAL OPERATIONS” for additional information on the charges collected from the Participating
Agencies.

Transportation Agreements. The Participating Agencies and the City are responsible for the
retail collection operations within their respective jurisdictions. The Participating Agencies transport
collected sewage through large municipal trunk lines to the Metropolitan Sub-System. The collection
systems and many of the transport trunk lines outside City limits are owned by the individual
Participating Agencies. Transportation of wastewater through the Municipal Sub-System to the
Metropolitan Sub-System is facilitated by 14 separate transportation agreements (each, a “Transportation
Agreement” and, collectively, the “Transportation Agreements”) each between the City and a
Participating Agency. The City is in the process of negotiating nine of the Transportation Agreements
that have expired, and anticipates finalizing two of the agreements by the end of Fiscal Year 2016. The
City and the Participating Agencies with expired Transportation Agreements have agreed to continue
their operations pursuant to mutually acceptable terms until new agreements are executed. All parties
have, however, agreed upon an updated rate for the municipal transportation of sewage. The City and the
Participating Agencies have agreed to adjust this rate annually for inflation in accordance with the United
States Department of Labor, Bureau of Labor Statistics Data. The Department receives approximately
$500,000 in wastewater transportation charges each Fiscal Year.

Capacity Rights and Actual Flow from Participating Agencies. During Fiscal Year 2014, total
average daily sewage flow from the Participating Agencies was approximately 53 mgd, which was
approximately 60% of the total capacity rights that have been granted to the Participating Agencies. The
Participating Agencies have capacity rights of approximately 88 mgd. None of the Participating Agencies
are currently utilizing all of their capacity rights for sewage treatment and disposal.

The following Table 3 sets forth for each Participating Agency and the City their respective

estimated population, capacity rights, the percentage of total capacity represented by the respective
capacity rights and average daily flow for the Fiscal Year ended June 30, 2014.
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TABLE 3
METROPOLITAN SUB-SYSTEM
CITY AND PARTICIPATING AGENCIES FLOW AND CAPACITY RIGHTS
Fiscal Year Ended June 30, 2014
(Unaudited)

Capacity
Estimated Rights % of Total Average Flow % of Total
Participating Agencies Population® (in mgd) Capacity (mgd) Average Flow

City of Chula Vista 252,982 20.864 8.182% 16.006 10.310%
City of Coronado 25,500 3.250 1.275 1.603 1.033
City of Del Mar 4,321 0.876 0.344 0.556 0.358
City of El Cajon 102,000 10.915 4.280 7.545 4.860
City of Imperial Beach 29,500 3.755 1.473 2.237 1.441
City of La Mesa 58,490 6.993 2.742 4714 3.037
City of National City 59,391 7.487 2.936 4.039 2.602
City of Poway 44,373 5.894 2.311 2.827 1.821
San Diego County — Spring 152,706 17.503 6.864 8.689 5.597

Valley Sanitation Districts
Lemon Grove Sanitation 25,530 3.027 1.187 2111 1.360

District
Otay Water District 5,250 1.287 0.505 0.093 0.060
Padre Dam Municipal Water 52,100 6.225 2.441 2.638 1.699

District

Subtotal 812,143 88.076 34.540 53.058 34.178
City of San Diego 1,371,000 166.924 65.460 102.182 65.822
Total 2,183,143 255.000 100.000 155.240° 100.000

Sources Participating Agencies and Public Utilities Department, City of San Diego

! Participating Agencies provided population figures for their respective agencies. Population served by the Metropolitan Sub-
System is from the latest San Diego Association of Government’s information.

These facilities use the San Diego County Facility Plan for their population figures, and reflect the combined East Otay,
Lakeside-Alpine, Winter Gardens, and Spring Valley Sanitation Districts.

Excludes flow through plants that are not part of the Metropolitan Sub-System—Escondido Plant and Solana Beach (which is
serviced by the San Elijo Plant).

Disputes and Other Recent Developments Regarding the Participating Agencies. The City is in
ongoing negotiations with several of the Participating Agencies for payment of capital improvement
projects on portions of the Municipal Sub-System through which wastewater from such Participating
Agencies flows. The Participating Agencies are required to contribute to capital improvements to the
Metropolitan Sub-System on a pay-as-you-go basis and by making annual debt service payments on
Outstanding Obligations issued to fund such improvements based upon their respective allocable share of
benefits derived from such improvements. Participating Agencies are only obligated to contribute to
capital projects on the portions of the Municipal Sub-System they use. The Participating Agencies also
are required to make annual contributions towards the 1.20 times debt service coverage requirement on
Parity Obligations that were incurred to finance improvements to the Metropolitan Sub-System.

The Participating Agencies previously asserted that under the terms of the Regional Wastewater
Disposal Agreement they were entitled to a percentage of the revenue from the sale of recycled water
produced by the South Bay Plant. The City and the Participating Agencies recently resolved this issue
and, in June 2015, the City paid the Participating Agencies approximately $3.7 million for recycled water
that was sold between Fiscal Years 2002 and 2014. In future years, the Department will provide the
Participating Agencies their percentage of the recycled water revenue from the South Bay Plant on an
annual basis. The Department estimates that the Participating Agencies’ percentage of recycled water
revenue will be approximately $550,000 in Fiscal Year 2016 and approximately $1.1 million annually in
Fiscal Years 2017 through 2020.
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In November 2010, Padre Dam Municipal Water District (“Padre Dam Water District”) submitted
a letter to the City regarding possible overcharge. The City investigated the issue and in April 2011,
confirmed that the Padre Dam Water District was overcharged. Additionally, in February 2013, the City
discovered a billing issue associated with the North City Plant wherein the City may have omitted flow
and under billed itself. The City actively investigated this issue to determine the financial impact to all
parties involved, and in Fiscal Year 2015, reconciled all outstanding billing issues and submitted
payments to the Participating Agencies.

The Padre Dam Water District began operation of its new Advanced Water Purification
Demonstration Plant (the “Padre Dam Water Purification Plant”) in March 2015. Additionally, the Padre
Dam Water District is conducting a study to consider potentially expanding the plant to include the
service areas of a portion of the County of San Diego (East County Agencies of Lakeside, Alpine and
Winter Gardens) and the City of EI Cajon, both of which are Participating Agencies. In Fiscal Year 2014,
the average flow through the Metropolitan Sub-System for the Padre Dam Water District, the County of
San Diego Agencies described above and the City of ElI Cajon was 13.9 mgd, which represented
approximately 26% of the total flow from the Participating Agencies. The Padre Dam Water Purification
Plant is still in the beginning stages and it is too early to determine how the full implementation of the
plant will impact the Wastewater System. The Department anticipates that overall Metropolitan Sub-
System treatment costs will remain relatively unchanged since a large portion of those costs are fixed.
However, with potentially fewer Participating Agencies to share the Metropolitan Sub-System treatment
costs, the cost for each Participating Agency is expected to slightly increase. Pursuant to the Regional
Wastewater Disposal Agreement, any Participating Agency may negotiate an agreement with the City to
withdraw all flows from the Metropolitan Sub-System, which would require such withdrawing Agency to
pay its proportionate share of any capital improvement costs associated with the Metropolitan Sub-
System.

In January 2014, the City of Del Mar notified the Department of its intent to reduce its flow by .5
mgd. The Department does not anticipate the City of Del Mar to completely discontinue use of the
Metropolitan Sub-System, and they will continue to keep their existing contracted capacity of .876 mgd.

Metropolitan Sub-System Facilities

General. The current Metropolitan Sub-System infrastructure, with the exception of the South
Metropolitan Interceptor Pipeline, is located within the jurisdictional boundaries of the City and is
concentrated along a kidney-shaped corridor running from Mission Bay to the north, and along the
perimeter of the San Diego Bay to the south. The map that follows the Table of Contents of this Official
Statement shows the geographic concentration of the Metropolitan Sub-System’s infrastructure and
identifies the major trunk lines that service the Participating Agencies. The Metropolitan Sub-System’s
infrastructure currently consists of three wastewater treatment plants, two ocean outfalls, a biosolids
center, four large pump stations, force mains and gravity flow interceptors. The Metropolitan Sub-
System infrastructure also includes two interceptors, which collect and route wastewater to the Point
Loma Plant from the Municipal Sub-System and the Participating Agencies. Additionally, the
Metropolitan Sub-System includes 97 permanent flow monitoring stations that are utilized for multiple
purposes, including strength-based billing, facility planning, sewer modeling, criticality evaluation,
infiltration/inflow analysis and spill detection. The City is required to maintain certain permits and
waivers with respect to the Wastewater System under Federal and State law. If existing permits and
waivers are not maintained, the City could incur costs in addition to those currently included in the
Department’s budgets and projections. See “WASTEWATER SYSTEM REGULATORY
REQUIREMENTS—Treatment of Sewage.”
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The City has the right to make all decisions with respect to the planning, design, construction,
operation and maintenance of the Metropolitan Sub-System. Decisions on issues that impact the
Participating Agencies are made with the advice of the Metro JPA. Although the Metro JPA may make
recommendations to the City, the City retains ownership and decision-making authority over all elements
of the Metropolitan Sub-System, including the capital improvements for the Metropolitan Sub-System.

The following is a summary description of the Metropolitan Sub-System’s current facilities and
their respective primary functions.

Point Loma Plant. The Point Loma Plant began operation in 1963. The site is part of the Fort
Rosecrans military reservation and was acquired by the City from the U.S. Department of the Interior,
Bureau of Land Management. The Point Loma Plant is the principal treatment facility in the
Metropolitan Sub-System, with a permitted treatment capacity of 240 mgd flow with 432 mgd peak wet
weather flow. During Fiscal Year 2014, the Point Loma Plant had an average daily flow rate of 141 mgd,
including return flows from the North City Plant, centrate from the Metropolitan Biosolids Center, and
sludge from the South Bay Plant. The average daily flow rate at the Point Loma Plant accounted for
approximately 90.7% of the wastewater flow generated within the Metropolitan Sub-System. Almost all
the inflow to the Point Loma Plant is conveyed through the Metropolitan Sub-System’s Pump Station No.
2, which is the terminus for the North Metropolitan Interceptor Pipeline and South Metropolitan
Interceptor Pipeline. Flow from the North City Plant which is not distributed to recycled water users is
returned to the sewage conveyance system and is treated at the Point Loma Plant. In addition, the Point
Loma Plant serves as a standby facility for the North City Plant and the South Bay Plant in the event one
or both of these facilities are taken off-line for maintenance purposes.

The Point Loma Plant currently provides advanced chemical primary treatment of sewage in
accordance with a waiver from the secondary treatment standards of the Clean Water Act, which was
originally received by the City in 1995. The City’s waiver was first renewed in 2002 by adoption of
Order No. R9-2002-0025 by the San Diego Regional Water Board (“San Diego Water Board™), and again
renewed in 2009 by adoption of Order No. R9-2009-0001. The latter and present order became effective
August 1, 2010 and [expired on July 31, 2015]. The City submitted its third application for renewal of
the waiver and its discharge of wastewater to the ocean via the Point Loma Ocean Outfall (defined herein)
in January 2015. A tentative decision on the City’s renewal application is expected to be issued by the
United States Environmental Protection Agency (the “EPA”) by early 2016. During the time from
expiration of the current order in July 2015 until adoption of a new order, the present modified permit for
the Point Loma Plant will be administratively continued. Consequently, the Point Loma Plant will
continue to operate under the provisions of the 2009 modified permit, in full compliance with Clean
Water Act section 301(h) as modified by the Ocean Pollution Reduction Act. See “WASTEWATER
SYSTEM REGULATORY REQUIREMENTS—Treatment of Sewage.” Treated wastewater from the
Point Loma Plant is discharged into the ocean through the Point Loma Ocean Outfall.

Operations at the Point Loma Plant are monitored and controlled from a distributed, computer-
based control system located in the Point Loma Plant’s control center. Local control stations are also
strategically located around the Point Loma Plant and can be used to access the entire plant control
system.

Presently, the Point Loma Plant is capable of removing 85% to 92% of total suspended solids
(“TSS”). The Point Loma Plant has increased its TSS removal rates through operational improvements of
its chemical treatment processes. The wastewater treatment process currently employed at the Point
Loma Plant consists of advanced chemical primary treatment and a digester gas utilization facility.
Dewatering of sludge is provided at the Metropolitan Biosolids Center. Methane gas produced during the
digestion is fed to a City-owned cogeneration plant where it is converted to electricity and used to provide
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power to operate the plant. Excess gas not converted to energy is directed to a third party, under the terms
of an agreement to polish the gas and sell the gas to the local utility via an existing utility pipeline. See
“—Metropolitan Biosolids Center.”

North City Plant. The North City Plant is a sewage treatment facility that is capable of
processing sewage to both secondary and tertiary treatment levels. The North City Plant commenced
operations in 1997 and is located adjacent to Interstate 805 and Miramar Road in the northwestern
guadrant of the City. The North City Plant operates pursuant to “Waste Discharge and Water Recycling
Requirements for the Production and Purveyance of Recycled Water,” Order No. 97-03, Addendum No.
1, which was adopted by the California Regional Water Quality Board (the “Regional Water Board™) on
June 11, 2003 (the “North City Plant Permit”). The North City Plant Permit, as amended, is effective
until it is revoked or further modified.

The North City Plant receives influent through the North City Tunnel Connector and from the
Penasquitos Pump Station. The North City Plant process includes screening, grit removal, settling, flow
equalization, activated sludge processing, tertiary filtration and effluent disinfection. The Metropolitan
Biosolids Center (described below) digests and dewaters the sludge that is produced at the North City
Plant. Support facilities of the North City Plant include an administration building that houses the
operation and maintenance functions, a chemical building, and electrical energy generation facilities. The
North City Plant has a permitted capacity of 30 mgd average daily flow. Per the requirements of a grant
the City received from the EPA for construction of the North City Plant, flows into the plant must
constitute a minimum of 75% of the plant’s design capacity (i.e., at least 22.5 mgd). In Fiscal Year 2011,
the Department notified the EPA that it would be temporarily reducing total flows from 22.5 mgd to 15
mgd to meet the actual demand for recycled water. The EPA has acknowledged this reduction and the
City’s good faith effort to maximize recycling and beneficial reuse. The City still maintains its
commitment to maximize recycling and beneficial reuse, and is expanding the North City Plant’s total
wastewater treatment capacity up to 51 mgd with the implementation of the Pure Water Program. In
Fiscal Year 2014, the plant operated at an average flow rate of approximately 15 mgd. The North City
Plant is producing an average of 7 mgd of recycled water that is distributed to users through the Northern
Water Distribution System. The North City Plant also is capable of providing treatment beyond the
tertiary level through the demineralization of a portion of the effluent, to reduce total dissolved solids
(“TDS”) to meet recycled water customers’ needs. The North City Plant limits its production of recycled
water to meet demand. Excess treated effluent is returned to the sewer system for conveyance to the
Point Loma Plant and ocean outfall. In Fiscal Year 2014, approximately 8 mgd was returned to the sewer
system. See “—~Point Loma Plant.” The solids that are removed during the sewage treatment process,
either by sedimentation or biological oxidization, are pumped to the Metropolitan Biosolids Center for
further treatment. See “—Metropolitan Biosolids Center.”

As of January 31, 2015, the North City Plant produced recycled water that served 607 retail and
four wholesale meters. Three of the wholesale meters serve the Olivenhain Municipal Water District and
the remaining wholesale meter serves the City of Poway. Recycled water also is used for industrial
processing, cooling towers, construction site dust suppression and soil compaction, decorative fountains
and toilet and urinal flushing. Revenues from the sale of recycled water are collected by the Department
for deposit in the Water Revenue Fund and used to pay for the cost of the recycled water distribution
system and then operations and maintenance costs for the distribution system. See “WASTEWATER
SYSTEM REGULATORY REQUIREMENTS—Pure Water Program” for additional information on the
Wastewater System’s production of recycled water.

South Bay Plant. The South Bay Plant commenced operations in 2002. This plant, located on

Dairy Mart Road north of the International Border with Tijuana, Mexico, is a sewage treatment facility
that is capable of processing sewage to both secondary and tertiary treatment levels. The South Bay Plant
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currently operates under NPDES permit Order Number R9-2013-0006 (expiring in April 2018), as
amended by Order Number R9-2014-0071, for the treatment and disposal of wastewater through the
shared South Bay Ocean Outfall (the “South Bay Outfall”). Additionally, the South Bay Plant has been
issued Recycled Water Permit No. 2000-203 (the “South Bay Recycled Water Permit”), which authorizes
water recycling from the South Bay Plant. The South Bay Recycled Water Permit is effective until it is
revoked. See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—General.”

Untreated wastewater is pumped to the South Bay Plant’s headworks, via the Grove Avenue
Pump Station. After passing through the headworks for screening, the wastewater treatment process
continues with grit removal, primary sedimentation, aeration, secondary clarifiers, filtration (tertiary), and
ultraviolet light disinfection to generate recycled water. The South Bay Plant is currently in the process
of implementing a demineralization facility to reduce TDS for a portion of the recycled water to meet a
contracted quality of 1,000 parts per million (“ppm”) TDS. The Regional Water Board permit criteria for
recycled water is 1,200 ppm TDS. The South Bay Plant has a permitted capacity of 15 mgd average daily
flow. For Fiscal Year 2014 the plant operated at an average flow rate of approximately 8 mgd. The
South Bay Plant produced an average of 4 mgd of recycled water that was distributed to one wholesale
and six retail meters. The wholesale connection is to the Otay Water District, and contracted at the retail
rate, is pursuant to a take or pay recycled water service agreement for up to 6 mgd.

The South Bay Plant limits its production of recycled water to meet demand. The South Bay
Plant uses a phased tertiary process that allows the tertiary process to be bypassed when recycled water is
not being produced, which increases efficiency and reduces plant operations and maintenance cost.
Excess treated effluent is discharged to the South Bay Outfall for disposal. See “South Bay Outfall.”
However, during warmer periods of the year, almost the entire amount of wastewater treated at the South
Bay Plant is reused. The South Bay Plant does not treat its own solids and cannot discharge its solids to
the Metropolitan Biosolids Center directly. Primary sludge is pumped to the South Metropolitan
Interceptor Pipeline and conveyed to the Point Loma Plant for further treatment and from there to the
Metropolitan Biosolids Center for processing. See “Point Loma Plant” above and “Metropolitan
Biosolids Center” below.

Operations at the South Bay Plant are monitored and controlled from a distributed, computer-
based control system located in the South Bay Plant’s control center. Local control stations are also
strategically located around the South Bay Plant and can be used to access the entire plant control system.

Point Loma Outfall. The Point Loma Outfall was constructed in 1963 to provide a method for
disposal of all Point Loma Plant effluent. The original capacity of the 2.5 mile long, 108-inch diameter
outfall has been estimated at 390 mgd under the original design configuration. The Point Loma Outfall
Extension, a 2.0 mile extension of the original outfall, was completed in 1993, resulting in a 4.5-mile long
outfall discharging treated sewage effluent at an approximate depth of 320 feet of water at the discharge
point and a capacity of 432 mgd. The Point Loma Outfall uses a Y-shaped diffuser to provide for a wide
dispersal of effluent into the ocean. It is one of the longest, deepest ocean outfalls in the United States.
The Department believes that the length, depth, design and location of the Point Loma Outfall facilitates
protection of ocean water beneficial uses.

South Bay Outfall. The South Bay Outfall discharges flow from the South Bay Plant and the
International Boundary and Water Commission’s International Treatment Plant. The South Bay Outfall
consists of a land portion running 3.3 miles and an ocean portion discharging 3.5 miles off the coast at a
depth of 95 feet. The outfall is jointly owned by the City and the International Boundary and Water
Commission. The City has a 40% ownership interest in the South Bay Outfall, or approximately 133 mgd
of the peak flow capacity of 333 mgd.
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Metropolitan Biosolids Center. The Metropolitan Biosolids Center commenced operations in
1998 on a 39-acre site leased from the United States Navy within the Miramar Marine Corps Air Station
located off Highway 52 in the north central portion of the City. The Metropolitan Biosolids Center is
regulated under the Point Loma Discharge Permit because all waste streams from the Metropolitan
Biosolids Center are sent to the Point Loma Plant for treatment. See “WASTEWATER SYSTEM
REGULATORY REQUIREMENTS—Treatment of Sewage.” The lease with the United States Navy
(the “Metropolitan Biosolids Lease”) expires in 2045. The United States Navy may terminate the
Metropolitan Biosolids Lease during its term without the payment of any compensation to the City only
in the event of a national or military emergency or with cause if the City fails to cure any breach of the
lease within 30 days’ notice from the United States Navy. In the event the Metropolitan Biosolids Lease
is terminated during its term by the United States Navy, the City would be obliged to vacate the site and
relocate this facility elsewhere.

The Metropolitan Biosolids Center discharges side streams (centrate) from the raw sludge
thickening and biosolids (digested sludge) dewatering centrifuges as well as effluent from other internal
processes to the Point Loma Plant. The Metropolitan Biosolids Center is an essential part of the Modified
Permit described under the caption “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—
Treatment of Sewage.” The facility consists of anaerobic digesters, storage tanks, screening and
degritting systems, polymer injection systems, eight dewatering centrifuges, five thickening centrifuges,
an odor control facility, chemical building, operations and maintenance building, and a privately operated
cogeneration facility serving the energy needs of the Metropolitan Biosolids Center. The facility thickens
and digests sludge from the North City Plant that is received through the 5-mile North City Raw Sludge
Pipeline. In addition, the facility mechanically dewaters the North City Plant’s digested sludge as well as
the sludge that is digested at the Point Loma Plant. The digested sludge from the Point Loma Plant is
pumped to the Metropolitan Biosolids Center through a 17-mile pipeline.

Once sludge is thickened, digested and dewatered at the Metropolitan Biosolids Center, the
Department disposes of biosolids through landfill disposal, direct land application, or alternate daily
cover. See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—Discharge and Disposal
of Sewage” for information on the recently adopted AB 1594 and the elimination of yard trimmings and
other greenwaste for landfill cover.

Located adjacent to the Metropolitan Biosolids Center and the North City Plant are two privatized
cogeneration plants (6.4 MW and 3.8 MW, respectively) that are owned and operated by Minnesota
Methane San Diego, LLC (“MMSD”), a subsidiary of Fortistar Methane Group, LLC (“FMG”). The
cogeneration plants are located on parcels leased to MMSD for its exclusive use. The City has subleased
methane gas rights from the landfill located adjacent to the Metropolitan Biosolids Center (the “Miramar
Landfill”) and digestor gas produced at the Metropolitan Biosolids Center to MMSD’s affiliate NEO San
Diego (the “Landfill Gas Lease”). NEO San Diego is also a FMG subsidiary. NEO San Diego sells the
gas to MMSD and MMSD burns the gas in the cogeneration plants to produce electricity and heat. All of
the commercial landfill gas collection systems and the two cogeneration plants are entirely privately
financed, owned, designed, built, and operated by the FMG entities. The City has purchase contracts (the
“Cogeneration Facility Agreements”) with MMSD to buy electricity for operations at the Metropolitan
Biosolids Center and the North City Plant. The Cogeneration Facility Agreements are scheduled to expire
on December 31,2026, with automatic 5-year extensions subject to opt-out by either party. Any excess
power that is generated and not purchased by the City for its facilities is sold by MMSD to the San Diego
Gas & Electric Company. This arrangement allows the Wastewater System to decrease its dependence on
external sources of power and reduces energy expenditures. Under the Landfill Gas Lease and the
Cogeneration Facility Agreements, the City bears the risk of a possible termination of the Metropolitan
Biosolids Lease. The Metropolitan Biosolids Lease allows the United States Navy to terminate the lease
in the event of a national or military emergency, or in the event the City breaches the terms thereof. If the
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United States Navy terminates the Metropolitan Biosolids Lease, then the City must purchase MMSD’s
facilities, including the landfill gas collection system installed by MMSD and the cogeneration plants at
the Metropolitan Biosolids Center and the North City Plant. The purchase price for the facilities would be
equal to the greater of a “stipulated purchase price” (provided by formula in the contract, which takes into
account such factors as initial and depreciated values) or the “fair market value” of the facilities, as each
of these terms is defined in the agreements with MMSD. The maximum amount of exposure to the City
for the loss of these facilities is estimated to be $38 million. Such a loss would only arise upon the
occurrence of a default by the City or termination by the United States Navy in the event of a national or
military emergency. The City believes that it is unlikely that the United States Navy will terminate the
Metropolitan Biosolids Lease because of the United States Navy’s reliance on the landfill and the City’s
substantial investments in placing regionally crucial wastewater infrastructure, such as the Metropolitan
Biosolids Center at Miramar. Moreover, in 2011, the City consented to allow FMG to develop a separate
landfill gas fueled 3.2 MW cogeneration plant that is now under contract to the United States Navy to
supply electricity to the adjacent Marine Corps Air Station Miramar through December 31, 2026, with
automatic 5-year extensions subject to opt-out by either party. The City believes, that the Navy’s own
reliance on a FMG landfill gas and cogeneration system makes the possibility of early termination of the
Metropolitan Biosolids Lease by the Navy even less likely. See “RISK FACTORS—Utility Costs.

Pump Stations. The Department operates and maintains a total of 83 pump stations, including 8
large and 75 smaller pumps. Four of the large pump stations service the Metropolitan Sub-System, which
include Pump Station No. 1 and Pump Station No. 2, that began operation in 1963, the Grove Avenue
Pump Station, that began operations in 2002 and pumps wastewater to the South Bay Plant, and the Otay
River Pump Station, added to the Metropolitan Sub-System in 2003, and pumps wastewater to the South
Bay Plant. The other four large pump stations are part of the Municipal Sub-System and include East
Mission Gorge Pump Station, Sewage Pump Station No. 64, Sewage Pump Station No. 65 and the
Penasquitos Pump Station. All of the 75 small pump stations also are part of the Municipal Sub-System.

Interceptors. The Metropolitan Sub-System interceptors consist of two major branches, the
South Branch and the North Branch, which meet at Pump Station No. 2. Interceptor capacities are
adequate for current peak flows and the City models’ capacity is consistent with all current regulations.
Due to predicted capacity limitations at Pump Station No. 2, the Department initiated the Wet Weather
Operational Plan which deploys system-wide operational strategies to best utilize sewer pipe capabilities
and recycle water treatment to off load and control flows to Pump Station 2. The Wet Weather Storage
Project will include the construction of an underground storage tank with a capacity of seven million
gallons near Pump Station No. 2 to store excess wastewater flow during the peak wet weather flow period
to relieve the capacity constraint at Pump Station No. 2. The Department also initiated the Wet Weather
Intermittent Stream Discharge Project to discharge the tertiary treated recycled water from the North City
Plant to the streams or canyons during the peak wet weather flow period to relieve the capacity constraint
at Pump Station 2. An NPDES permit is required for this project and the project is currently under review
by the State Regional Water Quality Control Board. The Department can defer the Wet Weather Storage
Project if the Wet Weather Intermittent Stream discharge Project is implemented. See “WASTEWATER
SYSTEM CAPITAL IMPROVEMENT PROGRAM.”

Municipal Sub-System Facilities

The Municipal Sub-System consists of approximately 3,000 miles of trunk sewers and collector
mains, 75 small sewer pump stations, and four large pump stations, including East Mission Gorge Pump
Station, Sewage Pump Station No. 64, Sewage Pump Station No. 65, and Penasquitos Pump Station,
serving approximately 273,000 accounts with connections to the sanitary sewer system. Approximately
83% of these connections are from accounts relating to single family dwellings, 11% are from accounts
relating to multifamily dwellings and the remaining 6% are from accounts relating to commercial and
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industrial customers (these percentages include multiple accounts at some locations). On average, these
accounts generate 102 mgd of wastewater which is conveyed by the Municipal Sub-System to the
Metropolitan Sub-System for treatment and disposal. The Municipal Sub-System also includes 58
permanent flow monitoring stations which are utilized for multiple purposes, including strength-based
billing, facility planning, sewer modeling, criticality evaluation, infiltration/inflow analysis and spill
detection.

Additional Contractual Capacity to the Escondido Plant and the San Elijo Plant

The Department does not connect the Rancho Bernardo sewer service area to pipelines within the
Municipal Sub-System. Pursuant to a sewage disposal agreement with the City of Escondido entered into
in 1972, up to five mgd of sewage emanating from the Rancho Bernardo sewer service area of the City
may be treated at Escondido’s Hale Avenue Treatment Plant (the “Escondido Plant”). The Escondido
Plant is not owned by the City and is not part of the Municipal Sub-System. This agreement is scheduled
to terminate in 2022, fifty years from the date on which sewage flow commenced through the Escondido
Plant, and may be extended at the City’s option for an unlimited number of 10-year periods. The
Escondido Plant, which can process up to 18 mgd of sewage, currently is treating approximately 3 mgd of
flow from the City. The City of Escondido is considering options to increase its treatment capacity to
accommodate expected population growth,

Pursuant to a sewage disposal agreement with the Solana Beach Sanitation District originally
entered into in 1974, the City has the right to connect to sewer lines within the Solana Beach Sanitation
District. Pursuant to such agreement, the City may permit the connection to the Solana Beach Sanitation
District of up to 300 equivalent dwelling units (one equivalent dwelling unit or “EDU” is equal to 280
gallons per day of wastewater flow for a single family residence), or 84,000 gallons per day, of sewage
emanating from the portion of the City contiguous to Del Mar and Solana Beach to be treated at the San
Elijo Water Reclamation Plant (the “San Elijo Plant”). Sewage treated at the San Elijo Plant is disposed
through the San Elijo Ocean Outfall, which is owned by the City of Solana Beach and the Cardiff
Sanitation District and operated by the Solana Beach Sanitation District, the Cardiff Sanitation District
and the City of Escondido. The San Elijo Plant and the San Elijo Ocean Outfall are not owned by the
City and they are not part of the Municipal Sub-System. This sewage disposal agreement with the Solana
Beach Sanitation District expires in 2033 and may be extended by mutual agreement by the parties.

Historical Wastewater System Flow

Over the past ten years, the Department has seen a downward trend in wastewater flows. The
trend reflects both the ongoing water conservation efforts (as consumers continue to upgrade to high
efficiency appliances including toilets, dishwashers, and washing machines, etc.) and lower infiltration
and inflow components in the wastewater as a result of below average rainfall over the last five
consecutive years. The sewer flow rate per capita is estimated to decrease by 5% in Fiscal Year 2016 as a
result of the State mandated 16% reduction of water consumption for the City. Also, the ongoing water
conservation efforts are anticipated to result in an additional decrease to sewer flow rates per capita of 5%
over a ten-year period from Fiscal Year 2017 through Fiscal Year 2026. However, the Department
projects that the aggregate overall wastewater flows will slightly increase over the next ten years as a
result of the expected population growth. Table 4 below sets forth total annual system flow through the
Wastewater System (including the Point Loma Plant and the South Bay Plant) and through the City of
Escondido to the Escondido Plant and the City of Solana Beach to the San Elijo Plant, and total annual
recycled water flow through the North City Plant for Fiscal Years 2005 through 2014.
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TABLE 4
WASTEWATER SYSTEM
TOTAL ANNUAL FLOW!
Fiscal Years Ended June 30, 2005 through June 30, 2014
(in million gallons)

(Unaudited)
City City
Flow Participating City Recycled Flow
Fiscal Through Agency Flow City Flow Flow Water Through Average
Year Point Through Through  Through  Through South Total MGD
Ended Loma Point Loma  Escondido San Elijo North City Bay System  For The
June 30 Plant Plant Plant? Plant? Plant Plant Flow Year
2005 43,817 23,124 1,439 32 522 1,726 70,660 194
2006 42,240 22,270 1,279 32 1,259 1,632 68,712 188
2007 38,295 21,886 1,106 32 1,544 2,949 65,812 180
2008 37,207 21,849 1,096 32 1,749 3,210 65,143 178
2009 36,752 21,174 1,065 32 2,402 3,106 64,531 177
2010 36,995 20,488 1,022 32 1,931 2,986 63,454 174
2011 37,607 21,259 1,058 32 1,872 3,026 64,855 178
2012 36,484 20,721 1,000 32 1,925 2,957 63,120 172
2013 35,686 19,948 968 32 2,181 2,938 61,753 169
2014 34,378 19,366 935 32 2,375 2,919 60,005 164

Source: Public Utilities Department, City of San Diego

1 Wastewater System consists of the Metropolitan Sub-System (collects and treats the wastewater generated by the City and 12 other
agencies) and the Municipal Sub-System (all elements required for the collection and conveyance of the wastewater generated by
the City).

2 The City does not treat flows through the Escondido Plant or the San Elijo Plant.

WASTEWATER SYSTEM REGULATORY REQUIREMENTS
General

Wastewater System operations are subject to Federal, State, and local environmental regulations
that primarily address the quality of effluent that may be discharged from the Wastewater System, the
disposal of sludge generated by the Wastewater System, and the nature of waste material (particularly
industrial waste) discharged into the collection system. The Federal regulations that have the most
significant effect on the Wastewater System are the Clean Water Act, which is administered by the EPA,
the State Water Resources Board and the Regional Water Board, the Federal Clean Air Act, and the
Federal Resource Conservation and Recovery Act. The Wastewater System is in compliance with the
major elements of each of the foregoing regulations and other programs managed by the Federal
government and the State.

Collection of Sewage

General. The Clean Water Act and the NPDES permit system, including the Point Loma
Discharge Permit and the South Bay Discharge Permit issued thereunder, set effluent limitations on the
discharge of pollutants at treatment plants and generally prohibit the discharge of pollutants into
navigable waterways. Such prohibited discharges from the collection system are also subject to
injunctive or penalty proceedings by the Regional Water Board.
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The Municipal Sub-System Collection System. The Clean Water Act prohibits the discharge of
sewer to surface waters, including discharges as a result of sanitary sewer overflows (“SSOs”) into the
collection system, except as authorized under an NPDES permit. The California Water Code has a
broader interpretation of SSOs, to include waste discharges that could affect the quality of State waters,
both surface and groundwater.

To provide a consistent, statewide regulatory approach to address SSOs, the State Water
Resources Board adopted the Statewide General Waste Discharge Requirements for Sanitary Sewer
Systems, Water Quality Order No. 2006-0003 on May 2, 2006 (the “Sanitary Sewer Order”). The
Sanitary Sewer Order requires public agencies that own or operate sanitary sewer systems to develop and
implement a Sewer System Management Plan (“SSMP”) and report all SSOs to the State Water
Resources Board’s SSO database. The SSMP must include an operation and maintenance program, a
current map of the sanitary sewer system, a rehabilitation and replacement plan, a training plan and an
inventory of equipment and replacement parts.

In March 2001, two environmental groups filed suit against the City alleging that the Municipal
Sub-System’s collection system was deficient as a result of sewer spills which had occurred since
December 1996. The EPA and the State filed similar suits against the City in July 2003. The resulting
settlements were memorialized in a Partial Consent Decree (the “Partial Consent Decree”) which expired
on June 30, 2006 and a Second Partial Consent Decree (the “Second Partial Consent Decree”), which
expired on June 30, 2007. Under the Partial Consent Decree and the Second Partial Consent Decree, the
City agreed to rehabilitate or replace 200 miles of sewer pipeline by June 30, 2007. In 2007, the City, the
EPA and various environmental groups entered into a final Consent Decree (the “Final Consent Decree”
and, together with the Partial Consent Decree and the Second Partial Consent Decree, the “Consent
Decree”). The Consent Decree required, among other things, increased sewer spill response and tracking,
increased root control, and replacement or rehabilitation of an additional 250 miles of pipeline between
July 1, 2007 and June 30, 2013.

[The City has completed all requirements of the Consent Decree and applied for certification and
termination of the Consent Decree in December 2014. Additionally, the City hosted a 2-day EPA review
in January 2015, during which time the EPA reviewed documents and records, saw presentations and
demonstrations by Department staff, and went on site visits to view the results of the City’s Consent
Decree efforts. The EPA’s determination based on its findings, is expected sometime during Fiscal Year
2016]. [Status of termination of Consent Decree to come.]

In 2001, the Department initiated a program to reduce SSOs by maintaining a system-wide
cleaning schedule, video monitoring and assessing the condition of the oldest and most problematic sewer
lines in the Wastewater System and increasing the number of miles of sewer lines replaced or
rehabilitated annually. The Department has reduced sewer spills by 92% between calendar year 2000 and
calendar year 2014. During calendar year 2014, there were 28 SSOs in the Municipal Sub-System. The
City plans to continue with the replacement and rehabilitation program of approximately 45 miles of
pipeline per year it commenced in connection with the Consent Decree.

Treatment of Sewage

General. The Clean Water Act generally requires that all wastewater treatment plants provide
secondary treatment for sewage before it is discharged into waterways. The Clean Water Act allows
wastewater treatment plants to apply for a waiver from the secondary treatment standards for certain
ocean discharges (a “Treatment Waiver”). The Clean Water Act grants the EPA the discretion to grant or
deny any Treatment Waiver. The South Bay Plant complies with the secondary treatment requirements of
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the Clean Water Act and therefore does not need a Treatment Waiver to operate. The City operates the
Point Loma Plant subject to a Treatment Waiver from the EPA.

History of Treatment Waivers for Point Loma Plant. The City first applied for a Treatment
Waiver for the Point Loma Plant in 1979. In July 1988, subsequent to unsuccessful efforts by the City to
obtain a Treatment Waiver, the United States of America, acting through the Department of Justice and
the EPA, and the State sued the City for alleged violations of the Clean Water Act and the Point Loma
Discharge Permit due to sewer overflows, failure to meet the secondary treatment requirements of the
Clean Water Act and alleged irregularities in the City’s pretreatment program that regulates industrial
waste. As a result of this lawsuit, the City paid a penalty of $500,000, enacted a low flow toilet ordinance
as a credit project, and agreed to a stipulated final order (the “Final Order”) that required certain
improvements to the Wastewater System, all of which the City has completed.

In 1994, at the request of the City, the United States Congress adopted OPRA, amending the
Clean Water Act to allow the City to apply for a Treatment Waiver, subject to certain conditions. These
conditions required, among other things, that the City achieve a system capacity of 45 mgd of recycled
wastewater per day by January 1, 2010, remove not less than 80% of TSS (on a monthly average) in the
discharge of the Point Loma Plant, remove not less than 58% of the biochemical oxygen demand
(“BOD”) (on an annual average) in the discharge of the Point Loma Plant, and reduce the quantity of TSS
discharged by the Wastewater System into the Pacific Ocean during the period of modification.

The City applied for and was granted the Point Loma Plant Treatment Waiver on November 9,
1995 (such Treatment Waiver, granted pursuant to OPRA, is referred to herein as a “Modified Permit”).
The City must seek a renewal of its Modified Permit every five years if it seeks to renew the Point Loma
Discharge Permit. The City has satisfied the OPRA requirements to achieve a system capacity of 45 mgd
of recycled wastewater per day by constructing the North City Plant, which has a design capacity of 30
mgd, and the South Bay Plant, which has a design capacity of 15 mgd. The Point Loma Plant has
consistently met or exceeded the 80% removal requirement for TSS and the 58% removal of BOD. The
quantity of TSS discharged into the Pacific Ocean has conformed to OPRA requirements and all other
permit requirements. The City, the EPA and certain environmental groups disagree on how the OPRA
requirements may apply to future Modified Permits. Currently, there are no active lawsuits or appeals
with respect to the OPRA requirements.

The City filed a renewal application for a Modified Permit and received a Tentative Decision and
Tentative Order (the “2002 Tentative Order”) on February 11, 2002. Initially, the California Coastal
Commission objected to the consistency certification submitted by the City in connection with its request
for a Modified Permit. The California Coastal Commission noted three areas of concern that it believed
needed to be addressed in order for the discharges to be consistent with the applicable California Coastal
Management Plan standards: (1) reduction in permitted levels of mass emissions; (2) commitments for
water recycling; and (3) additional monitoring provisions. Subsequently, the Regional Water Board
modified its staff-recommended permit conditions and (i) reduced the total permitted mass emission
loadings; (ii) requested annual reports from its staff of the City’s progress towards implementing water
recycling, which would be independent of the NPDES permit, and noted that it could impose future
recycling requirements if adequate progress was not forthcoming; and (iii) instructed its staff to review
and prepare for future adoption by the Regional Water Board modifications to the monitoring program,
including specific provisions for deep ocean receiving stations, human pathogens, and long term trends,
which would also be independent of the NPDES permit.

In separate proceedings, the City successfully appealed the actions of the California Coastal

Commission and the Regional Water Board. In May 2002, the City resubmitted its consistency
certification to the California Coastal Commission and appealed the Commission’s consistency
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certification objection to the Secretary of Commerce. In addition, the City appealed the Regional Water
Board’s NPDES permit action modifying the mass emission limits to the State Water Resources Board.
In August 2002, the State Water Resources Board ordered the mass emission limits to be returned to the
originally drafted levels. Subsequently, the City resubmitted its consistency certification for the waiver as
modified and ordered by the State Water Resources Board. The State Water Resources Board concluded
that the Regional Water Board had “. .. failed to make findings, either in its order or during its
deliberations, that justify reducing the mass emissions limit for TSS in the waste discharge requirements.”
The California Coastal Commission then approved the consistency certification for the Treatment Waiver.

The City appealed to the Environmental Appeals Board (“EAB”) the provision of the 2002
Tentative Order requiring the City to comply with OPRA’s requirements regarding reduction of the
quantity of TSS discharged by the Wastewater System into the Pacific Ocean over the period of
modification. Concurrent with the City’s appeal, three environmental groups filed challenges to the
Modified Permit contesting the maximum discharge limit of TSS and the EPA’s interpretation of the
OPRA requirements. The City’s challenge and all the challenges filed by such environmental groups
have been resolved by a Joint Stipulation for Withdrawal of Appeals (“Joint Stipulation for Withdrawal of
Appeals”) in which the City agreed to (a) evaluate improved ocean monitoring, (b) pilot test biological
aerated filters as a form of technology to increase solids removal, and (c) study increased water reuse.
The Joint Stipulation for Withdrawal of Appeals was approved by the EAB on March 29, 2004, and, as
approved, confirmed the provisions of the current Modified Permit through June 2008 and reserved each
of the parties’ respective position on OPRA to future permits.

Current Treatment Waiver for Point Loma Plant. In December 2007, the City submitted an
application to the EPA to request a renewal of the Modified Permit for the Point Loma Plant. The City’s
renewal application followed the same conventions as previous applications relative to the Clean Water
Act requirements. The City received a Tentative Decision to approve the Modified Permit from the EPA
in December 2008. In January 2009, the City Council approved a resolution authorizing the City to
negotiate and execute an agreement with two local environmental groups regarding the Modified Permit.
Pursuant to the agreement, the two environmental groups agreed not to challenge the Tentative Decision
and the City was obligated to research options to increase the use of recycled wastewater and decrease
discharges to the Pacific Ocean from the Point Loma Plant. After receiving public input through a joint
public hearing process conducted with the EPA, the Regional Water Board unanimously approved the
Modified Permit in June 2009. In August 2009, the California Coastal Commission denied a consistency
certification for the Modified Permit, rejecting the recommendations for approval from the EPA and staff
of the California Coastal Commission. Approval was eventually granted in March 2010 with the
condition that the City return in two years to present the results of the Recycled Water Study (herein
defined). The Recycled Water Study was presented to the California Coastal Commission in October
2012. The Modified Permit became effective on August 1, 2010 and expired on July 31, 2015. The City
submitted a renewal application in January 2015 and the existing Modified Permit has been
administratively continued pending a decision by the regulatory agencies. Since its initial Modified
Permit approval in 1995, the Point Loma Plant has been in consistent compliance with the requirements
of the Clean Water Act and such other requirements for Modified Permits. Based on the City’s past
experience and its high level of compliance with the Clean Water Act, it expects to receive approval of a
new Modified Permit by the end of 2016.

Despite the history of approvals and high level of compliance, Modified Permits are still subject
to a regulatory approval process every five years. Absent a Modified Permit, the Point Loma Plant would
need to be modified to comply with the Clean Water Act secondary treatment requirements. As a result
of the Recycled Water Study, the City engaged local environmental groups to explore whether sufficient
wastewater could be offloaded from the Point Loma Plant to make the effluent from the Point Loma Plant
equivalent to what would be realized through secondary treatment. The offloaded wastewater would then
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go through advanced water treatment to create potable water. This approach of achieving “secondary
equivalency” through potable reuse became known as the Pure Water Program. In May 2014, the City
Council adopted a resolution in support of the Pure Water Program. The City believes that
implementation of the Pure Water Program will assist the City in receiving Modified Permits in the
future. Wastewater flows and pollutant loads will be removed from the Point Loma Plant, thereby
improving the discharge to the ocean over the discharge that has consistently qualified for past Modified
Permits. See “—Pure Water Program” below. To verify the validity of this strategy, the City has
maintained an open dialogue with the EPA to insure that the facility planning for the Pure Water Program
will provide an even greater degree of assurance for future Modified Permits.

If the City does not obtain a renewal of the Modified Permit (or any subsequent Modified
Permit), the implementation of secondary treatment would be required at the Point Loma Plant. Based on
Fiscal Year 2015 calculations, the cost to bring the Point Loma Plant into compliance with the secondary
treatment requirements of the Clean Water Act would be approximately $2.1 billion (in current dollars)
through Fiscal Year 2050, with approximately $1.8 billion occurring by Fiscal Year 2030. Further, the
City estimates there also would be an increase in operating and maintenance costs of approximately
$39 million per year, including additional energy and personnel costs, once the Point Loma Plant was
fully operational at the secondary treatment level. Increased costs associated with bringing the Point
Loma Plant to the secondary treatment level could potentially result in increased service charges. Such
estimated costs are not reflected in the financial information included in Tables 5 and 16. See
“WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM” and “WASTEWATER
SYSTEM FINANCIAL OPERATIONS—Financial Projections.”

The estimated costs described in the previous paragraph to bring the Point Loma Plant into
compliance with the secondary treatment requirements of the Clean Water Act do not incorporate the
expected reduction of flows that would result from the implementation of the Pure Water Program. In the
event the Modified Permit is not approved for renewal, the Department would reevaluate the projected
costs of bringing the Point Loma Plant into compliance with the secondary treatment requirements given
the reduced flows that are expected to result from the implementation of phase one of the Pure Water
Program.

In November 2014, the Mayor and City Council approved a Cooperative Agreement (the
“Cooperative Agreement”), between the City and local environmental groups to work together to
implement the Pure Water Program. The centerpiece of the Cooperative Agreement is an amendment to
OPRA called OPRA II. OPRA Il would amend the Clean Water Act to allow the Point Loma Plant to
remain at advanced primary treatment in return for implementing a total of 83 mgd of potable reuse by the
end of calendar year 2035. Building the facilities necessary to implement potable reuse will offload
wastewater from the Point Loma Plant such that the effluent levels will be equivalent to converting the
Point Loma Plant to secondary treatment. OPRA Il would also change the permitting process for the Point
Loma Plant to treat it like every other secondary wastewater treatment plant.

The Cooperative Agreement requires the parties to jointly pursue the passage of OPRA Il in
Congress. The environmental groups also will reach out to other environmental groups to convince them
to support, or at least not object, to OPRA Il. The City agrees to submit an application to renew the
NPDES permit that complies with both OPRA and OPRA Il because historically it has taken one to two
years for the EPA to process and approve the City’s application. Therefore, the City’s application will
include a commitment to perform a program Environmental Impact Review for the Pure Water Program
and to design (but not construct) the first capital improvements for potable reuse. In return, the
environmental groups have agreed not to challenge the City’s application and any subsequent applications
that comply with OPRA 11, and to support the application at public hearings before regulatory agencies.
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The City will continue the current ocean monitoring program to confirm the Point Loma Plant is not
harming the ocean environment.

The Cooperative Agreement includes a schedule for implementing the capital improvements
necessary to achieve at least 83 mgd in potable reuse by the end of calendar year 2035 as required by
OPRA 11, including additional interim milestones of 15 mgd by the end of calendar year 2023 and another
15 mgd by the end of calendar year 2027. The City is currently evaluating the option of delivering the
entire 30 mgd by the end of calendar year 2021. The requirement to meet this implementation schedule,
however, is contingent on several events including the enactment of OPRA Il (which is currently subject
to negotiations between the City and certain environmental groups), California Environmental Quality
Act review, sufficient funding being available, acquisition of property for a new treatment facility, and
regulatory approval to implement potable reuse.

The City also is exploring the possibility of an amendment to the Code of Federal Regulations to
allow for secondary equivalency through potable reuse. There are existing federal regulations addressing
secondary equivalency in certain circumstances, but the regulations are decades old and predate modern
advanced water treatment technology used for potable reuse. The City is in discussions with EPA as to
whether amending the Code of Federal Regulations is feasible.

Pure Water Program

General. The Pure Water Program is the Department’s program to provide a safe, secure, and
sustainable local drinking water supply for San Diego. Advanced water purification technology will be
used to produce potable water from recycled water. The City and its regional partners face significant
issues with water supply and wastewater treatment. Currently 85% of the region’s water supply is
imported from the Colorado River and Northern California. The region’s reliance on imported water
causes the water supply to be vulnerable to impacts from shortages and susceptible to price increases
beyond the control of the Department. As sources of local water supply are few, consideration has been
given to both non-potable and potable reuse options of treated water. Water reuse is proven, safe,
reliable, and is currently in use in other communities in the United States and around the world. The Pure
Water Program is a significant water and wastewater capital improvement program that will create 83
mgd by the end of calendar year 2035 of locally controlled water, and reduce flows to the Point Loma
Plant which would reduce total suspended solids discharged, and recycle a valuable and limited resource
that is currently discharged to the ocean.

Background of Pure Water. In January 2004, the City Council authorized a comprehensive
evaluation of all viable options to maximize the usage of recycled water. In March 2006, the City,
working in partnership with an Independent Advisory Panel and a City Assembly on Water Reuse,
published the “City of San Diego Water Reuse Study” (the “Water Reuse Study”). The Water Reuse
Study included analysis and research on the health effects of reuse options and a public participation
process. The Water Reuse Study’s stakeholders identified reservoir augmentation as their preferred
strategy. In October 2007, the City Council also recognized the strategy as their preferred alternative. In
December 2007, City Council voted to accept the Water Reuse Study and proceed with the Water
Purification Demonstration Project (the “Demonstration Project”) which evaluated the feasibility of
turning recycled water produced at the North City Plant into drinkable water through the use of Advanced
Water Purification (“AWP”) technology. The AWP process uses multiple treatment barriers to remove
contaminants from the water and prevent them from re-entering the water supply. The process begins
with membrane filtration, followed by reverse osmosis, and ends with advanced oxidation. The result is
water that meets all drinking water standards and is similar in quality to distilled water. The water is then
sent to an environmental buffer, a reservoir, as the next step in the indirect potable reuse process. The
water in the reservoir is treated at a drinking water treatment plant before it is distributed for drinking
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purposes. As part of the Demonstration Project, the Department tested and operated a one mgd
demonstration-scale AWP facility from June 2011 to August 2012. The Demonstration Project was
completed in March 2013, and in April 2013, the City Council unanimously voted to accept the
Demonstration Project and continue to pursue potable reuse options for the City. The Department is
currently evaluating additional reservoirs where the purified water can be stored.

During the City’s 2010 NPDES permit renewal process, two environmental groups entered into
the Cooperative Agreement with the City to conduct a “Recycled Water Study” to find ways to maximize
water reuse and minimize the flow to the Point Loma Plant. In accordance with the Cooperative
Agreement, both environmental groups provided support to the EPA’s decision to grant the Modified
Permit. The Recycled Water Study was conducted and completed in July 2012. In addition to developing
integrated water reuse alternatives for both non-potable and indirect potable reuse to augment the region’s
water supply, the Recycled Water Study identified locations for future advanced water purification
facilities. The Recycled Water Study also identified two City owned and operated reservoirs as potential
locations for reservoir augmentation. The City Council voted to accept the Recycled Water Study report
in July 2012.

At the time of acceptance of the Demonstration Project, the City Council directed City staff to
define in greater detail the City’s potable reuse options, including direct potable reuse. This is an overlap
between the City Council directive and the follow on work associated with the Recycled Water Study.
The combined efforts of the Demonstration Project and the Recycled Water Study comprise the Pure
Water Program.

Pure Water Program Facilities. The Pure Water Program is a twenty-year program that will
involve the planning, design, and construction of new advanced water treatment facilities, wastewater
treatment facilities, pump stations, transmission lines and pipelines. The Pure Water Program also will
include property and easement acquisition, discretionary permitting, financing, facility startup, testing,
operation and maintenance of new facilities, and significant public education and community
engagement.

The total capital cost to build the Pure Water Program facilities and infrastructure is estimated to
be approximately $3 billion (in current dollars), of which approximately $1.8 billion will be a cost to the
Sewer Revenue Fund. The remaining costs of the Pure Water Program (approximately $1.2 billion) will
be a cost to the City’s Water Revenue Fund. The first phase of the Pure Water Program is estimated to
cost approximately $1 billion (in current dollars), of which approximately $266 million would be a cost to
the Sewer Revenue Fund. A portion of these costs include an initial five-year, $30 million, as-needed
contract with MWH Americas, Inc. Working with Department staff, this consultant will provide strategic
planning, project delivery, program controls, pre-design of conveyance and treatment facilities, design
oversight/management, pilot testing of proposed technologies, regulatory permitting, outreach and public
education, quality management and risk mitigation services. Once the Pure Water Program is fully
implemented, the total annual operating costs are estimated to be approximately $124 million at full
capacity, of which approximately $28 million will be payable from the Sewer Revenue Fund.

The key Pure Water Program facilities can be categorized as treatment, storage, and conveyance.
Treatment facilities include the existing North City Plant and South Bay Plant, as well as a proposed
Central Area facility. Pump station and pipeline facilities are included for conveying different types of
flows to and from the treatment facilities for: diverting wastewater flows to advanced water purification
facilities; conveying purified water from treatment facilities to a reservoir; and transporting solid wastes
from treatment processes to solids handling facilities.
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All projects will be planned and coordinated with existing operations, and in full compliance with
applicable Federal, State, and local regulations. Pursuant to the Cooperative Agreement, the City has
committed to produce at least 15 mgd of potable reuse by the end of calendar year 2023, a cumulative
total of 30 mgd of potable reuse by the end of calendar year 2027, and a cumulative total of at least 83
mgd of potable reuse by the end of calendar year 2035. Cumulative totals of potable reuse include
projects that may be implemented by the Participating Agencies. The City is currently evaluating the
option of delivering up to 30 mgd of purified water by the end of calendar year 2021.

The City continues to review and evaluate all components of the Pure Water Program, including
the methods to be employed to purify water and the locations of the purification facilities.

North City Component. The North City Area component includes possible expansion of the
North City Plant, construction of a new Advanced Purification Facility, pipelines, and support facilities
such as pump stations. The purified water will be piped to a reservoir where it will blend with raw water
in the reservoir. Plans for the North City Plant are to maximize the current plant capacity or expand the
plant capacity to treat 51 mgd, which would yield 30 mgd of purified water and 12 mgd of non-potable
recycled water. The new advanced treatment facility would be located on the vacant City-owned lot
across the street to the north of the existing North City Plant. A new pump station, sewer force main, and
a brine pipeline would be required to support the treatment facility at an expanded capacity. Pump
stations and a new pipeline would be constructed between the advanced purification facility and the
reservoir. A total of 15 mgd to 30 mgd reduction in Point Loma Plant flow is possible with this North
City component.

South Bay Component. The South Bay component of the Pure Water Program will include the
expansion of the South Bay Plant, installation of additional pump stations and pipelines to convey
additional wastewater to the plant, and construction of an Advanced Water Purification Facility and a
conveyance system to deliver purified water to a reservoir. The South Bay concept is capable of treating
44 mgd of wastewater and producing 15 mgd of purified water and 9 mgd of non-potable reuse. The
South Bay concept will minimize flows discharged to the South Bay Outfall.

Central Area Component. The Central Area component would be the largest proposed facility.
The Central Area facilities will carry all of the flows that are conveyed to the Point Loma Plant. The
Central Area facilities would produce 53 mgd of purified water. Pipelines would be built that connect the
purified water from Central Area facilities to a reservoir. Additionally, another pipeline would be needed
between the Central Area facilities and the Point Loma Plant to convey solids from the Central Area
facilities to the Point Loma Plant for use in energy production. A total of 53 mgd reduction in Point
Loma Plant flow is possible with this Central Area component. Cumulative totals of potable reuse
include projects that may be implemented by the Participating Agencies.

Discharge and Disposal of Sewage

Enacted in 1972, the Clean Water Act is a comprehensive revision of prior Federal water
pollution control legislation requiring operators of wastewater treatment plants to operate such facilities in
accordance with NPDES permits which set forth discharge limitations and reporting requirements
applicable to the treatment and discharge of wastewater. The NPDES permit sets effluent limitations
(waste discharge requirements) on what is discharged into any public waters and prohibits any non-
authorized discharges such as sewer system overflows. The Point Loma Plant and the South Bay Plant
must obtain separate NPDES permits authorizing them to discharge sewage treated wastewater to the
Pacific Ocean via the Point Loma Qutfall and the South Bay Outfall, respectively.
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The Point Loma Plant (NPDES No. CA0107409) is currently permitted to discharge up to 240
mgd of chlorinated advanced primary treated wastewater to the ocean via the Point Loma Outfall in
accordance with a waiver from the secondary treatment standards of the Clean Water Act, which was
originally received by the City in 1995. The City’s 1995 waiver was first renewed in 2002 by adoption of
Order No. R9-2002-0025 by the San Diego Water Board and then secondly in 2009 by adoption of Order
No. R9-2009-0001. The latter and present order became effective August 1, 2010 and [expired on
July 31, 2015]. The City submitted its third application for renewal of the 301(h) modified secondary
treatment standards for the Point Loma Plant and its discharge of wastewater to the ocean in January
2015. A tentative decision on the renewal application is expected to be issued by the EPA by early 2016.
During the time from expiration of the current order in July 2015 until adoption of a new order, the
present modified NPDES permit for the Point Loma Plant will be administratively continued.
Consequently, the Point Loma Plant will continue to operate under the provisions of the Modified Permit
adopted in 2009 in full compliance with Clean Water Act section 301(h) as modified by the Ocean
Pollution Reduction Act.

The South Bay Plant (NPDES No. CA0109045) is currently permitted to discharge up to 15 mgd
of secondary treated wastewater to the ocean via the South Bay Outfall in accordance with the
requirements specified in Order No. R9-2013-0006 as amended by Order No. R9-2014-0071. Order R9-
2013-0006 was originally adopted by the San Diego Water Board on February 13, 2013, became effective
on April 4, 2013, and will expire on April 3, 2018. However, the receiving waters monitoring
requirements in this order were subsequently modified by the San Diego Water Board effective
November 12, 2014 in order to match the receiving waters monitoring requirements specified in Order
No. R9-2014-0009 for the South Bay International Wastewater Treatment Plant. This amendment
enables the City and the U.S. International Boundary and Water Commission to continue conducting a
joint ocean monitoring program for the South Bay Outfall region.

The City also must comply with effluent water-quality based State requirements. The California
Water Code Article 4 (commencing with Section 13160) of Chapter 3 of Division 7 requires the State
Water Resources Board to formulate and adopt a water quality control plan for the ocean waters of the
State known as the California Ocean Plan (the “Ocean Plan”). The Ocean Plan sets forth waste discharge
limitations and monitoring and enforcement guidelines to ensure that water quality objectives are met.
Section 303(c)(1) of the Clean Water Act and Section 13170.2(b) of the State Water Code require that
ocean water quality standards be reviewed at least once every three years. In the event significant
changes to the discharge requirement for TSS are approved with respect to the Ocean Plan, future waivers
for the Point Loma Plant may be threatened. As of the date of this Official Statement, no significant
changes have been enacted, and the TSS limitations in the current Ocean Plan (adopted on October 16,
2012) remain unchanged.

In 1993, the EPA promulgated its “Standards for the Use or Disposal of Sewage Sludge” (Code
of Federal Regulations Title 40, Part 503), which established, among other things, pollutant limitations,
operational standards, management practices and other provisions intended to protect public health. In
addition to Federal requirements, the City must also comply with State Water Resources Board adopted
Water Quality Order No. 2004-12-DWQ, which expands upon Federal regulations with respect to
biosolids and streamlines the regulatory process for the use of biosolids as a soil amendment.

State law AB 939 required the City to divert at least 50% of all solid waste from landfill disposal
by January 1, 2000. For calendar year 2014, the City diverted 100% of biosolids from landfill disposal.
Biosolids diversion is an integral part of the City’s compliance with AB 939, as biosolids were disposed
of in the City’s landfill during the baseline year used for calculating the diversion rate. The City entered
into a franchise disposal agreement with a private company pursuant to which the company is responsible
for the disposal of all biosolids generated at the Metropolitan Biosolids Center through a combination of
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land application and alternative daily cover methods for landfill use. In 2015, the City renewed the
franchise disposal agreement for five additional years. This agreement will maintain the same per unit
cost for reusing the biosolids as alternative daily cover and land application. The City also is actively
pursuing alternative biosolids reuse methods to diversify the present disposal options to address any
impacts from the passage of AB 1594. AB 1594, adopted in 2014, eliminates the use of yard trimmings
and other greenwaste to be used as landfill cover and be counted toward diverting waste from the landfill
when determining compliance with AB 939 and subsequent legislation. The potential impact, starting in
2020, could result in the local landfill not having an alternative material to mix with the biosolids, and
thus the biosolids would require direct landfilling for any portion that would not be land applied.

Industrial Wastewater Control Program

The Point Loma Discharge Permit, the South Bay Discharge Permit and various Federal
regulations require the City to control discharges to the Wastewater System by implementing an industrial
wastewater control program (an “IWCP”). The Metropolitan Sub-System has had an IWCP in effect
since 1972. The Metropolitan Sub-System’s IWCP was formally approved by the EPA in 1983. The
Metropolitan Sub-System’s IWCP administers and enforces Federal general and specific discharge
prohibitions, Federal categorical pretreatment standards, treatment plant-specific local limits and local
source control programs within the City. The City’s Industrial Waste Ordinance lists federal general and
specific prohibitions and authorizes the issuance of permits, which include applicable federal and local
discharge standards. The City’s Industrial Waste Ordinance also authorizes administrative penalties and
other enforcement measures in response to permit or ordinance violations. The City has entered into
inter-jurisdictional pretreatment agreements (each, a “Pretreatment Agreement” and, collectively, the
“Pretreatment Agreements™) with eleven of the Participating Agencies, including four of the five County
service areas that constitute the County’s Participating Agency, whose sewage is treated by the
Department; the agreement with the remaining County service area is being finalized. The Pretreatment
Agreements specify that each Participating Agency must either implement an equivalent IWCP or
authorize the City to administer an IWCP in their respective agencies. Collectively, the IWCP operated
by the City regulates 1,314 dischargers throughout the Metropolitan Sub-System’s tributary area. In
addition, inspections have determined that an additional 2,394 facilities do not require permits at this
time. Annual Pretreatment Program audits by the EPA and the State Regional Water Quality Control
Board have determined that the IWCP, with the exception of ordinance modification required by EPA
contractors, is in compliance with Point Loma Discharge Permit, South Bay Discharge Permit and
Federal program requirements. Certain ordinance modifications required by EPA contractors are pending
review and submittal to the City Council for review.

Grant and Loan Related Regulatory Requirements

The City is subject to regulatory requirements, in addition to those described above, as a
condition of the receipt of Federal and State grants and low-interest loans under the Clean Water Act for
the planning and construction of various improvements to the Wastewater System. Among other grant-
related requirements are guidelines concerning planning methodologies, design criteria, construction
activities, and the operation, maintenance and financing of facilities.

In connection with an EPA grant of approximately $69.5 million that the City received and used
for the construction of the North City Plant and other wastewater projects, the grant contained a condition
that the City attempt to meet the goal of beneficial reuse of 25% of the flows treated at the North City
Plant by December 31, 2003 and 50% by December 31, 2010. The City has diligently reported its
progress and efforts to meet the goals set forth in the grant. The EPA has acknowledged the City’s good
faith efforts toward compliance with the beneficial reuse goals set forth in its grant and has not imposed
any penalties or sanctions under the grant agreement. During Fiscal Year 2014, the City achieved
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beneficial reuse of 47% of the flows treated at the North City Plant. The City is continuing to explore
alternative means to increase recycled water use. See “THE WASTEWATER SYSTEM—Metropolitan
Sub-System Facilities—North City Water Plant.”

As a condition of certain other Federal grants, the State Water Resources Board, as the delegate
of the EPA, must approve the sewer service charge structures of the City and the Participating Agencies.
Such service charge structures require the recovery of annual operations, maintenance and replacement
costs from users of the system in a proportionate manner according to the customer’s level of use. Such
factors as volume, infiltration/inflow, delivery flow rate, and strength of sewage are to be considered for
determining proportionate use. Sewer service charge rates for all retail users are reviewed periodically
and established at a level necessary to generate sufficient revenues to recover the annual operations,
maintenance and replacement costs. Sewer service charge rates for users are established to recognize the
volume and strength characteristics of wastewater contributed to the Wastewater System. The City
Council has taken various actions to adjust the Wastewater System’s rate structure, including in
connection with periodic review of the distribution of cost of services. See “WASTEWATER SYSTEM
FINANCIAL OPERATIONS—City Council Actions Relating to Rate Changes.” The City’s rate
structure has been approved by the State Water Resources Board and no grant funds or costs under grant
funded programs have been disallowed based on the nature of the rate structures.

WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM
Background

The Department prepares a multi-year Wastewater System CIP (consisting of the current budget
year and future year projections) on an annual basis, and the City incorporates the first year of such plan
into the Wastewater System’s annual budget. The Department’s Engineering and Program Management
Division also prepares a ten-year internal Wastewater System CIP project plan in connection with the
consideration of longer-term projects. The Wastewater System CIP includes the total estimated project
cost since project inception, including expenditures, encumbrances, continuing appropriations, the annual
budget for the current fiscal year and projections of expenses in subsequent years. The general objectives
of the Wastewater System CIP are to meet Federal and State requirements and City policy regarding
water pollution control, to provide satisfactory levels of service to users of the Wastewater System, and to
maintain the integrity of the Wastewater System.

The Wastewater System CIP is an ongoing capital program. During the 1990’s, the City
completed several large wastewater treatment plant projects in response to litigation involving violations
of the Clean Water Act. Beginning in 2000, the focus of the Wastewater System CIP shifted to the
Municipal Sub-System. In April 2002, the City received an Administrative Order from the EPA directing
the City to prepare and submit a plan for rehabilitation and replacement of sewer pipes and structures. In
October 2007, the City signed the Final Consent Decree with the EPA, which obligated the City to
replace or rehabilitate 250 miles of sewer pipeline between July 2007 and June 2013, and to replace or
rehabilitate a number of trunk sewers and pump stations by certain dates. The City has completed all
requirements of the Consent Decree and, [in December 2014, applied for certification and termination of
the Consent Decree — status update to come]. See “WASTEWATER SYSTEM REGULATORY
REQUIREMENTS—Collection of Sewage—The Municipal Sub-System Collection System.”

The Wastewater System CIP includes annual allocation projects, which are programmed
expenditures that allow the City to plan for the expansion, renovation, relocation, or replacement of
facilities and equipment that have reached or exceeded their anticipated service life, provides for
emergency and accelerated construction needs, and provides for capital improvement project contingency
needs. Any amount not allocated to a component task in a particular year is returned to the contributing
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fund. In addition, the Wastewater System CIP includes phased funding to accommodate and appropriate
funding of contracts for large projects. This practice maximizes the City’s use of available funds by
identifying defined portions or phases of projects on a contingent basis. The Wastewater System CIP is
funded by one or more sources, including but not limited to, debt financing, grants, capacity fees, and
other contributions and fees that are typically allocated based on the benefit provided by a specific
project.

Any ongoing project under the Wastewater System CIP, other than an annual allocation, that was
initiated prior to the current Fiscal Year will have expenditures, encumbrances or continuing
appropriations in the current Fiscal Year. The Department may budget additional funding for such
projects during current and future Fiscal Years depending upon project scheduling. The Department
includes the amounts it has budgeted for each Fiscal Year in an annual appropriation ordinance (each, an
“Annual Appropriation Ordinance”), which becomes effective upon adoption by the City Council. Each
Annual Appropriation Ordinance authorizes the City to appropriate revenues for expenditures relating to
capital improvement projects for the applicable Fiscal Year. In addition, each Annual Appropriation
Ordinance provides guidance regarding the administration of the Wastewater System CIP. Modifications
to a project’s budget may occur during the course of the Fiscal Year through City Council action.
Appropriations for projects which are contained in the Wastewater System CIP for the Fiscal Year 2016
have been approved in the Annual Appropriation Ordinance for the Fiscal Year 2016.

Table 5 below sets forth the Wastewater System CIP for Fiscal Years 2016 through 2020 and the
expected allocations between the Municipal Sub-System and Metropolitan Sub-Systems.  These
projections include an assumed 2.27% annual increase in Wastewater System CIP project costs for Fiscal
Years 2017 through 2020. The Department expects the Wastewater System CIP for Fiscal Years 2016
through 2020 to include approximately $92 million (in inflated dollars) of costs for the Pure Water
Program, and the Wastewater System CIP for Fiscal Years 2021 and 2022 to include approximately $198
million (in inflated dollars) of costs for the Pure Water Program. The Department currently expects to
fund the costs of the Wastewater System CIP with proceeds of Additional Parity Obligations (including
proceeds of bonds issued by the Authority and loans received from the State Water Resources Board),
Federal and State grants and Department cash. See Table 6 below for additional information on the
funding sources for the Wastewater System CIP.
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TABLE 5
WASTEWATER SYSTEM
PROJECTED CAPITAL IMPROVEMENT PROGRAM EXPENDITURE SUMMARY"
Fiscal Years Ending June 30, 2016 through June 30, 2020
($ in thousands)
(unaudited)
[Update to come]

Expected Projects 2016 2017 2018 2019 2020 Total
Municipal Sub-System Projects
Pipelines $70,887 $48,095 $49,669 $47,068 $46,781  $262,500
Muni Pump Stations 2,581 979 1,073 667 2,469 7,769
Trunk Sewers 1,535 10,668 23,344 8,496 674 44,717
Other? 6,659 14,276 10,071 69 71 31,146
Subtotal Municipal Sub-
System Projects $81,662 $74,018 $84,157 $56,300 $49,995  $346,132
Metropolitan Sub-System Projects
Treatment Plants $ 9,250 $ 3,499 $ 33 $ 556 $ 0 $13,640
Treatment Plants — Pure Water® 8,765 21,315 27,955 9,128 25,175 92,338 *
Large Pump Stations 6,855 16,993 2,737 1,477 884 28,946
Trunk Sewers 825 690 685 4,630 747 7,577
Other 1,838 2,121 2,002 4,280 4,654 14,895
Subtotal Metropolitan Sub-
System Projects $27,533 $44,618 $33,714 $20,071 $31,460  $157,396
TOTAL $109,195 $118,636 $117,871 $76,371 $81,455  $503,528

Source: Public Utilities Department, City of San Diego; Reflects Rate Case as of July 2015

! Includes an assumed 2.27% annual increase in Wastewater System CIP project costs for Fiscal Years 2017 through 2020.

2 Includes Advanced Metering Infrastructure system in Fiscal Years 2016 through 2018.

% Includes costs for North City Component of the Pure Water Program.

* The Department expects the Wastewater System CIP for Fiscal Years 2021 and 2022 to include approximately $198 million of costs for
the Pure Water Program.

Capital Improvement Projects
Municipal Sub-System Projects. The following is a summary description of certain projects
identified in the Wastewater System CIP to be constructed for the Municipal Sub-System, including

annual allocation projects in all of these categories.

@ Pipelines—these projects include replacement or rehabilitation of various sewer
mains located throughout the City due to deterioration or insufficient capacity.

(b) Muni Pump Stations—these projects include upgrades, renovations, restoration
and replacement of major equipment at the Municipal Sub-System’s pump stations.

(© Trunk Sewers—these projects include replacement or rehabilitation of existing
trunk sewers (larger than 15-inches in diameter) due to deterioration, or to increase capacity.
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(d) Other—these projects include, among others, the advanced metering
infrastructure program, enterprise asset management, and the Metropolitan Operations Center
Complex Solar Project.

Metropolitan Sub-System. The following is a summary description of certain projects identified
in the Wastewater System CIP to be constructed for the Metropolitan Sub-System, including annual
allocation projects in the majority of these categories.

@ Treatment Plants—these projects include renovations or upgrades, including the
North City Plant, the South Bay Plant, the Metropolitan Biosolids Center and the Point Loma
Plant to implement operating efficiencies, optimize the existing facilities and comply with revised
regulatory and operation plan requirements.

(b) Treatment Plants — Pure Water — these projects include the planning, design and
construction costs associated with the North City Component of the Pure Water Program.

(c) Large Pump Stations—these projects include upgrades, renovations, restoration
and replacement of major equipment for Metropolitan System Pump Stations, Pump Station No. 1
and Pump Station No. 2.

(d) Trunk Sewers—these projects include replacement or rehabilitation of various
sewer interceptors which are deteriorating or have insufficient capacity.

©) Other—these projects include, among other things: land acquisition for Pure
Water Program; the Environmental Monitoring and Technical Services boat dock; the
Metropolitan Facilities Control System Upgrade, which includes upgrades to the distributed
controls system at the Metropolitan Biosolids Center, Point Loma Plant, North City Plant and
South Bay Plant; and Phase | of the Wet Weather Storage Facility.

Capital Improvement Financing Plan

Table 6 below sets forth the projected sources and uses of funds for the Wastewater System CIP
for the Fiscal Years 2016 through 2020. Subject to final approval by the State Water Resources Board in
[Fiscal Year 2015], the Department expects to receive the Additional Parity SRF Loan in the amount of
$43.0 million. The expected receipt of the Additional Parity SRF Loan is included in the City’s Financial
Rate Model. Proceeds from the Additional Parity SRF Loan will provide funding in Fiscal Years 2017
through 2020, with loan repayment beginning in Fiscal Year 2021. Additionally, the Department
anticipates securing future loans from the State Water Resources Board and Federal and State grants for
the Pure Water Program and the Advanced Metering Infrastructure system, which also are recognized in
the City’s Financial Rate Model. Any additional loans received from the State Water Resources Board
are expected to be Parity Obligations. The City also anticipates the Authority issuing additional bonds,
the proceeds of which will be provided to the City under the Installment Purchase Agreement to pay the
costs of certain projects in the Wastewater System CIP. The Installment Payments relating to the
Authority bonds are expected to be secured by a pledge of Net System Revenues on parity with the
Installment Payments relating to the Series 2015 Bonds.

The Wastewater System CIP includes the costs of the projects described in Table 5 above. In the
event the City fails to obtain successive Modified Permits, the capital costs of the Wastewater System CIP
could increase substantially. See “WASTEWATER SYSTEM REGULATORY REQUIREMENTS—
Treatment of Sewage.”
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TABLE 6
SOURCES AND USES OF FUNDS FOR CAPITAL EXPENDITURES OF THE
WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM
Fiscal Years Ending June 30, 2016 through June 30, 2020
(% in thousands)
(unaudited)
[Update to come]

2016 2017 2018 2019 2020 Total

Source of Funds:

Proceeds of Authority Bonds - $39,912 $ 39,912

SRF Loans? $ 21,042 $ 29,283 $30,276 $30,659 11,917 123,177
Federal and State Grants 175 1,061 1,945 1,533 3,405 8,119
Capacity Fees 18,000 16,000 16,080 16,160 16,241 82,481
Cash Funding 69,978 72,292 69,570 28,019 9,980 249,839
Total Sources® $109,195 $118,636 $117,871 $76,371 $81,455 $503,528
Use of Funds

Municipal System Expenditures $ 81662 $ 74,018 $84,157 $56,300 $ 49,995 $346,132
Metropolitan System Expenditures 27,533 44,618 33,714 20,071 31,460 157,396
Total System® $109,195 $118,636 $117,871 $76,371 $81,455 $503,528

Source: Public Utilities Department, City of San Diego

! Includes proceeds of Authority Bonds that will be provided to the City under the Installment Purchase Agreement. The Installment
Payments relating to the Authority bonds are expected to be secured by a pledge of Net System Revenues on parity with the Installment
Payments relating to the Series 2015 Bonds.

2 Includes proceeds from the Existing Parity SRF Loans (approximately $19 million), proceeds expected to be received from the
Additional Parity SRF Loan (approximately $43 million), and proceeds of other loans the City expects to apply for and receive from the
State Water Resources Board (approximately $61 million).

¥ Amounts may not total due to rounding.

Environmental Compliance

The projects contained in the Wastewater System CIP are generally subject to the California
Environmental Quality Act (“CEQA”), as amended (Division 13 of the California Public Resources
Code). Under CEQA, a project which may have a significant effect on the environment and which is to
be carried out or approved by a public agency must comply with a comprehensive environmental review
process. This review process may require the preparation of an Environmental Impact Report (“EIR”),
Mitigated Negative Declaration (“MND”), Negative Declaration (defined below) or Notice of Exemption
(“NOE™") depending on the significance of project impacts on the environment. An EIR reflects not only
an independent technical analysis of the project’s potential impacts, but also may include comments from
other agencies with some form of jurisdiction over the project and comments from interested members of
the public. Contents of an EIR include a detailed statement of the project’s potentially significant
environmental effects; any such effects which cannot be avoided if the project is implemented; mitigation
measures proposed to eliminate or minimize such effects; alternatives to the proposed project; and any
significant irreversible environmental changes which would result from the project. If the City, as the
lead agency, determines that the project itself will not have a significant effect on the environment, it may
adopt a written statement (called a “Negative Declaration™) to that effect and need not prepare an EIR.
An MND is appropriate for projects that could potentially result in a significant environmental impact, but
revisions or standard mitigation measures are incorporated into the project that clearly mitigate the
impact. Statutory exemptions are activities that are exempt from CEQA. Wastewater System CIP
projects can also be exempted if they fit a specific “category” of activities identified by the State
Legislature. Once the lease agency approves or determines to carry out a project, either following an EIR
process or after adopting a Negative Declaration or an MND, it must file a Notice of Determination

4819-1461-6866.12 51



(“NOD”). If the NOD is filed within five days, any action or proceeding challenging the agency’s
determination must be brought within 30 days following the filing of such notice. If the NOD is filed
after the five-day period, the statute of limitations for any challenges is 180 days.

As part of its regular planning and budgetary process, the City prepares separate environmental
documents for each Wastewater System CIP project and evaluates the project under the City’s
environmental impact review procedures, which were developed in compliance with Federal and State
laws and local regulations. The City requires that all environmental documents be finalized prior to any
authorization of funding for construction by the City Council or the Mayor.

The Wastewater System CIP involves replacement, upgrading and increasing capacity of existing
facilities. There are no current or anticipated environmental considerations that would adversely affect
the completion of the Wastewater System CIP within the contemplated budget or current timeline.

Project Management for the Wastewater System Capital Improvement Program

The Department and the City Public Works Department (“Public Works™) are responsible for the
implementation of the Wastewater System CIP. The Department is responsible for selecting the projects
that are included in the Wastewater System CIP. Selection of such projects involves, among other things,
assessing conditions, sewer modeling, preparing planning reports, prioritizing projects, scheduling and
allocating the budget. Once the Department determines that a particular project should proceed, the
Department sends to Public Works a scope of work, planning report or 10% design, as appropriate, and
the proposed schedule and budget. Public Works is responsible for the design, construction and start-up
of the majority of all Wastewater System CIP projects.

Each Fiscal Year, the Department and Public Works enter into a Service Level Agreement (each,
an “SLA”) which outlines the responsibilities of each department as it relates to the planning, design and
construction of sewer improvements with respect to sewer mains, trunk sewers, pump stations and
treatment plants. Pursuant to the SLA, Public Works provides engineering services including project
management, design, environmental, permitting, land acquisition, scheduling, budget and construction
management. Public Works implements the Wastewater System CIP from design of projects to
completion, including capitalization of the final asset and management of warranty issues, as directed by
the Department. The Department provides overall direction and policy for planning, financing, and
operations and maintenance of the Wastewater System. Further, the Department funds the positions and
non-personnel expenses, which are necessary for the service provider of a particular project to fulfill its
responsibilities.

Due to the size and scope of the Pure Water Program, Department has secured a five-year, $30
million, as-needed, engineering technical services contract with MWH Americas, Inc. (“MWH”). MWH
will provide engineering support, planning, design, and assist the Department with permitting and
regulatory review, cost estimating, financial studies, rate design, economic impact, procurement
strategies, public education and stakeholder outreach for the Pure Water Program. For the remaining
components of the Wastewater System’s on-going baseline CIP, the Department will continue to oversee
the delivery of the program and perform program management, and Public Works will continue to
provide project implementation for the engineering design, construction and throughout the project close-
out.
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Contract Disputes

From time to time, the City is engaged in disputes with the contractors and subcontractors
working on the Wastewater System CIP. [As of August 1, 2015, there were no pending contract disputes
with vendors or contractors working on the Wastewater System CIP.]

Insurance for Construction

Pursuant to the City’s Municipal Code, the City is authorized to require consultants and
contractors to provide insurance coverage for public works contracts (including Wastewater System CIP
projects). Provisions and limitations have been set forth in the City’s General Contract Terms and
Provisions guidelines for commercial general liability, commercial automobile liability, worker’s
compensation and professional liability requirements. Additional insurance requirements may apply
depending on the type of contract for commercial pollution liability, contractor’s hazardous transporters
pollution liability, and contractor’s builder’s risk property liability. Further, depending upon the size and
scope of a project, the City’s Risk Management Department may require increased insurance coverage at
any time and from time to time based upon its assessment of the degree of risk for such project.

The guidelines provide for commercial general liability coverage that will cover liability arising
from any and all bodily injury, personal injury, advertising injury or property damage in the amount of $1
million per occurrence and subject to an annual aggregate of $2 million. Provisions for commercial
automobile liability require contractors to provide coverage for bodily injury and property damage for a
combined single limit of $1 million per occurrence. The requirement for worker’s compensation
insurance is a minimum of $1 million of employer’s liability coverage along with the professional
liability requirement with limits of at least $1 million per occurrence and $2 million aggregate, covering
the risk of errors and omissions, negligent acts and costs of claims/litigation, including investigation and
court costs.

WASTEWATER SYSTEM FINANCIAL OPERATIONS
General

The Department manages and operates the Wastewater System with funds derived primarily from
service charges which are deposited in the Sewer Revenue Fund. The Sewer Revenue Fund was
established in 1956. Funds in the Sewer Revenue Fund are used for the operation, maintenance and
capital improvement of the Metropolitan Sub-System and the Municipal Sub-System. See “—
Establishment, Calculation and Collection of Sewer Service Charge Revenue and Treatment Plant
Services Revenue.”

The primary sources of moneys deposited in the Sewer Revenue Fund are derived from revenues
generated by sewer service charges to City residents and commercial enterprises, capacity charges on
new, additional or larger connections to the Wastewater System within the City, revenues from the
Participating Agencies pursuant to the Regional Sewage Disposal Agreement and interest income on fund
balances. See “THE WASTEWATER SYSTEM—Participating Agencies.” The City also deposits into
the Sewer Revenue Fund revenues received from the United States Navy pursuant to the “Department of
the Navy Negotiated Water and Sewage Contract” by and between the City and United States Navy.

Budgetary Process

The City budgets revenues and expenditures to support the costs the Department incurs to operate
and maintain the Wastewater System. Each April, the Mayor submits the Department’s budget for the
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following Fiscal Year to the City Council for approval. Budget estimates for the Wastewater System CIP
are prepared based upon the needs of the Metropolitan Sub-System and the Municipal Sub-System. Cost
information and schedules provided by the design and operations staff are used to prepare the capital
budget for the Wastewater System. The Department prepares a multi-year Wastewater System CIP each
year as part of its internal budget process. See “WASTEWATER SYSTEM CAPITAL
IMPROVEMENT PROGRAM—Background.” The Wastewater System CIP consists of anticipated costs
and a schedule for projects planned for completion and is based on planning information from prior years,
progress toward stated goals and objectives, future and long-term needs and planning information
developed during the Wastewater System CIP planning cycle. The Wastewater System CIP provides the
basis for review of the annual budget for the Wastewater System CIP and near-term projects and is
divided into projects for each of the Municipal Sub-System and the Metropolitan Sub-System to address
their respective requirements.

The Department commissions a wastewater cost of service, rate design and capacity fee study
periodically. The goal of each study is to develop recommendations for the establishment of fair and
equitable sewer rates for the City’s users and a revenue program that will be acceptable to the State Water
Resources Board. Each study includes a review of the City’s financial plan or rate case, usage
characteristics, and rate structure. The City expects the next wastewater cost of service study to be
completed in Fiscal Year 2016. See “—Calculation and Collection of Capacity Charges.”

Establishment, Calculation and Collection of Sewer Service Charge Revenue and Treatment Plant
Services Revenue

Sewer Service Charge Revenue. The City deposits sewer service charge revenues, which are
primarily derived from sewer service charges received from City residents and commercial enterprises,
into the Sewer Revenue Fund. In accordance with the provisions of the City Municipal Code, these funds
are administered in an enterprise account separate from the City’s General Fund. Sewer service charges
are collected on a municipal bill, which also includes water charges, storm drain fees and other related
fees. Bills are distributed on a bi-monthly basis for most customers and on a monthly basis for higher
consumption residential, commercial and industrial customers.

The City establishes fees based upon the costs incurred by the City to collect, treat and discharge
wastewater and pay for required capital improvements. Department staff and senior management within
the City analyze rates and charges to determine the amounts necessary to support the Wastewater System
based upon revenue and expenditure data from the Department. On an ongoing basis, Department staff
evaluates the adequacy of revenues and recommends rate adjustments to correspond with projected
changes in maintenance and operations costs and the timing and magnitude of capital expenditures.
Periodically, these recommendations are analyzed and validated by a third party consultant through the
Cost of Service Study process. See “—City Council Actions Relating to Sewer Rate Changes.”

Sewer service charges are based on the characteristics of the wastewater discharged by each
sewer user. All sewer users are charged based upon the amount of flow, solids and organic material
which they discharge into the Wastewater System. As sewage discharge is not metered, water sales are
used to approximate each customer’s sewage flow. TSS and organics are based upon the standard
industrial classification code or determined by site inspections and/or analyses as required or requested.

Each single family residential customer’s individualized flat sewer rate is based upon the amount
of water used during the previous winter, and includes a usage cap of 20 hundred cubic feet and an
assumed return factor of 95%. Every winter, primarily during the months of December through March,
the City monitors the amount of water each customer uses. The winter months are when the measuring
takes place because that is when the highest percentage of water used is returned to the sewer system.
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The City monitors water usage during the two billing cycles, and uses the total from the cycle with the
least amount of usage to calculate the sewer rate. Once the monitoring period is finished, an
individualized flat rate is figured for each customer, and that rate goes into effect beginning with the bill
that includes July 1 of the following year. The rate is in effect for one year and will be updated with new
data every July 1. This system, rather than a flat rate for all customers, more fairly apportions the costs of
running the sewer system. Multifamily residential rates are based on 95% of actual water use. Chemical
Oxygen Demand (“COD”) and TSS loadings components of the charge are the same for both single
family residential and multifamily accounts and do not vary from month-to-month. These fixed strength
loadings are incorporated into the class-specific fixed charges for commercial and industrial accounts and
based on actual monthly water use and the percentage return COD loading and TSS loading which varies
between industries.

Treatment Plant Services Revenue. Pursuant to the terms of the Regional Wastewater Disposal
Agreement, the City bills each Participating Agency based on its use of the Wastewater System and its
capacity rights. See “THE WASTEWATER SYSTEM—Participating Agencies.” The City bills the
Participating Agencies quarterly based on the budget for the corresponding Fiscal Year. An audit is
performed at the end of each Fiscal Year to confirm the amount of Metropolitan Sub-System
expenditures. Actual expenditures are compared to the budget used to bill each Participating Agency and
each Participating Agency is then issued either a refund or invoiced for any underpayment. The
adjustments, which have ranged from $1 million to $10 million, reflect a reconciliation of the estimated
amounts charged by the Department to the actual expenditures of the Department. The adjustments have
historically been revenue-neutral to the Wastewater System. The Participating Agencies set the sewer
service and capacity charges that are used to bill their respective customers in order to meet their own
wastewater needs and their share of the Metropolitan Sub-System costs. The sewer service charges
currently in effect for the various Participating Agencies are varied and are not controlled by the City.
Any failure by a Participating Agency to generate sufficient sewer revenues does not affect the obligation
of such Participating Agency to pay amounts owed to the City under the Regional Wastewater Disposal
Agreement.

Table 7 below sets forth the sources of sewer service charge revenues of the Sewer Revenue Fund
for the Fiscal Years 2010 through 2014,
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TABLE 7
WASTEWATER SYSTEM
HISTORICAL SOURCES OF SEWER SERVICE CHARGE REVENUES*
Fiscal Years Ended June 30, 2010 through June 30, 2014
($ in thousands)
(Unaudited)

Source 2010 2011 2012 2013 2014
Single Family Domestic $125,924*  $119,482 $112,996 $114,356 $114,746
Other Domestic 94,101 90,221 90,069 80,527 80,881
Commercial® 70,908 68,198 89,677 92,523 94,706
Industrial® 8,172 7,050 0 0 0
Treatment Plant Service for Others® 77,298 66,943 71,366 67,940 67,834
TOTAL® $376,403 $351,894 $364,108 $355,346 $358,167

Source Comptroller’s Office, City of San Diego for all other line items

Constitutes a component of System Revenues; does not include capacity charges or other operating revenues which are included in
calculating Net System Revenues.

Starting in Fiscal Year 2012, “Commercial” and “Industrial” were combined into one customer type. In addition to this consolidation,
the significant increase in revenue between Fiscal Year 2011 and Fiscal Year 2012 can be attributed to the implementation of a new
customer billing system in July 2011 due to which approximately $5 million earned in Fiscal Year 2011 was recognized in Fiscal
Year 2012, resulting in a one-time variance of approximately $10 million.

Includes sewer service charge revenues from Participating Agencies, the United States Navy and other agencies.

Last year of a multi-year rate increase (see Table 9 “Wastewater System Approved Rate Increases for Single Family Residential,
Multifamily and Commercial and Industrial Customers™); no future approved rate increases in place.

Table 8 below sets forth the ten largest customers of the Municipal Sub-System for Fiscal Year
2014. In Fiscal Year 2014, the ten largest customers of the Municipal Sub-System, in terms of billings,
accounted for approximately 7.49% of the Sewer Revenue Fund’s total operating revenues. The largest
customer of the Municipal Sub-System is the United States Navy, which accounted for 3.25% of the
Sewer Revenue Fund’s total operating revenues in Fiscal Year 2014. C.P. Kelco, the second largest
customer of the Municipal Sub-System, contributed 1.15% of the Sewer Revenue Fund’s total operating
revenues for Fiscal Year 2014. No other customer accounted for more than 1% of the Sewer Revenue
Fund’s total operating revenues.
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TABLE 8
MUNICIPAL SUB-SYSTEM
TEN LARGEST CUSTOMERS
Fiscal Year Ended June 30, 2014*
(unaudited)

Percent of Total

Operating
Customer Sewer Billings Revenue?
U.S. Navy $11,855,584 3.25%
C.P. Kelco 4,187,268 1.15
University of California, San Diego 2,510,811 0.69
Federal Government® 1,777,903 0.49
City of San Diego 1,513,863 0.42
R.J. Donovan Correctional Facility 1,464,489 0.40
San Diego Unified School District 1,076,530 0.30
San Diego State University 1,043,186 0.29
County of San Diego 1,031,178 0.28
SeaWorld 807,874 0.22
TOTAL* $27,268,686 7.49%

Sources: Public Utilities Department (billings) and the Comptroller’s Office (revenues), City of San
Diego
! Does not include Participating Agencies or customers served by Participating Agencies.

Reflects percentage of total operating revenues of $364,547,656 for the Municipal Sub-System;
includes revenues from Participating Agencies. See the line item entitled “Total Operating
Revenues” in Table 13—*“Statements of Revenues, Expenses and Changes In Net Assets.”

Excludes the United States Navy.

May not add up due to rounding.

2

City Council Actions Relating to Sewer Rate Changes

The Wastewater System’s sewer billing rate under the existing rate structure is determined
separately for each water meter based upon three factors: (1) “The Percent Return to Sewer,” calculated
as the water delivered to the facility through the water meter less any water lost from the facility as
evaporation, irrigation, or in products leaving the site divided by the water delivered to the facility; (2)
“Total Suspended Solids” in the wastewater; and (3) effective October 1, 2004, COD of the wastewater.
Incorporation of COD into the rate structure was designed to help the City meet requirements of certain
grants issued pursuant to the Clean Water Act and loans granted pursuant to the State Water Resources
Board’s SRF loan program. Under this rate structure, revenues derived from sewer fees and charges are
used solely for the purpose of defraying costs incurred to provide sewer collection and transportation,
treatment and disposal services; facilities and equipment maintenance, and capital projects. On February
26, 2007, the Mayor and the City Council approved sewer rate increases of 8.75%, 8.75%, 7.00% and
7.00% effective on May 1, 2007, May 1, 2008, May 1, 2009 and May 1, 2010, respectively.

In addition to the rate increases set forth above, the City Council temporarily adjusted rates for all
City sewer customers in connection with a class action lawsuit filed on June 16, 2004 on behalf of all
single family residential account holders in the City’s Municipal Sub-System who held sewer accounts
during any period between May 23, 1994 through September 30, 2004. The lawsuit alleged the City
failed to include a COD cost component in the rate structure during the aforementioned period, which led
to overcharges on residential sewer fees that were disproportionate to the cost of service attributable to the
parcel or land on which service was provided, as required by Article XIIID, Section 6(b)(3) of the
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California State Constitution.  See “CONSTITUTIONAL LIMITATIONS ON TAXES AND
WASTEWATER RATES AND CHARGES—California Constitution Articles XIIIC and XIIID.” The
lawsuit also included a claim for breach of contract based on the receipt of Federal and State grants
requiring a strength based revenue structure. In 2007, the City settled the Shames case (the “Shames
Settlement”) and agreed to reimburse certain “eligible” single family residential customers in the
aggregate amount of $35 million and to pay attorneys’ fees to the plaintiffs’ counsel in the amount of $5
million. The City also adopted a COD cost component in its rate structure on June 8, 2004, pursuant to
City Council Resolution R-299322, which was implemented on October 1, 2004. To satisfy the terms of
the Shames Settlement, the City temporarily increased existing sewer rates for all City sewer customers
by 3.05% on November 1, 2007 and increased existing sewer rates by an additional 3.05% on May 1,
2008. For “eligible” single family residential sewer customers, the City provided a monthly credit of
$3.25 as part of the Shames Settlement. The City raised and distributed the $40 million according to the
Shames Settlement prior to the end Fiscal Year 2012. The monthly credit for single family residential
customers ended in December 2011 and the City terminated the two 3.05% rate increases in March 2012.

Table 9 below sets forth the sewage service charges approved by the City Council since Fiscal
Year 2007 including sewer service charges that are currently in effect.

TABLE9
WASTEWATER SYSTEM
APPROVED RATE INCREASES FOR SINGLE FAMILY RESIDENTIAL,
MULTIFAMILY AND COMMERCIAL AND INDUSTRIAL CUSTOMERS
(Unaudited)

Commercial & Industrial Customers

Single Multifamily

All Classes Family (Other Monthly Total Chemical

Single % Rate Uniform  Residential Domestic) Wastewater Suspended Oxygen

Family Increase/ Base $/HCF* Usage Fee Flow Solids Demand
Effective Date Domestic'  (Decrease) Fee water $/HCF* water $/HCF* $/LB° $/LB®
May 1, 2007 $38.32 8.75% $12.31 $2.890 $4.038 $3.0257 $0.4431 $0.1801
November 1, 20072 39.49 3.05 12.69 2.978 4.161 3.1180 0.4566 0.1856
May 1, 2008 42.94 8.75 13.80 3.239 4.525 3.3908 0.4966 0.2018
May 1, 2008° 44.25 3.05 14.22 3.338 4.663 3.4942 0.5117 0.2080
May 1, 2009 47.35 7.00 15.21 3.571 4.990 3.7388 0.5475 0.2225
May 1, 2010 50.67 7.00 16.28 3.821 5.339 4.0005 0.5859 0.2381
March 1, 2012%3 47.71 (5.83) 15.33 3.598 5.028 3.7672 0.5517 0.2242

Source: Public Utilities Department, City of San Diego

1

2
3
4
5

Represents the average monthly amount and new customer amount.

Shames Settlement Agreement started in November 2007 and ended in March 2012.

Includes sewer service charges that are currently in effect. There have been no rate changes since March 2012.
HCF = hundred cubic feet.

LB = pound.

Accounts Receivable

Typically, the City seeks to collect unpaid bills by: (a) issuing a payment reminder notice 25 days
after a bill is issued; (b) issuing a shut-off notice 38 days after a bill is issued; and (c) shutting off the
customer’s water service 45-51 days after a bill is issued. This procedure results in almost all past due
bills being paid. If necessary, the City establishes a payment plan for customers who are unable to pay a
past due amount. Open accounts closed with an amount due and unpaid are referred to the City Treasurer
for collection activities 75 days after the bill is issued but unpaid. Bills on closed accounts are referred to
the City Treasurer for collection activities 91 days after the bill is issued as unpaid. An allowance is taken
each Fiscal Year for accounts receivable that are not expected to be paid. During Fiscal Years 2010
through 2014, accounts receivable amounts outstanding for more than 120 days ranged from
approximately $3.0 million to approximately $4.6 million. Sewer service charges to City utility

4819-1461-6866.12 58



customers are collected on the municipal utility bill, which also includes water charges, storm drain fees
and other related fees. Bills are currently invoiced every two months for most customers and on a
monthly basis for higher consumption customers.

Table 10 below sets forth information related to accounts receivable and number of shut-offs.

TABLE 10
WASTEWATER CUSTOMER ACCOUNTS RECEIVABLE AND SHUT-OFFS
For Fiscal Years Ended June 30, 2010 through June 30, 2014
($ in thousands)
(Unaudited)

2010 2011 2012 2013 2014
Sewer Service Revenue $376,403 $351,894  $364,108  $355,346 $358,167
Accounts Receivable'? $47,916 $41,595 $43,056 $44,258 $45,857
Accounts Receivable Over 120
Days’ $2,985 $3,115 $4,607 $3,680 $4,065
Number of Shut-Offs® 26,875 23,271 22,203 19,363 19,514

Sources: Comptroller’s Office and Public Utilities Department, City of San Diego

! Restated.

2 Excludes amounts payable by Participating Agencies.

® Shut-offs for non-payment may include multiple shut-offs associated with the same account throughout the Fiscal Year.

Calculation and Collection of Capacity Charges

A capacity charge is a one-time fee based on EDUs for a new, additional or larger connection to
the Municipal Sub-System within the City. The calculated capacity fee is based on the capital costs of
existing facilities and the growth-related portion of future improvement costs. Capacity fees are not
treated as operating income for financial reporting purposes but are considered System Revenues,
deposited in the Sewer Revenue Fund, and included in the calculation of debt service coverage. Pursuant
to State law, capacity fees are applied only to capital expansion, bonds, contracts, or other indebtedness of
the Wastewater System related to expansion. Capacity fees are primarily collected on new construction
within the City and revenues therefrom vary based upon construction activity. See Table 12 “Projected
Capacity Charges” below for a schedule of projected capacity charges for the Municipal Sub-System.
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Table 11 below sets forth the Sewer Revenue Fund’s EDUs and Capacity Charge Revenues for
Fiscal Years 2010 through 2014.

TABLE 11
MUNICIPAL SUB-SYSTEM
SEWER REVENUE FUND
HISTORICAL CAPACITY CHARGE REVENUES
Fiscal Years Ended June 30, 2010 through June 30, 2014
($ in thousands)
(Unaudited)

Equivalent Capacity Charge
Fiscal Year Dwelling Units Revenues
2010 1,230 $ 5,068
2011 2,474 9,256
2012 1,864 9,290
2013 3,781 14,041
2014 4,819 20,300

Source: Public Utilities Department and the Comptroller’s Office, City of San
Diego

The City Council reviews capacity charges on a periodic basis. Pursuant to State Water
Resources Board guidelines and City policy, the City must use a fair and equitable apportioning of costs
based on each user class’ contributions of flow and strength of wastewater pollutants discharged. The
current sewer capacity charge (which was originally adopted by City Council in February 2007) is $4,124
per EDU.

Projected Service and Capacity Charges

Table 12 below sets forth the estimated service and capacity charges and revenues for Fiscal Year
2015 and the projected service and capacity charges and revenues for Fiscal Years 2016 through 2020.
New system hook-ups (measured in EDUS) are projected, on a conservative basis, based on population
growth and building permits. The projected decrease in Fiscal Year 2016 reflects a return to moderate
building activity, following strong growth in Fiscal Years 2013 ($14 million) and 2014 ($20.3 million)
subsequent to the economic downturn in Fiscal Year 2009. See “—~Calculation and Collection of
Capacity Charges” for a schedule of historical capacity charge revenues. The Department does not expect
to request any increases in service or capacity charges with respect to the Wastewater System between
Fiscal Years 2016 and 2020.
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TABLE 12
ESTIMATED AND PROJECTED SERVICE AND CAPACITY CHARGES
Fiscal Years Ending June 30, 2015 through June 30, 2020
(Unaudited)

Projected
2015
(Estimated) 2016 2017 2018 2019 2020

Single Family Monthly Service

Charge' $47.71 $47.71 $47.71 $47.71 $47.71 $47.71
Single Family Residential

Accounts 229,196 230,342 231,494 232,651 233,814 234,983
Total Service Charge Revenues®? $361,140  $350,965 $357,651  $359,426  $361,207 $368,016
Capacity Charge (per EDU) $4,124 $4,124 $4,124 $4,124 $4,124 $4,124
Annual EDUs 5,284 4,365 3,880 3,899 3,919 3,938

Total Capacity Charge

Revenue? $21,793 $18,000  $16,000 $16,080 $16,160 $16,241

Source: Public Utilities Department, Rate Model as of July 2015

! Based on average usage of 9 hundred cubic feet/month.

2 In thousands.

% Sewer Service Charge Revenues reflect a 5% decrease in flow related to the drought and mandated water reductions, starting in Fiscal Year
2016 for multi-family residential and commercial and industrial customers, and in Fiscal Year 2017 for single family residential. The
increase in Fiscal Year 2017 reflects an increase in revenue from the Participating Agencies primarily related to the Pure Water Program.

Historical Revenues and Expenses

Table 13 below sets forth the Statements of Revenues, Expenses and Changes in Fund Net Assets
for the Sewer Revenue Fund for Fiscal Years 2010 through 2014. See also “APPENDIX A—BASIC
FINANCIAL STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN
EXCERPTS FROM THE COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF
SAN DIEGO FOR THE FISCAL YEAR ENDED JUNE 30, 2014.” For purposes of calculating the Net
System Revenues available to pay the City’s Obligations under the Installment Purchase Agreement,
including the 2015-1 Installment Payments securing the Series 2015 Bonds, the following are not taken
into account: amounts set forth in the line item “Depreciation,” interest earnings with respect to the
Acquisition Fund set forth in the line item “Earnings on Investments,” amounts set forth in the line item
“Gain (Loss) on Sale/Retirement of Capital Assets,” amounts set forth in the line item “Interest Expenses”
and amounts relating to assets contributed by developers (which constitute a portion of the amount set
forth in the line item “Capital Contributions”). For Net System Revenues available to pay the City’s
Obligations under the Installment Purchase Agreement for Fiscal Years 2010 through 2014, see “Table
15—CALCULATION OF HISTORIC SENIOR AND AGGREGATE DEBT SERVICE COVERAGE.”

4819-1461-6866.12 61



TABLE 13

SEWER REVENUE FUND

STATEMENTS OF REVENUES, EXPENSES, AND CHANGES IN FUND NET ASSETS?
($ in thousands)
Fiscal Years 2010 through 2014

(Audited; except as otherwise noted)

OPERATING REVENUES
Sewer Service Charges:
Inside City:
Domestic?
Commercial and Industrial?
Outside City:
Treatment Plant Service for Others?
Subtotal: Sewer Service Charges?
Services provided to City departments?
Total Charges for Services
Other Operating Revenues, Net
TOTAL OPERATING REVENUES

OPERATING EXPENSES
Maintenance and Operations
Administration

Depreciation
TOTAL OPERATING EXPENSES

OPERATING INCOME (LOSS)

NONOPERATING REVENUES (EXPENSES)
Earnings on Investments
Federal Grant Assistance
Other Agency Grant Assistance
Gain (Loss) on Sale/Retirement of Capital Assets
Debt Service Interest Expense
Other
TOTAL NONOPERATING

REVENUES (EXPENSES)

INCOME (LOSS) BEFORE
CONTRIBUTIONS AND TRANSFERS

Capital Contributions

Transfers In

Transfers from Governmental Funds
Transfers Out

Transfers to Governmental Funds

Extraordinary Gains
CHANGE IN NET ASSETS

Net Assets at Beginning of Year

NET ASSETS AT END OF YEAR

2010 2011 2012 2013 2014
$220,025 $209,703 $203,065 $194,883 $195,627
79,080 75,248 89,677 92,523 94,706
77,298 66,943 71,366 67,940 67,834
$376,403 $351,894 $364,108 $355,346 $358,167
2,237 2,189 1,779 1,870 1,556
$378,640 $354,083 $365,887 $357,216 $359,723
3,485 3,648 4,412 4,421 4,824
$382,125 $357,731 $370,299 $361,637 $364,547
$136,820 $134,696 $129,343 $121,990 $151,522
80,879 63,875 65,191 73,648 50,427
66,523 63,488 65,186 68,452 70,585
$284,222 $262,059 $259,720 $264,090 $272,534
$97,903 $95,672 $110,579 $97,547 $92,013
$10,612 $7,454 $6,266 $647 $4,177
175 380 336 9 -
165 - - - -
(558) (1,961) (1,387) (1,647) (1,556)
(53,348) (51,112) (49,586) (53,580) (51,652)
7,750 6,404 5,116 8,260 6,829
$(35,204) $(38,835) $(39,255) $(46,311) $(42,202)
$62,699 $56,837 $71,324 $51,236 $49,810
21,346 12,3453 17,883 23,228 33,081
316 147 130 92 77
- - - 275 19
(119) (10) (1,103) (1,346) (2,077)
(883) (192) (6,495) (8,232) (6,955)
- - 1,180 * (1,180)° -
$83,359 $69,127 $82,919 $64,073 $73,955
$1,991,440  $2,074,799 $2,143,926  $2,226,845  $2,275,423°
$2,074,799  $2,143,926 $2,226,845  $2,290,918  $2,349,378

Source of Table: Fiscal Years 2010-2014 Comprehensive Annual Financial Reports, Comptroller’s Office, City of San Diego.
Source of Footnotes: Public Utilities Department (Unaudited), City of San Diego.
* Terms used in this table are derived from the City’s Comprehensive Annual financial Report for the indicated year. Certain terms included in this
table do not have the meanings ascribed to them in the Installment Purchase Agreement. Also, amounts included in this table reflect the application of
generally accepted accounting principles (“GAAP”) and, as such, do not match tables in this Official Statement that were not prepared in accordance

with GAAP.
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2 Unaudited.

% Reflects fewer developer contributed infrastructure asset installations and related capacity fee receipts.

* Extraordinary Gain resulting from the dissolution of the Former RDA.

® Extraordinary Loss resulting from prior year unpaid loan receivable from the Former RDA that will not be repaid.

® Beginning balance restated due to the net effects of Governmental Accounting Standards Board Statement No. 65 implementation and reclassification
of workers’ compensation.

Management’s Discussion and Analysis

The following discussion relates to certain items set forth in Table 13. The information below, in
connection with the financial condition and results of operations of the City Sewer Revenue Fund for
Fiscal Year 2014, is unaudited and should be read in conjunction with certain information contained in
“APPENDIX A—BASIC FINANCIAL STATEMENTS, REQUIRED SUPPLEMENTARY
INFORMATION AND CERTAIN EXCERPTS FROM THE COMPREHENSIVE ANNUAL
FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR THE FISCAL YEAR ENDED JUNE 30,
2014,” and, specifically, the portion of the basic financial statements relating to the operation of the
Sewer Revenue Fund.

Operating Revenues. Total operating revenues for Fiscal Year 2014 were $364.5 million, which
represented an increase of $2.9 million from total operating revenues in Fiscal Year 2013. The increase
was due primarily to an increase in sewer service charge collections attributable to an increase in usage
for commercial customers, and a slight increase in the number of accounts for domestic customers.

Operating Expenses. Total operating expenses for Fiscal Year 2014 were $272.5 million, an
increase of $8.4 million from Fiscal Year 2013. Such an increase was the combined result of a decrease
in administrative expenses of $23.2 million, an increase in maintenance and operations of $29.5 million,
and an increase in depreciation of $2.1 million. The reallocation between administrative and maintenance
and operations expenses was done to reflect the true nature of the expenditures. Administrative expenses
during Fiscal Year 2014 include long range strategic planning, policy, information systems, and general
and administrative expenses. Such expenses represented 18.5% of total operating expenses.

Maintenance and Operations expenses include expenses for three treatment plants, pump stations,
and a biosolids center. All costs associated with the operations and maintenance of the facilities are
included. Operations and Maintenance costs were 55.6% of total operating expenses and totaled $151.5
million for Fiscal Year 2014. The increase of $29.5 million was 24.3% greater than the corresponding
amount for Fiscal Year 2013 due to the implementation of a condition assessment program, costs
associated with the waiver renewal at the Point Loma Plant, and increased costs for chemicals, electricity,
and waste disposal fees.

Non-Operating Revenues. Non-operating revenues increased by $3.5 million in Fiscal Year 2014
due to an increase in interest earnings.

Non-Operating Expenses. Non-operating expenses decreased by $1.9 million primarily due to
the implementation of Governmental Accounting Standards Board (“GASB”) Statements No. 65
(“GASB 65”) for adjustments to bond cost of issuance expenses.

Contributions and Transfers. Capital contributions increased in Fiscal Year 2014 from Fiscal

Year 2013 by $9.9 million. This increase was due to an increase in capacity fee receipts in Fiscal Year
2014 of $6 million and an increase in developer contributions in Fiscal Year 2014 of $3.9 million.
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Sewer Revenue Fund Reserves

The City has established accounts within the Sewer Revenue Fund for three reserve funds: the
Rate Stabilization Fund Reserve (“Rate Stabilization Fund”), the Emergency Operating Reserve
(“Operating Reserve”), and the Emergency Capital Reserve (“Capital Reserve”). The Department
operates these reserve funds in accordance with the City’s reserve policy (the “City Reserve Policy”).
The City’s goals with respect to the City Reserve Policy are to provide adequate cash balances to ensure
that the City meets its cash flow obligations, maximizes earnings on investments, minimizes borrowing
costs and maintains the highest credit on its bonds and financial obligations. In the event amounts
contained in a particular reserve are below the anticipated reserve level as stated in the City Reserve
Policy, the Mayor is to propose a plan as part of the budget for the subsequent fiscal year to replenish
such reserve in a reasonable timeframe. As of June 30, 2015, the Sewer Revenue Fund had total reserves
of $74.4 million.

The Rate Stabilization Fund was established and is maintained pursuant to the Installment
Purchase Agreement. Transfers in and out of this fund serve as a revolving mechanism to mitigate
potential fluctuations in the rates for the Wastewater System operations, and maintain stable debt service
coverage ratios for the outstanding Obligations. The permitted uses of the Rate Stabilization Fund are
limited to the operations and maintenance costs of the Wastewater System. The City Reserve Policy
establishes a baseline target for the Rate Stabilization Fund in an amount equal to 5% of the prior Fiscal
Year Wastewater System total operating revenues. The funding level in the Rate Stabilization Fund can
go up or down depending on year to year changes in the Wastewater System’s operating revenues and
expenditures. The Rate Stabilization Fund will be treated as a coverage stabilization tool enabling
transfers into and out of the fund, as necessary by the Chief Financial Officer, upon recommendation of
the Department. Transfers may be made into the Rate Stabilization Fund, increasing the balance above
the 5% baseline, if there are excess Net System Revenues in any given Fiscal Year. In contrast, if Net
System Revenues decrease in any given Fiscal Year, amounts can be withdrawn from the Rate
Stabilization Fund to cover current Fiscal Year operations and maintenance costs. If amounts on deposit
in the Rate Stabilization Fund decrease below the baseline amount of 5% of the prior Fiscal Year
Wastewater System total operating revenue, it will be replenished to the target level from any surplus Net
System Revenue in the next Fiscal Year or in conjunction with the City Council authorization of a future
Cost of Service Study and rate adjustments. [As of June 30, 2015, the balance in the Rate Stabilization
Fund was $21.3 million.]

The Operating Reserve is intended to be used in the event of a catastrophe that prevents the
Wastewater System from operating in its normal course of business. The reserve level is defined as the
number of days of operation it could support in the event of a major disruption to the Wastewater System.
It is calculated based on the annual operating budget for the Fiscal Year, less the budgeted operating
contingency and the budget for all debt service on the Obligations. The Operating Reserve target is
equivalent to 70 days of operations. Any reserves provided by the Participating Agencies for their
proportionate share of the Metropolitan Sub-System are counted toward the 70 day target. This reserve
level target of 70 days recognizes that the Wastewater System has a large diversified customer base, a
steady and reliable demand for services, and other reserves available for specific needs. Use of the
Operating Reserve is restricted to emergency situations, and City Council approval is required to
appropriate these reserves. Any request to utilize the Operating Reserve will include a plan and timeline
for replenishment, which may be in conjunction with the City Council authorization of a future Cost of
Service Study and rate adjustment. [As of June 30, 2015, there was approximately $48.1 million in the
Operating Reserve, which included $4.8 million in the Metro Sewer Fund.]

The Capital Reserve is intended to be used for emergency capital needs. The reserve is budgeted
annually at $5.0 million in the Capital Improvements Budget. If the reserve is used to fund unforeseen
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emergency conditions resulting in the need to immediately repair or replace existing assets, approval from
the Chief Financial Officer or the Chief Operating Officer is required. [As of June 30, 2015, there was
$5.0 million in the Capital Reserve.]

Table 14 below sets forth the reserve amounts in the Sewer Revenue Fund established in
accordance with the City Reserve Policy and the total cash and cash equivalents on deposit in the Sewer
Revenue Fund for the Fiscal Years ended June 30, 2011 through 2015 (estimated).

TABLE 14
RESERVES AND TOTAL CASH AND CASH EQUIVALENTS IN SEWER REVENUE FUND
Fiscal Years Ended June 30, 2011 through 2015
($ in thousands)
(Unaudited; except as noted)
[Update to come]

2011 2012 2013 2014 2015

Reserve Funds®
Operating Reserve $33,926 $35,250 $43,724 $48,099 $48,099
Rate Stabilization Fund 21,300 21,300 21,300 21,300 21,300
Capital Improvement Reserve 5,000 5,000 5,000 5,000 5,000
Dedicated Reserve for

Efficiencies and Savings® 36,273 28,681 27,044 - -

Total Reserve Funds $96,499 $90,231 $97,068 $74,399 $74,399
Total Cash and Cash
Equivalents in Sewer Revenue
Fund® $422,010 $432,872 $423,226 $455,531 $430,534

Source: Reserve Funds: Public Utilities Department and Comptroller's Office, City of San Diego. Total Cash and Cash

Equivalents in Sewer Revenue Fund: Fiscal Years 2011-2014 Comprehensive Annual Financial Reports; Fiscal Year 2015

Comptroller's Office, City of San Diego

! Established in accordance with City Reserve Policy.

2 The Dedicated Reserve for Efficiencies and Savings was discontinued per the 2014 update to the City Reserve Policy and the
remaining balance was applied to capital costs of the Wastewater System.

% Fiscal Years 2011-2014: audited. Fiscal Year 2015: unaudited and estimated as of May 31, 2015 [Update to come].

Historical Debt Service Coverage
Table 15 below sets forth the total revenues of the Wastewater System, the total maintenance and
operation costs of the Wastewater System (excluding depreciation) and the resulting debt service

coverage for the QOutstanding Parity Obligations and all of the outstanding Obligations for Fiscal Years
2011 through 2015 (estimated).
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TABLE 15
CALCULATION OF HISTORIC PARITY AND AGGREGATE DEBT SERVICE COVERAGE
Fiscal Years Ended June 30, 2011 through June 30, 2015
($ in thousands)

(Unaudited)
Parity Obligations All Obligations?
Total

Fiscal Maintenance Parity Aggregate

Year Total and Net Debt Total Debt
Ended System Operations System Service Debt Service
June30  Revenues** Costs® Revenues Principal Interest Total Coverage Service Coverage

2011 $380,575 $198,773 $181,802 $42,620 $59,868 $102,488 1.77x $108,547 1.67x

2012 391,587 202,132 189,455 44,230 58,253 102,483 1.85 108,542 1.75

2013 385,211 205,215 179,996 46,120 56,368 102,488 1.76 108,547 1.66

2014 396,042 210,981 185,061 48,821 54,473 103,294 1.79 109,353 1.69

2015 ¢ 397,958 217,844 180,114 51,576 52,461 104,037 1.73 110,096 1.64

Source: For Fiscal Years ended June 30, 2011 through 2014 - Statistical Section (Unaudited) of the Comprehensive Annual Financial Report for
Fiscal Year Ending June 30, 2014, Comptroller’s Office, City of San Diego; and for Fiscal Year ended June 30, 2015 — Public Utilities
Department.

Source of Footnotes: Public Utilities Department (Unaudited), City of San Diego.

2

! Parity Obligations includes the Outstanding Bonds and the Existing Parity SRF Loans.

All Obligations includes Parity Obligations (including the Outstanding Bonds and the Existing Parity SRF Loans) and the Existing
Subordinated SRF Loans.

System Revenues, as defined in the Installment Purchase Agreement, include operating and non-operating receipts (i.e. interest earnings,
capacity charges, and other income) as well as transfers and the cash-based components of capital contributions.

Pursuant to an Administrative Protocol, the Participating Agencies are required to make annual contributions towards the 1.20 times debt
service coverage requirement on Parity Obligations that were incurred to finance improvements to the Metropolitan Sub-System.

Total Maintenance and Operations Costs, as defined in the Installment Purchase Agreement, include expenses related to maintenance and
operations, administration, and transfers to other funds (including governmental funds for general City services allocable to the Wastewater
System (i.e., SAP system), the Rate Stabilization Fund, and other funds).

Estimated. Fiscal Year 2015 results are based on the Fiscal Year 2015 Year-End Budget Monitoring Report which is developed using nine
months of actual data (unaudited), combined with Departmental projections for the remaining three periods of the Fiscal Year.

Financial Projections

Table 16 below sets forth the financial forecast for Fiscal Years 2016 through 2020. Table 16
incorporates certain assumptions adopted by the Department, including assumed inflation and interest
rates. Additionally, Table 16 incorporates the following assumptions: (a) Net Revenues reflect a 5%
decrease in flow related to the drought and mandated water reductions, starting in Fiscal Year 2016 for
multi-family residential and commercial and industrial customers, and in Fiscal Year 2017 for single
family residential; (b) Net Revenues for Fiscal Year 2016 reflect a 9.0% increase in Maintenance and
Operation Costs of the Wastewater System from Fiscal Year 2015; (c) Net Revenues for Fiscal Years
2017 through 2020 reflect Maintenance and Operation Costs increasing at a 1% rate per Fiscal Year for
personnel expenses, at a 3.5% rate per Fiscal Year for supplies and contracts, and at a 9% rate per Fiscal
Year for energy/utilities; (d) Net Revenues for Fiscal Years 2017 and 2018 reflect prior year revenue from
the sale of recycled water from the South Bay Plant from Fiscal Years 2002 through 2014; and (e) Net
Revenues will increase in Fiscal Year 2017 through Fiscal Year 2020 due to an increase in revenue from
the Participating Agencies for costs primarily related to Pure Water Program. The Department does not
expect to request any increases in service or capacity charges with respect to the Wastewater System
between Fiscal Years 2016 and 2020.

Table 16 includes projections of grant proceeds, the Additional Parity SRF Loan, [which remains

subject to final approval by the State Water Resources Board,] and additional loans the City expects to
receive from the State Water Resources Board.
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The achievement of certain results or other expectations contained in Table 16 involve known and
unknown risks, uncertainties and other factors which may cause actual results, performance or
achievements reflected in Table 16 to be materially different from any future results, performance or
achievements expressed or implied by such Table. Although, in the opinion of the Department, such
projections are reasonable, there can be no assurance that any or all of such projections will be realized or
predictive of future results.

TABLE 16
PROJECTED NET SYSTEM REVENUES AND DEBT SERVICE COVERAGE
Fiscal Years Ending June 30, 2016 through June 30, 2020
($ in thousands)
(Unaudited)
[Update to come]

Description 2016 2017 2018 2019 2020
System Revenues
Operating Revenue $364,151 $377,836 $380,513 $378,459 $387,165
Interest Income 7,822 12,006 13,377 14,966 17,433
Capacity Charge Revenue? 18,000 16,000 16,080 16,160 16,241
Total System Revenues $389,973 $405,842 $409,970 $409,585 $420,839
Maintenance and Operation Costs $237,377 $238,755 $240,532 $250,303 $253,005
Net System Revenues® $152,596 $167,087 $169,438 $159,282 $167,834
Projected Senior Debt Service* $104,710 $107,750 $108,442 $111,494 $111,665
Senior Debt Service Coverage 1.46x 1.55x 1.56x 1.43x 1.50x
Projected Senior Debt Service* $104,710 $107,750 $108,442 $111,494 $111,665
Projected Subordinate Debt Service 6,059 6,059 6,059 6,059 6,059
Aggregate Senior and Subordinate
Debt Service® $110,769 $113,809 $114,501 $117,553 $117,724
Aggregate Senior and Subordinate
Debt Service Coverage 1.38x 1.47x 1.48x 1.35x 1.43x

Source Public Utilities Department and Department of Debt Management, City of San Diego

! Capacity Charge revenue is based on projected population growth and building permits. The decrease in Fiscal Years 2016 and
2017 reflects a return to moderate building activity, following the strong growth that occurred in Fiscal Years 2014 and 2015,
subsequent to the economic downturn in Fiscal Year 2009.

See Table 12 for the components of the Capacity Charges.

Net Revenues consists of Total System Revenues less Maintenance and Operation Costs.

Reflects actual debt service on the Series 2009A Bonds, the Series 2009B Bonds, the Series 2010A Bonds, and the Existing
Parity SRF Loans. Does not reflect the issuance of the Series 2015 Bonds or the refunding of the Refunded Bonds. Includes debt
service for the Additional Parity SRF Loan, [which remains subject to review by the State Water Resources Board,] and
additional loans the City expects to receive from the State Water Resources Board to finance the Pure Water Program.

Includes Parity Obligations and the Existing Subordinated SRF Loans.

Labor Relations

Unless otherwise indicated, the information under this heading ““Labor Relations™ is a discussion
of labor relations for all employees of the City.

General. The City has five recognized employee organizations which represent classified
employees. They are the San Diego Municipal Employees’ Association (“MEA”), the American
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Federation of State, County, and Municipal Employees, Local 127 (“AFSCME Local 127”), the San
Diego Police Officers Association (“POA”), the San Diego City Firefighters, International Association of
Firefighters, Local 145 (“IAFF Local 145”), and the California Teamsters Local 911 (“Teamsters Local
911™), which represents lifeguards. A sixth recognized employee organization, the Deputy City Attorneys
Association (“DCAA”), represents unclassified deputy city attorneys. Certain classified and unclassified
City employees are unrepresented.

As of December 31, 2014, the City had approximately 5,004 MEA-represented employees; 1,763
AFSCME Local 127-represented employees; 1,851 POA-represented employees; 847 IAFF Local 145-
represented employees; 331 Teamsters Local 911-represented employees; 142 DCAA-represented
employees; and 807 unrepresented employees.

As of December 31, 2014, there were approximately 871 regular full time employees of the
Department (Wastewater Branch), of which approximately 494 were represented by the MEA, and
approximately 327 were represented by AFSCME Local 127. The remaining 50 employees were
unrepresented.

Collective Bargaining Agreements. In 2013, the City entered into a collective bargaining
agreement with each of its recognized employee organizations, for a five-year term, from July 1, 2013
through June 30, 2018. Each agreement includes terms consistent with Proposition B, an initiative
approved by City voters in June 2012 to reform the City’s retirement system. Under Proposition B, and
specifically Charter section 70.2, the City must comply with certain procedural requirements, from July
20, 2012, the effective date of Proposition B through June 30, 2018, if it intends to negotiate increases to
pensionable pay. The City Council must obtain an actuarial analysis from its retirement system actuary
that discloses the impact of any proposed pay increases and must approve any negotiated increases by a
two-thirds vote of the City Council. The City and each recognized employee organization agreed that
they would not negotiate any general salary increases, which are pensionable, during the five-year period
covered by Charter section 70.2. However, individual employees may still receive merit increases or
promotions within the parameters of the Fiscal Year 2011 salary schedules. In exchange for the
agreement to limit pensionable pay of employees during this five-year period, the City agreed to increases
in non-pensionable pay. Each of the collective bargaining agreements includes non-pensionable pay
increases in Fiscal Year 2016, with reopeners in Fiscal Years 2017 and 2018 to meet and confer solely
regarding increases to non-pensionable compensation. Flexible benefit credits are non-pensionable. Each
collective bargaining agreement remains in effect through June 30, 2018; however, the City and POA
have negotiated, and the City Council has approved, modifications to the POA’s five-year agreement,
which will result in an amended agreement for a term from July 1, 2015 through June 30, 2020.

MEA: MEA-represented employees will receive increased annual flexible benefit credits in
Fiscal Year 2016. The employee organization will have the option to reopen negotiations solely for the
purpose to meet and confer on non-pensionable compensation increases in Fiscal Years 2017 and 2018.

AFSCME Local 127: AFSCME Local 127-represented employees will receive increased annual
flexible benefit credits in Fiscal Year 2016. The employee organization will have the option to reopen
negotiations solely for the purpose to meet and confer on non-pensionable compensation increases in
Fiscal Years 2017 and 2018.

POA: In 2014, the City and POA mutually agreed to reopen negotiations to meet and confer on
terms for Fiscal Years 2016 through 2020. The City and POA have agreed to amend the collective
bargaining agreement for a new term from July 1, 2015 through June 30, 2020. POA members will
receive a 3.3 percent increase in pensionable compensation in Fiscal Years 2019 and a 3.3 percent
increase in pensionable compensation in Fiscal Year 2020. The agreement also contains non-pensionable
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compensation increases in Fiscal Years 2016 through 2020. The non-pensionable compensation includes
increases to flexible benefit credits for all POA members with additional credits for members with eight
or more years of service. Members with eight or more years of service will also receive increases to
annual uniform and equipment allowances, as will new recruits. Members also will receive up to 40
hours of discretionary leave for full-time employees with proportionally reduced hours for part-time
employees.

IAFF Local 145: IAFF Local 145-represented employees will receive increased annual flexible
benefit credits in Fiscal Year 2016. IAFF Local 145 will have the option to reopen negotiations solely for
the purpose to meet and confer upon non-pensionable compensation increases in Fiscal Years 2017 and
2018.

Teamsters Local 911: Teamsters Local 911-represented employees will receive increased annual
flexible benefit credits in Fiscal Year 2016. The employee organization will have the option to reopen
negotiations solely for the purpose to meet and confer over further increases to non-pensionable
compensation in Fiscal Years 2017 and 2018.

DCAA: DCAA-represented employees will receive an increase in their annual flexible benefit
credit in Fiscal Year 2016. The employee organization will have the option to reopen negotiations solely
for the purpose to meet and confer upon non-pensionable compensation increases in Fiscal Years 2017
and 2018.

Insurance and Liability Claims

The Department is self-insured for workers’ compensation and long-term disability and for public
liability claims exposure up to $3 million per occurrence. For liability between $3 million and $50
million, the Department is covered by the City, which purchases insurance in collaboration with the
California State Association of Counties—Excess Insurance Authority (“CSAC-EAI”), a statewide joint
powers authority risk pool, in layers for its public liability exposure.

The City participates in the joint purchase of property insurance and flood insurance through the
CSAC-EIA pool which includes flood and earthquake coverage for scheduled locations, including bond
financed locations of the Wastewater System. This joint purchase of the City’s “all risk” property
insurance, insuring approximately $2.78 billion of City property, provides coverage for loss to City
property under the primary policy up to approximately $25 million per occurrence, with a $25,000
deductible. Depending on availability and affordability of earthquake insurance, the City may elect not to
purchase such coverage in the future. The City does not maintain any casualty insurance on the pipelines
of the Wastewater System because such insurance is not commercially available.

Table 17 below sets forth the accrued estimated liabilities and expenditures for liability claims of
the Wastewater System for Fiscal Years 2010 through 2014.
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TABLE 17
LIABILITY CLAIMS BUDGET AND
EXPENDITURES
Fiscal Years Ended June 30, 2010 through June 30, 2014
(Unaudited)

Fiscal Year Budget Expenditures®
2010 $ 900,202 $1,339,687
2011 1,001,422 2,221,342
2012 851,702 2,562,934
2013 851,702 2,209,086
2014 1,511,709 1,256,302

Source: Public Utilities Department and Risk Management Department,

City of San Diego

! Over-budget expenditures are paid from the Sewer Revenue Fund
balance available for appropriation.

Investment of Funds

General. Amounts in the funds and accounts of the Sewer Revenue Fund are invested by the City
Treasurer in the City Treasurer’s Pooled Investment Fund (the “City Pool”) described below. The City
accounts for such amounts separately from other funds of the City.

City Pool. In accordance with the Charter of the City and authority granted by the City Council,
the City Treasurer is responsible for investing the unexpended cash in the City Pool. Responsibility for
the daily investment of funds in the City Pool is delegated to the City’s Chief Investment Officer. The
City and certain related entities are the only participants in the City Pool; there are no other participants
either voluntary or involuntary in the City Pool. The investment objectives of the City Pool are
preservation of capital, liquidity and return.

Oversight and Reporting Requirements. The City Treasurer provides both a monthly and
quarterly investment report to the Chief Financial Officer, the City Comptroller and the City Council and
annually presents the City Treasurer’s Investment Policy to the Chief Financial Officer, the City
Treasurer’s Investment Advisory Committee (the “lIAC”), the Budget and Government Efficiency
Committee, and the City Council. The IAC is comprised of two City employees, currently the Chief
Financial Officer and the Director of Debt Management, and three outside investment professionals and is
charged with overseeing the review of the City Treasurer’s Investment Policy and practices of the City
Treasurer and recommending changes thereto. Investments in the City Pool are audited annually by an
independent firm of certified public accountants as part of the overall audit of the City’s financial
statements.

The City’s Investments Division uses outside services to provide investment portfolio valuations
and accounting and reporting services. These services provide monthly portfolio valuation, investment
performance statistics, and other portfolio reports that are distributed to the Office of the City Treasurer
Accounting program and the Office of the Comptroller for review and reconciliation. The Office of the
City Treasurer’s Accounting program prepares a series of monthly reports, including the portfolio market
valuation, and distributes these to the Mayor, City Council, Chief Financial Officer, and other officials.

Authorized Investments. Investments in the City Pool are governed by State law and further
restricted by the City Treasurer’s Investment Policy. The Investment Policy is prepared with safety of
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principal being the foremost objective. Permitted investments include U.S. Treasury securities, U.S.
Agency securities, U.S. Agency mortgage backed securities, corporate medium term notes, money market
instruments, non-negotiable Federal Deposit Insurance Corporation-insured certificates of deposit and the
Local Agency Investment Fund (California State Pool). Reverse repurchase agreements (“reverse repos”)
and securities lending arrangements are restricted to 20% of the base value of the portfolio and are
governed by various maturity restrictions as well. The main operating funds of the City are managed in
two separate portfolios, the Liquidity and Core portfolios. In its management of the “Liquidity” portfolio,
comprising approximately 35% of total funds, the City invests in a variety of debt securities with
maturities typically ranging from one day to one year; performance is measured against the Bank of
America Merrill Lynch three-to-six month Treasury Bill Index. The remaining 65% of funds are
managed in a separate “Core” portfolio that consists of a variety of debt securities ranging from one day
to five years; performance is measured against the Bank of America Merrill Lynch one- to three-year U.S.
Treasury Index. The 35% Liquidity/65% Core portfolio split serves as a guideline. The actual split may
vary due to market conditions or other factors. Safety of principal and liquidity are paramount
considerations in the management of both portfolios.

Pool Liquidity and Other Characteristics. The City Treasurer’s Pooled Investment Fund
(including both the “Liquidity” and the “Core” portfolios) is highly liquid. Based on unaudited month-
end data as of May 31, 2015, approximately 22% of the pool investments mature within 62 days, 24%
within 92 days, 31% within 184 days, 45% within 1 year, 77% within 2 years, 98% within 3 years, and
100% within 5 years (on a cumulative basis). As of May 31, 2015, the City Treasurer’s Pooled
Investment Fund had a weighted average maturity of 1.26 years (459 days) and its weighted average yield
was 0.539%. 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 0.30 years and the Core portfolio had a duration of
1.57 years as of May 31, 2015. 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 0.30%
for every 1% increase in market interest rates while the Core portfolio should decrease in market value by
1.57% for every 1% increase in market interest rates. The City Treasurer’s Pooled Investment Fund
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 Treasurer’s
Pooled Investment Fund 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.
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Table 18 below sets forth the City Pool results at May 31, 2015.

TABLE 18
CITY OF SAN DIEGO POOLED INVESTMENT FUND
at May 31, 2015
($ in thousands)
(Unaudited)

Percent of
Investment Instrument Book Value Fair Value Total

U.S. Treasury Bills and Notes $ 934,165 $ 936,858 40.90%
Agency Discount Notes 281,957 282,096 12.34
Agency Notes & Bonds 504,718 505,012 22.10
Commercial Paper 99,877 99,942 4.37
Corporate Notes & Bonds 114,687 115,073 5.02
Local Agency Investment Fund 49,882 49,882 2.18
Repurchase Agreements 10,100 10,100 0.44
Negotiable Certificates of Deposit 200,002 200,061 8.76
Asset Back Securities 88,823 88,844 3.89

TOTAL INVESTMENTS? $2,284,212 $2,287,869 100.00%

Source: Office of the City Treasurer, City of San Diego
! Based on book value.
2 Approximately 19% of the City Pool is allocable to the Sewer Revenue Fund.

The City Pool is not invested in any structured investment vehicles or mortgage-backed
securities. In addition, the City has no outstanding swap arrangements or liquidity facilities.

San Diego City Employees’ Retirement System

Unless otherwise indicated, the information under this heading *““San Diego City Employees’
Retirement System™ is a discussion of the San Diego City Employees’ Retirement System as it relates to
all employees of the City.

General. The City faces significant financial challenges in addressing an unfunded pension
liability to the San Diego City Employees’ Retirement System (“SDCERS”), which, as of June 30, 2014,
was approximately $2.03 billion. However, as explained below under the caption, “City and Sewer
Revenue Fund Pension Contributions,” the Sewer Revenue Fund’s proportionate share of the City’s
actuarially determined contribution to SDCERS is approximately 6.2% (equal to approximately $15.7
million, assuming a City pension payment of $254.9 million) for Fiscal Year 2016.

SDCERS is a public employee retirement system established in Fiscal Year 1927 by the City.
SDCERS administers independent, qualified, single employer governmental defined benefit plans and
trusts for the City, the San Diego Unified Port District (the “Port”) and the San Diego County Regional
Airport Authority (the “Airport”). The assets of the three separate plans and trusts are pooled in the
SDCERS Group Trust for investment purposes. These plans are administered by the SDCERS Board to
provide retirement, disability, death and survivor benefits for its members. Amendments to the City’s
benefit provisions require City Council approval and amendments to retirement benefits require a
majority vote by those SDCERS members who are also eligible City employees or retirees. Benefit
increases also require a majority vote of the public. All approved benefit changes are codified in the
City’s Municipal Code. The plans cover all eligible employees of the City, the Port, and the Airport. All
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City employees initially hired before July 20, 2012 working half-time or greater, all sworn police officers
of the City irrespective of hire date, and full-time employees of the Port and the Airport are eligible for
membership and are required to join SDCERS.

Due to the implementation of Proposition B, discussed below, as of July 20, 2012, SDCERS is
closed to new City employees, except for the Police plan, which will remain open. SDCERS is
considered part of the City’s financial reporting entity and is included in the City’s CAFR as a pension
trust fund.  See Note 11, “PENSION PLANS” in “APPENDIX A—BASIC FINANCIAL
STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN EXCERPTS
FROM THE COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO
FOR THE FISCAL YEAR ENDED JUNE 30, 2014.” SDCERS also prepare its own CAFR, the most
recent of which is for Fiscal Year 2014.

The amounts and percentages set forth under this caption relating to SDCERS, including, for
example, actuarial accrued liabilities and funded ratios, are based upon numerous demographic and
economic assumptions, including investment return rates, inflation rates, salary increase rates, cost of
living adjustments, postemployment mortality, active member mortality, and rates of retirement.
Prospective purchasers of the Series 2015 Bonds are 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 under this caption. In addition, the prospective purchasers of the Series 2015 Bonds are
cautioned that such sources and the underlying assumptions speak as of their respective dates, and are
subject to change. Prospective purchasers of the Series 2015 Bonds should also be aware that some of the
information presented under this caption contains forward-looking statements and the actual results of the
pension system may differ materially from the information presented herein.

The City is required to make contributions to the pension system as determined by the SDCERS
Board. Pension contributions are authorized and appropriated annually in accordance with the adoption
of the City’s annual budget. The City’s Actuarially Determined Contribution (“ADC”)" is calculated by
the SDCERS’ actuary, Cheiron, Inc. (“Cheiron”) and approved by the SDCERS Board. Cheiron conducts
an actuarial analysis for SDCERS annually, the most recent of which is the June 30, 2014 Annual
Actuarial Valuation of SDCERS, dated February 26, 2015 (the “2014 Valuation”). The 2014 Valuation
will serve as the basis for the City’s pension contribution for Fiscal Year 2016. The City’s actual annual
pension contribution may differ from the ADC based on a number of factors discussed below, but the
pension contribution is not expected to be less than the ADC in any Fiscal Year.

Actuarial Assumptions and Methods.

Funding Method. Cheiron calculates the City’s contribution using the Entry Age Normal
(“EAN™) actuarial funding method. Under EAN, there are two components to the total contribution: the
normal cost and an amortization payment on any unfunded actuarially accrued liability (“UAAL”). For
Fiscal Year 2016, a third component will be added representing a portion of SDCERS expected
administrative expenses, as discussed below. The normal cost (associated with active employees only) is
the present value of the benefits that SDCERS expects to become payable in the future attributable to the
current year’s employment. Normal cost is computed as the level annual percentage of pay required to
fund the retirement benefits between each member’s date of hire and assumed retirement. The difference
between the EAN actuarial liability and the actuarial value of assets is the UAAL.

! Actuarially Determined Contribution (“ADC”) has replaced the Annual Required Contribution (“ARC”) as the
funding policy for SDCERS. This change, in accordance with GASB 67, was approved by the SDCERS Board in
November 2013. This action formalized a funding policy that is based on the existing practices formerly used to
develop the ARC, which are described above under the caption “Funding Method.”

4819-1461-6866.12 73



Amortization Periods and Methodology. The UAAL as of June 30, 2014 for the Police portion of
SDCERS is amortized over several different closed periods as follows: changes in the UAAL due to
changes in methods and assumptions are amortized over 30 years, changes in the UAAL due to benefit
changes are amortized over five years, the outstanding balance of the Fiscal Year 2007 UAAL is
amortized over a closed 20 year period (such that, as of Fiscal Year 2015, 13 years of amortization
remain), and subsequent yearly experience gains and losses are amortized over 15 years. As a result of
Proposition B and in compliance with then-current GASB standards, the non-Police portion of UAAL is
amortized over 15 years. Finally, if necessary, there is an additional UAAL cost component to ensure that
there is no negative amortization in any year. Also as a result of Proposition B, the non-Police portion of
the UAAL is amortized using the level dollar method while the Police portion is amortized using the level
percentage of payroll method. Level dollar amortization generally results in decreasing inflation-adjusted
payments over time whereas level percentage of payroll amortization generally results in level inflation-
adjusted payments over time.

In January 2015, the SDCERS Board voted to account for expected administrative expenses
explicitly as a cost component in the ADC. The administrative expense component is $4.2 million for
Fiscal Year 2016, based on a three-year phase in of $12.5 million in expected expenses. In Fiscal Year
2017 two-thirds of expected administrative expenses will be added to the ADC and beginning in Fiscal
Year 2018 100% of expected administrative expenses will be added to the ADC.

Actuarial Assumptions. The following are the principal actuarial assumptions used by Cheiron in
preparing the 2014 Valuation. The actuarial assumptions reflect recommendations approved by the
SDCERS Board in November 2013 and were also used in the preparation of the Fiscal Year 2013
Actuarial Valuation, with the exception of the assumption related to administrative expenses.

1. Investment Return Rate: 7.25% per year, net of investment expenses.
2. Inflation Rate: 3.3% per year, compounded annually.
3. Administrative Expense Assumption: Administrative expenses are assumed to be $12.5

million for Fiscal Year 2016, increasing by 2.5% annually. Of this amount, one-third, or
$4.2 million, has been included in the Fiscal Year 2016 ADC. For Fiscal Year 2017,
there will be two-thirds recognition, and for all fiscal years following, 100% of the
expected administrative expenses will be added to the ADC.

4. Interest Credited to Member Contributions: 7.25% compounded annually.

5. Projected Salary Increases Due to Inflation: 0% in Fiscal Years 2015-2018, 3.3%
thereafter.

6. Cost-of-Living Adjustments: 2.00% per year, compounded annually.

7. Additional Assumptions: Additional assumptions were used regarding rates of separation
from active membership, post-retirement mortality, active member mortality, and rates of
retirement.

Actuarial Value of Assets (Asset Smoothing Method). SDCERS uses an actuarial value of assets
to calculate the City’s pension contribution each year and uses an asset smoothing method to dampen the
volatility in asset values that could occur because of fluctuations in market conditions. Use of an asset
smoothing method is consistent with the long-term nature of the actuarial valuation process. The actuarial
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value of assets each year is equal to 100% of the expected actuarial value of assets® plus 25% of the
difference between the current market value of assets and the expected actuarial value of assets. The
market value of assets represents, as of the valuation date, the value of the assets as if they were
liquidated on that date. This means that changes in the market value of assets are factored into the
actuarial value of assets roughly over a four year period. The actuarial value of assets will also be
adjusted, if necessary, to ensure that the actuarial value of assets will never be less than 80% of the
market value of assets, nor greater than 120% of the market value of assets. The consequence of the
smoothing methodology is that the actuarial value of assets increased by 9.6%, while the market value of
assets increased by 16.6% from June 30, 2013 to June 30, 2014. As of June 30, 2014, the market value of
plan assets was approximately $6.293 billion, and the actuarial value was approximately $5.829 billion.

Implementation of GASB Statements No. 67 and 68. In Fiscal Year 2014, GASB Statement
No. 67 (“GASB 67”), which applies to pension plans, replaced GASB Statement No. 25, and in Fiscal
Year 2015, GASB Statement No. 68 (“GASB 687), which applies to plan sponsors, will replace the
current GASB Statement No. 27 (“GASB 27”). GASB 67 is intended to enhance note disclosures and
schedules of required supplementary information that will be presented by pension plans in their audited
financial statements. GASB 67 was implemented by SDCERS in Fiscal Year 2014. The 2014 Valuation
reflects the funding policy adopted by SDCERS to calculate the ADC. This funding policy requires the
ADC to be calculated in the same manner previously used to calculate the City’s annual required
contribution (“ARC”). [Update to GASB 67 discussion to come.]

GASB 68, which will be implemented by the City in Fiscal Year 2015, requires the City to
recognize its long-term obligation for pension benefits as a liability in the Government-wide Statement of
Net Position and in the Statement of Net Position of Proprietary Funds. Cheiron delivered a GASB 67/68
Report to the City in December 2014, which concluded that, if the City had implemented GASB 68 in
Fiscal Year 2014, as of the end of the reporting year, the City would have reported a Net Pension Liability
of $1.535 billion and Deferred Inflows of Resources of $428.4 million for a net negative impact on the
government-wide Statement of Net Position of $1.963 billion.

Funding Status. According to the 2014 Valuation, at June 30, 2014, the City had a UAAL of
$2.030 billion and a funded ratio of 74.2%. The UAAL decreased by $207.6 million over the UAAL at
the 2013 Valuation, which was $2.237 billion, and the funded ratio increased by 3.8%. The primary
cause for the decrease in the UAAL was investment experience greater than projected. This decreased the
UAAL by $131.8 million. Partially offsetting this was a liability experience loss which increased the
UAAL by $28.1 million.

Table 19 below sets forth the City’s portion of SDCERS historical funding progress for Fiscal
Years 2005 through 2014. Additionally, see Note 11, “PENSION PLANS” in “APPENDIX A—BASIC
FINANCIAL STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN
EXCERPTS FROM THE COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF
SAN DIEGO FOR THE FISCAL YEAR ENDED JUNE 30, 2014.”

% The expected actuarial value of assets is equal to the prior year’s actuarial value of assets increased by actual
contributions made, decreased by actual disbursements made, all items further adjusted with the expected
investment returns for the year.
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TABLE 19
CITY OF SAN DIEGO
SCHEDULE OF FUNDING PROGRESS
Fiscal Years Ended June 30, 2005 through June 30, 2014
($ in thousands)
(Unaudited)

AAL Less
Actuarial Market Market

Valuation Value of Value of Funded Funded UAAL Value of UAAL to
Date Assets Assets AAL Ratio Ratio (Actuarial) Assets Covered Covered

(June 30) (A) (B) ©) (Actuarial)  (Market) (O] (C©)-(B) Payroll* Payroll
2005 $2,983,080 $3,205,722 $4,377,093 68.2% 73.2% $1,394,013 $1,171,371 $557,631 250.0%
2006 * 3,981,932 3,981,932 4,982,699 79.9 79.9 1,000,767 1,000,767 534,103 187.4
20072 4,413,411 4,641,341 5,597,653 78.8 82.9 1,184,242 956,312 512,440 231.1
2008 ° 4,660,346 4,408,719 5,963,549 78.1 73.9 1,303,203 1,554,831 535,774 243.2
2009 4,175,229 3,479,357 6,281,636 66.5 55.4 2,106,408 2,802,279 536,591 392.6
2010 4,382,047 3,900,537 6,527,224 67.1 59.8 2,145,177 2,626,687 530,238 404.6
20113 4,739,399 4,848,054 6,917,175 68.5 70.1 2,177,776 2,069,116 514,265 423.5
2012 4,982,442 4,799,827 7,261,731 68.6 66.1 2,279,289 2,461,904 511,091 446.0
2013° 5,317,778 5,395,158 7,555,527 70.4 714 2,237,749 2,160,369 499,463 448.0
2014 5,828,594 6,292,855 7,858,703 74.2 80.1 2,030,110 1,565,848 480,536 422.5

Source: Cheiron Actuarial Valuations for Actuarial Value of Assets, Market Value of Assets, AAL, Funded Ratio (Actuarial), Funded Ratio (

Market)

(2011-2014), UAAL, Covered Payroll, UAAL to Covered Payroll (2005 to 2013); Comptroller’s Office, City of San Diego for Funded Ratio

(Market) (2005-2010), AAL less Market Value of Assets, UAAL to Covered Payroll (2014).
Reflects revised actuarial methodologies.
Reflects revised actuarial assumptions, including the return to EAN actuarial funding method.
Reflects revised actuarial methodologies and assumptions.

2w N e

contributions to the pension plan are based.
Current year methodologies and assumptions are discussed above. Methodologies and assumptions were not changed from 2013 to 2014.

Preservation of Benefits Plan. The Preservation of Benefits (“POB”) Plan is a qualified
governmental excess benefit arrangement (“QEBA”) under Internal Revenue Code (“IRC”) section
415(m). The POB Plan allows for the payment of promised benefits that exceed IRC section 415(b)
limits and therefore cannot be paid from SDCERS assets. The POB Plan is unfunded within the meaning
of federal tax law and the City may not prefund the POB Plan to cover future liabilities. Because the
POB Plan is not administered by a trust, GASB 27 remains applicable for accounting and disclosure
purposes. Pursuant to GASB 27, Cheiron prepares an annual actuarial valuation (“POB Valuation™) for
the POB Plan. This valuation is separate from the actuarial valuation for the pension plan, and the POB
ADC included in the POB Valuation is not used to calculate the City’s POB contribution. Contributions
to the POB Plan are funded annually on a pay-go basis by the City and the payments are calculated by
Cheiron based on the amount of pension benefits earned in excess of the IRC Section 415(b) limit in any
particular fiscal year. See “Table 20” below. The actuarial liability for the POB Plan as of June 30, 2014,
the most recent year for which the City has data, was $7.9 million, and this entire amount is unfunded.

City and Sewer Revenue Fund Pension Contributions. The City’s Pension Plan ADC for Fiscal
Year 2016 is $254.9 million. The City’s pension plan payment is typically made on July 1 of each fiscal
year. POB Plan contributions are made on a monthly basis as payments are owed to beneficiaries. The
City has calculated the Sewer Revenue Fund’s proportionate share of the City’s $254.9 million ADC for
Fiscal Year 2016 to be $15.7 million, or 6.2%.
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The following Table 21 sets forth the City’s ADC and pension payments for Fiscal Years 2012
through 2016 (budgeted), as well as the amounts related specifically to the Wastewater System. Prior to
Fiscal Year 2014, in addition to the City contributions set forth in the table below, the City made certain
pension contributions on behalf of certain employee groups. As of Fiscal Year 2015, the City no longer
pays any portion of employee pension contributions.

TABLE 20
CITY AND WASTEWATER SYSTEM
PENSION CONTRIBUTION
Fiscal Years Ended June 30, 2012 through June 30, 2016"
($ in thousands)
(Unaudited)

Fiscal Wastewater
Year Pension Wastewater System

Ended Plan POB Plan Total Plan  Pension Plan POB Plan Total Pension System Contribution

June30 ADC/ARC ADC/ARC  ADC/ARC® Contribution Contribution Contribution' Contribution (% of O&M)
2012 $231,200 $1,269 $232,469 $231,200 $1,687 $232,828 $14,198 5.5%
2013 231,100 1,314 232,414 231,100 1,572 232,672 13,636 5.2
2014 275,400 708 276,108 275,400 1,403 276,803 17,201 6.3
20152 263,600 876 264,476 263,604 1,700 265,304 17,527 5.1
20162 254,900 842 255,742 254,902 1,500 256,402 15,699 44

Source:  SDCERS Comprehensive Annual Financial Reports; Cheiron Actuarial Valuations for Pension Plan ARC/ADC; SDCERS for POB
Plan ARC/ADC; Comptroller’s Office, City of San Diego for Total Plan ARC/ADC, Pension Plan Contribution, POB Plan
Contribution, Total Pension Contribution, Wastewater System Contribution (2012-2014); Financial Management, City of San Diego
for Wastewater System Contribution (2015-16).

1 Comprised of the pension plan contribution and the POB Plan contribution; may not sum due to rounding.

2 Except for Pension Plan ARC/ADC all other amounts are projected.

Prospective Funding Status. As part of its actuarial valuations for SDCERS, Cheiron prepares
projected financial trends to show the City’s expected cost progression. The following Table 21 uses the
actuarial assumptions and methodologies discussed above and further assumes the validity of Proposition
B, which is discussed below. It is important to note that the table also assumes investment returns will
average 7.25% per year and the projections are calculated as if the returns were to be 7.25% each and
every year, which is unlikely to occur given historical variability in annual investment returns. The City
expects investment returns will vary, and may vary significantly from year to year, which will potentially
result in greater volatility and higher (or lower) ADC payments than presented in the table.
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TABLE 21
CITY OF SAN DIEGO
ACTUARIAL FUNDING PROJECTIONS
Fiscal Years Ending June 30, 2016 through June 30, 2025
(Unaudited)

Actuarially
Fiscal Year Assumed Determined
Ending Investment Contribution UAAL
June 30 Return Rate ($ millions) ($ billion)
2016 7.25% $254.9 $2.03
2017 7.25 248.1 1.83
2018 7.25 243.7 1.65
2019 7.25 236.9 1.48
2020 7.25 231.7 1.32
2021 7.25 227.6 1.17
2022 7.25 224.4 1.02
2023 7.25 221.8 0.87
2024 7.25 220.0 0.72
2025 7.25 218.0 0.57

Source: Cheiron Actuarial Valuation as of June 30, 2014.

Supplemental COLA. On August 5, 2013, the City Council amended the San Diego Municipal
Code to provide a method for funding for a supplemental cost-of-living benefit (the “Supplemental
COLA”) previously given to a closed group of retirees who retired on or before June 30, 1982. The
Supplemental COLA was established in 2000 to increase retirement benefits up to a determined amount
according to a formula in the Municipal Code. Pursuant to the Municipal Code, the funding for this
benefit is an annual appropriation by the City, however, the City is not required to pay the benefit. In
Fiscal Year 2015, $2.1 million was budgeted citywide ($181,604 in the Sewer Revenue Fund, according
to the City calculations) to fund the Supplemental COLA benefit. The estimated Fiscal Year 2016
Supplemental COLA is $2.2 million, of which $191,562 is the Sewer Revenue Fund allocation. SDCERS
maintains Supplemental COLA funding separate from SDCERS assets and no system assets can be used
to pay the benefit.

Proposition B. Proposition B was approved by voters on June 5, 2012 and implemented by the
City in Fiscal Year 2013. Generally, the measure amends the City Charter to provide all new City
employees hired on or after July 20, 2012, except sworn police officers, with a 401(a) defined
contribution plan instead of a defined benefit plan. The initiative contains other provisions intended to
limit pension costs for existing employees by directing the City to seek, through labor negotiations, to
limit City employees’ compensation used to calculate pension benefits. Effective in Fiscal Year 2014, the
City reached agreements with each employee organization that will freeze pensionable pay and cost of
living increases for Fiscal Years 2014 through 2018. See “—Labor Relations” above. The labor
agreements may be reopened at the option of employee organizations in Fiscal Years 2017 and 2018.

Proposition B is the subject of ongoing litigation before the California Public Employment
Relations Board (“PERB”). On February 11, 2013, a PERB administrative law judge issued a proposed
decision finding that the City violated state labor laws by failing to meet and confer with City labor
organizations prior to placing Proposition B on the ballot. The City has filed exceptions to the proposed
decision, which will be reviewed by the full PERB board. There is currently no hearing date set for this
review. The decision of the PERB board may also be appealed to the Fourth District Court of Appeal.
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The litigation could potentially repeal or unwind the implementation of some or all of the requirements of
Proposition B. The City is unable to quantify the cost impact of any repeal or unwind of Proposition B.
Notwithstanding the PERB litigation, the 2014 Valuation assumes the validity of Proposition B, the City
has fully implemented its requirements and the City intends to comply with those requirements under the
terms specified in the initiative.

Other Retirement Plans — Post Proposition B SPSP-H Plan

Pursuant to Proposition B, new employees hired after July 20, 2012, except police officers, are
not eligible to participate in SDCERS and are provided with a 401(a) plan that is administered along with
SPSP but with different contribution rates, vesting periods and employer match. Non-public safety
employees contribute an amount equal to 9.2% of salary and firefighters, lifeguards, and police recruits
contribute 11% of salary on a mandatory basis. The City matches all such contributions and contributions
are fully vested immediately upon employment. Police recruits participate in SDCERS upon acceptance
of full-time police employment.

Postemployment Healthcare Benefits

Unless otherwise indicated, the information under this heading ““Postemployment Healthcare
Benefits™ is a discussion of the post-employment benefits provided to all employees of the City.

General. The only post-employment benefits provided by the City are retiree healthcare benefits,
also known as other postemployment benefits (“OPEB”), to certain health-eligible retirees and employees
through a variety of defined benefit and defined contribution plans. Plan determination is based on
several factors including hire date, termination date and individual employee election. Effective April 1,
2012, pursuant to the memoranda of understanding described below (“Post Employment Healthcare
Benefit (“PEHB MOU™)), OPEB benefits were modified and a significant group of participants opted out
of the defined benefit plan and into a defined contribution plan. Accordingly, those participants have
been removed from the GASB Statement No. 45 (“GASB 45”) valuation information below because they
no longer represent a GASB 45 liability. The City’s defined benefit OPEB plan (“DB OPEB Plan™)
includes 6,076 retirees, and 1,511 active employees as of June 30, 2014. All other health-eligible
employees, former employees and retirees are now participating in the defined contribution retiree
healthcare plan (“DC Plan”). The City closed the Defined Benefit OPEB plan to employees hired on or
after July 1, 2005.

The City initiated actuarial funding of its DB OPEB Plan in 2008 and has entered into an
agreement with the California Public Employees Retirement System (“CalPERS”) as a participating
employer in the California Employers’ Retiree Benefit Trust (“CERBT”) to pre-fund future DB OPEB
Plan expenses. As of June 30, 2014, the City’s assets invested in CERBT totaled $128.2 million.

See Note 12, “OTHER POSTEMPLOYMENT BENEFITS” in “APPENDIX A—BASIC
FINANCIAL STATEMENTS, REQUIRED SUPPLEMENTARY INFORMATION AND CERTAIN
EXCERPTS FROM THE COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY OF
SAN DIEGO FOR THE FISCAL YEAR ENDED JUNE 30, 2014” for information regarding the City’s
OPEB plans.

Actuarial Assumptions and Methods. The City commissions an actuarial valuation of its DB
OPEB Plan liability annually for the purpose of determining the City’s annual cost in accordance with
GASB 45. The valuation as of June 30, 2014 (“2014 OPEB Valuation”), dated November 10, 2014, was
performed by Buck Consultants (“Buck™). The following are the major actuarial assumptions and
methods employed by Buck in performing the 2014 OPEB Valuation:
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1. Actuarial Cost Method: Entry Age Normal (see description under San Diego Employees’
Retirement System for more information).

2. Amortization Rate: Level Dollar.

3. Remaining Amortization Period: 23 years, closed.

4. Actuarial Asset Valuation Method: Market Value.

5. Discount Rate: 6.81%.

6. Inflation Rate: N/A (benefits are determined based on Health Care Cost Trend Rate).

7. Projected Payroll Increase: N/A (benefits are determined based on Health Care Cost

Trend Rate).

8. Health Care Cost Trend: 8.0% for Fiscal Year 2014, grading down 0.5% each year to
4.5%.

The OPEB Valuation is also required to use the actuarial assumptions adopted by the SDCERS
Board with respect to assumptions such as termination, disability, retirement rates and mortality rates
because the health-eligible employee and retiree population is very similar to the City’s SDCERS
membership.

Funding Status. According to the 2014 OPEB Valuation, at June 30, 2014, the City had a DB
OPEB Plan UAAL of $479.5 million and a funded ratio of 21.1%. The DB OPEB Plan UAAL increased
by approximately $35.3 million over the OPEB UAAL at the 2013 OPEB Valuation, which was $444.1
million, and the funded ratio increased from 20.34%.

The City began prefunding the DB OPEB Plan in 2008. The following Table 22 shows the DB
OPEB Plan funding progress for Fiscal Years 2008 through 2014:
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TABLE 22
CITY OF SAN DIEGO
SCHEDULE OF FUNDING PROGRESS (DB OPEB PLAN)
Fiscal Years Ended June 30, 2008 through 2014
($ in thousands except for percentages)
(Unaudited)

Fiscal Year Actuarial Actuarial Unfunded UAAL as %
Ended Value of Accrued Actuarial Funded Covered of Covered
June 30 Assets Liability Liability Ratio Payroll* Payroll
2008 $ 29,637 $1,235,707  $1,206,070 2.40% $556,857 216.6%
2009 41,497 1,359,377 1,317,880 3.05 549,012 240.0
2010 72,720 1,200,910 1,128,190 6.06 472,561 238.7
2011 116,608 1,248,151 1,131,543 9.34 455,537 248.4
2012 104,304 553,432 449,128 18.85 124,675 360.2
2013 113,404 557,551 444147 20.34 112,782 393.8
2014 128,238 607,712 479,474 21.10 98,742 485.6

Source: Comprehensive Annual Financial Reports, Comptroller’s Office, City of San Diego.
! Represents DB OPEB Plan participation only.

Citywide and Sewer Revenue Fund OPEB Contributions. In Fiscal Year 2012, the City entered
into the 15-year PEHB MOU through Fiscal Year 2027, which significantly reduced its OPEB liabilities
and created the DC Plan for certain health-eligible employees and former employees. Pursuant to the
PEHB MOU, the City’s total retiree healthcare annual contribution is not anticipated to be more than
$57.8 million for Fiscal Year 2015 (“MOU Contribution”), distributed among the City’s DB OPEB Paygo
and DC Plan. The City’s MOU Contribution will increase by up to 2.5% annually thereafter. The PEHB
MOU also requires that certain employees contribute towards the DB OPEB Plan to fund a portion of the
DB OPEB Paygo (“Employee Contributions™). The terms of PEHB MOU may be renegotiated with a
two-thirds vote of the City Council. As of May 2015, there are no discussions ongoing to renegotiate the
PEHB MOU.

The City’s annual payment for the DB OPEB Plan and the DC Plan are made on a pay-go basis.
The City funds these payments through its MOU Contribution, Employee Contributions and withdrawals
from the CERBT (“Healthcare Obligations”). In Fiscal Year 2014, Healthcare Obligations totaled $63.1
million, that were funded by the $57.8 million MOU Contribution, $2.7 million in Employee
Contributions and a withdrawal from the CERBT of $2.6 million. For Fiscal Year 2015, the total City
retiree healthcare contribution was budgeted at $57.8 million with a Sewer Revenue Fund proportionate
share budgeted at $5.0 million, and for Fiscal Year 2016, the total City retiree healthcare contribution is
budgeted at $59.2 million with a Sewer Revenue Fund proportionate share of $4.8 million.

Table 23 below sets forth the City’s DB OPEB ARC and the City’s contributions for Fiscal Years
2011 through 2015, as well as the amounts related specifically to the Sewer Revenue Fund.
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TABLE 23
CITY OF SAN DIEGO AND WASTEWATER SYSTEM
RETIREE HEALTH CONTRIBUTION
Fiscal Years Ended June 30, 2011 through June 30, 2015
(% in thousands)

(Unaudited

Fiscal Total City Sewer Fund

Year City DB Retiree Retiree Sewer Fund
ending DB OPEB City CERBT OPEB City DC Plan Health Health Contribution
June 30 ARC Contribution? Paygo® Contribution  Contribution  Contribution % of O&M

2011 $120,324 $25,000 33,868 N/A $58,868 $5,285 2.0%

2012 49,061 0 23,857 $34,424 58,281 7,057 2.7

2013 35,348 1,820 36,283 19,679 57,872 4,362 1.7

2014 38,097 0 31,143 25,639 57,782 4,734 1.7

20154 41,740 N/A N/A N/A 57,809 5,046 15

Source Risk Management, Financial Management, Comptroller’s Office, City of San Diego.

Data for Fiscal Year 2015 is budgeted. All other data is actual.

In Fiscal Years 2012 and 2014 the City withdrew $13.8 million and $2.6 million respectively from the CERBT to fund DB OPEB Paygo
Costs.

Includes administrative costs for DB OPEB Plan.

Actual distribution of the Total City Retiree Health Contribution between City DB OPEB Paygo and DC Plan Contribution will be
determined at the end of Fiscal Year 2015. City does not expect to make a contribution to CERBT in Fiscal Year 2015.

2

3
4

Implementation of GASB Statements No. 74. In June 2015, GASB issued Statement No. 75,
Accounting and Financial Reporting for Postemployment Benefits Other Than Pensions (“GASB 75”),
which applies to state and local government employers who provide other postemployment benefits to
employees. GASB 75 requires the liability of employers to be measured as the portion of the present
value of projected benefit payments to be provided to current active and inactive employees that is
attributed to those employees’ past periods of service (total OPEB liability), less the amount of the OPEB
plan’s fiduciary net position. GASB 75 requires the recognition of the total OPEB liability in the
Government-wide Statement of Net Position and in the Statement of Net Position of Proprietary Funds,
including the Sewer Revenue Fund. The City has not fully evaluated the potential accounting and
financial reporting impact to the Sewer Revenue Fund, or other City funds, resulting from the
implementation of GASB 75. GASB 75 must be implemented by Fiscal Year 2018.

[Discussion of potentially new death and disability benefits to come.]
Retiree Medical Trust

In addition to the retiree healthcare plan discussed above, the City created a Retiree Medical Trust
for certain City employees hired on or after July 1, 2009. The Retiree Medical Trust contributions are
separate from and in addition to the $57.8 million required by the PEHB MOU and the City’s obligation
is limited to an employer match of 0.25% of the salary of eligible employees. Total Retiree Medical Trust
City contribution for Fiscal Year 2014 was $137,000, and the estimated contributions for Fiscal Years
2015 and 2016 are $125,600 and $286,659, respectively.

RISK FACTORS
The ability of the City to pay principal of and interest on the Series 2015 Bonds depends
primarily upon the receipt by the City of Net System Revenues. Some of the events which could prevent

the City from receiving a sufficient amount of Net System Revenues to enable it to pay the principal of
and interest on the Series 2015 Bonds are summarized below. The following description of risks is not
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intended to be an exhaustive list of the risks associated with the purchase of the Series 2015 Bonds and
the order of the risks set forth below does not necessarily reflect the relative importance of the various
risks.

Litigation

There is no litigation challenging the Series 2015 Bonds. Any such litigation should be time
barred under the California Code of Civil Procedure. California Code of Civil Procedure Section 863
(made applicable to the Series 2015 Bonds through California Government Code Section 6516.6(¢))
provides that any interested person seeking to challenge the validity of the Authority’s or the City’s action
approving the issuance of the Series 2015 Bonds and the related documents must do so within 60 days of
the Authority’s or the City’s adoption of the resolution or ordinance approving such actions. Challenges
to such approvals brought after 60 days following the adoption of such approvals should be time barred.
The date of final adoption of both the City’s ordinance and the Authority’s resolution approving the
issuance of the Series 2015 Bonds and the related documents was June 16, 2015, which occurred more
than 60 days ago and there has been no challenge.

There is, however, pending litigation challenging the validity of other lease revenue bonds issued
by the Authority. The Authority, the City, the City as Successor Agency and the Housing Authority (the
“San Diego Entities™) are defendants in litigation challenging the Authority’s Lease Revenue Bonds 2015
Series A (Capital Improvement Projects) (the “2015A CIP Bonds”), and 2015 Series B (Capital
Improvement Projects) (the “2015B CIP Bonds,” and together with the 2015A CIP Bonds, the “2015 CIP
Bonds™). In two separate cases the litigation challenged the City ordinance and the Authority resolutions
approving the 2015 CIP Bonds and related documents (the “CIP Bond Approvals”). The San Diego
Entities denied the challenges and sought judgments validating the 2015 CIP Bonds and the CIP Bond
Approvals. See “CHALLENGES TO OTHER AUTHORITY LEASE REVENUE BONDS” for more
details.

The San Diego Entities prevailed in both trial court actions and both cases are currently on
appeal. The 2015 CIP Bonds were successfully issued and sold on April 21, 2015. In its opinions on the
validity of the 2015 CIP Bonds, Stradling Yocca Carlson & Rauth, a Professional Corporation, opined
that the plaintiff’s allegations in the complaints challenging the 2015 CIP Bonds and the CIP Bond
Approvals were without merit in that such counsel believed under the law as in effect on the dates of such
opinions, based on the analysis set forth in such opinions, the California Supreme Court, acting
reasonably and properly briefed on the issues, would not conclude that the CIP Bond Approvals were
invalid based on such allegations. The San Diego City Attorney also opined that the plaintiff’s
allegations in the complaints challenging the 2015 CIP Bonds and the CIP Bond Approvals were without
merit in that such counsel believed under the law as in effect on the date of such opinion, based on the
analysis set forth in such opinion, the California Supreme Court, acting reasonably and properly briefed
on the issues, would not conclude that the CIP Bond Approvals were invalid based on such allegations.
The official statement for the 2015 CIP Bonds in which the forms of such opinions may be found is
available on EMMA at http://emma.msrb.org/ER861762-ER673384-ER1075145.pdf. Such 2015 CIP
Bonds official statement is not incorporated by reference in this Official Statement.

In addition to the litigation with respect to the 2015 CIP Bonds, on May 18, 2015 a complaint for
declaratory and injunctive relief was filed against the San Diego Entities challenging the Authority’s
Lease Revenue Refunding Bonds Series 2015 (Ballpark Refunding) (the “2015 Ballpark Refunding
Bonds”). The challenge to the 2015 Ballpark Refunding Bonds is essentially the same challenge the
plaintiffs made with respect to the 2015 CIP Bonds. [Status of litigation to come]
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The Series 2015 Bonds are not the subject of this or any other litigation and a decision adverse to
the City and the Authority regarding the 2015 CIP Bonds or the 2015 Ballpark Refunding Bonds should
not, in and of themselves, have a material adverse effect on the obligation of the City to make the 2015-1
Installment Payments under the Installment Payment Agreement sufficient to make timely payments of
principal of and interest on the Series 2015 Bonds. While the City believes it unlikely given the passage
of more than 60 days since the requisite approvals, such a final adverse decision could generate litigation
directed at the Series 2015 Bonds and could have a material adverse effect on the liquidity or market price
of the Series 2015 Bonds.

Limited Obligations

The obligation of the City to pay the 2015-1 Installment Payments securing the Series 2015
Bonds is a limited obligation of the City and is not secured by a legal or equitable pledge or charge or lien
upon any property of the City or any of its income or receipts, except the Net System Revenues. The
obligation of the City to make the 2015-1 Installment Payments does not constitute an obligation of the
City to levy or pledge any form of taxation or for which the City has levied or pledged any form of
taxation. The City is obligated under the Installment Purchase Agreement to make the 2015-1 Installment
Payments solely from Net System Revenues.

No assurance can be made that Net System Revenues, estimated or otherwise, will be realized by
the City in amounts sufficient to pay the 2015-1 Installment Payments. Among other matters, drought,
general and local economic conditions and changes in law and government regulations (including
initiatives and moratoriums on growth) could adversely affect the amount of Net System Revenues
realized by the City. In addition, the realization of future Net System Revenues is subject to, among other
things, the capabilities of management of the City, the ability of the City to provide sewer service to its
retail customers and the Participating Agencies, the ability of the City to establish, maintain and collect
charges for the Wastewater Service to its retail customers and the Participating Agencies and the ability of
the City to establish, maintain and collect rates and charges sufficient to pay for Operation and
Maintenance costs and the 2015-1 Installment Payments. See “WASTEWATER SYSTEM FINANCIAL
OPERATIONS—Historical Revenues and Expenses.”

Wastewater System Expenses and Collections

The City expects that in the future demands on the Wastewater System will increase due to
population growth and regulatory requirements. Although the City has covenanted to prescribe, revise
and collect rates and charges for services provided by the Wastewater System in amounts necessary to
pay the 2015-1 Installment Payments, there can be no assurance that such amounts will be collected in the
amounts and at the times necessary to pay the 2015-1 Installment Payments sufficient to provide for the
payment of the Series 2015 Bonds.

Rate-Setting Process Under Proposition 218

Proposition 218, which added Articles XI11C and XIIID to the California Constitution, affects the
City’s ability to impose future rate increases, and no assurance can be given that future rate increases will
not encounter majority protest opposition or be challenged by initiative action authorized under
Proposition 218. During the last two Proposition 218 rate increase hearings with respect to the
Wastewater System, the Office of the City Clerk received approximately 6% of the aggregate protests
required to prevent the increase. In the event that future proposed rate increases cannot be imposed as a
result of majority protest or initiative, the City might thereafter be unable to generate Net System
Revenues in the amounts required by the Installment Purchase Agreement to pay 2015-1 Installment
Payments. Proposition 218 also affects the Participating Agencies’ ability to collect sewer service
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charges and impose future rate increases in amounts sufficient to make payments under the Regional
Wastewater Disposal Agreement and the Transportation Agreements. There can be no assurance that the
Participating Agencies have complied or will comply with the provisions of Proposition 218 or that the
Participating Agencies’ ability to impose future rate increases will not be adversely affected by majority
protests or initiatives. The Participating Agencies are required to pay the amounts due under the Regional
Wastewater Disposal Agreement regardless of the source of payment. However, if the Participating
Agencies are unable to pay amounts due and payable for any reason, the City’s ability to generate Net
System Revenues in the amounts required by the Installment Purchase Agreement to pay 2015-1
Installment Payments could be adversely affected. See “CONSTITUTIONAL LIMITATIONS ON
TAXES AND WASTEWATER RATES AND CHARGES—Articles XIIIC and XIIID.”

Notwithstanding the foregoing, the City has covenanted to fix, prescribe and collect rates and
charges for Wastewater Service at a level at least sufficient to meet its debt requirements, as set forth
under “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2015 BONDS—Rate
Covenant.” The current sewer rates for customers within the City have been approved by the Mayor and
the City Council and have been imposed in compliance with Proposition 218. See “CONSTITUTIONAL
LIMITATIONS ON TAXES AND WASTEWATER RATES AND CHARGES—Articles XIIIC and
XIiD.”

Statutory and Regulatory Compliance

Claims against the Wastewater System for failure to comply with applicable laws and regulations
could be significant. Such claims are payable from assets of the Wastewater System or from other legally
available sources. In addition to claims by private parties, changes in the scope and standards for public
agency Wastewater Systems such as that operated by the Department may also lead to administrative
orders issued by Federal or State regulators. Future compliance with such orders can also impose
substantial additional costs on the Sewer Revenue Fund. See “WASTEWATER SYSTEM
REGULATORY REQUIREMENTS.” No assurance can be given that the cost of compliance with such
laws, regulations and orders would not adversely affect the ability of the Wastewater System to generate
Net System Revenues sufficient to pay the 2015-1 Installment Payments. See “WASTEWATER
SYSTEM REGULATORY REQUIREMENTS—Collection of Sewage,” “—Treatment of Sewage,” “—
Pure Water Program” and “—Discharge and Disposal of Sewage.” However, the City has covenanted in
the Installment Purchase Agreement to fix, prescribe and collect rates and charges for the Wastewater
System which will yield Net System Revenues for each fiscal year sufficient to pay debt service on the
Parity Obligations, including the 2015-1 Installment Payments securing the Series 2015 Bonds. All
proposed increases for such rates and charges for the Wastewater System are subject to the restrictions
and requirements of Articles XI11C and XIIID of the California Constitution.

Earthquakes, Wildfires and Other Natural Disasters

Although the City has not experienced any significant damage from seismic events, the
geographic area in which the City is located is subject to unpredictable seismic activity. Southern
California is characterized by a number of geotechnical conditions which represent potential safety
hazards, including expansive soils and areas of potential liquefaction and landslide. The San Andreas,
Rose Canyon, Elsinore and San Jacinto fault zones are all capable of producing earthquakes of sufficient
magnitude to cause significant damage in the San Diego area. In anticipation of such potential disasters,
the City designs and constructs all facilities of the Wastewater System to the seismic codes in effect at the
time the project is designed. The Wastewater System has not experienced any significant losses of
facilities or services as a result of earthquakes. Earthquakes or other natural disasters could interrupt
operation of the Wastewater System and thereby interrupt the ability of the City to realize Net System
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Revenues sufficient to pay the 2015-1 Installment Payments securing the payment of the Series 2015
Bonds.

Facilities within the Wastewater System generally consist of pipelines and connections, flow
control facilities, and pumping stations, which are not typically vulnerable to damage by wildfires. The
above ground facilities within the Wastewater System are designed to be tolerant to damage by wildfires
through the use of fire resistant material where possible, such as concrete and masonry blocks. In
addition, the Department works closely with the City’s Fire Department to ensure that proper vegetative
clearances are maintained in and around the properties and facilities of the Wastewater System. The
Department monitors wildfires that may threaten the facilities of the Wastewater System and dispatched
operations and maintenance crews as necessary to ensure that all above-ground facilities remain safe and
operational. Further, during fires, the Department works closely with the City’s Fire Department and law
enforcement officers to monitor and protect the facilities of the Wastewater System to ensure continuous
operation.

Although the City has implemented disaster preparedness plans and made improvements to
Wastewater System facilities in connection with such natural disasters, there can be no assurance that
these or any additional measures will be adequate in the event that a natural disaster occurs, nor that costs
of preparedness measures will be as currently anticipated. Further, damage to components of the
Wastewater System could cause a material increase in costs for repairs or a corresponding material
adverse impact on Net System Revenues. The City is not obligated under the Installment Purchase
Agreement to procure and maintain, or cause to be procured and maintained earthquake insurance on the
Wastewater System.

Risks Relating to the Water Supply

The ability of the Wastewater System to operate effectively can be affected by the water supply
available to the City, which is situated in an arid and semi-desert environment that is currently subject to
drought conditions. Over the last four years, California has experienced an ongoing drought which has
resulted in critically-low water supply levels. In April 2015, Governor Jerry Brown declared a drought
state of emergency and called for all Californians to significantly reduce water use. In May 2015, the
State Water Board adopted an emergency regulation resulting in a reduction of 16% in total water
consumption to the City. As water restrictions are implemented, the Department anticipates outdoor
watering to be the largest and most likely source for customer water reductions. Because outdoor
irrigation is not returned to the sewer for treatment, the water restrictions would have minimal impact on
the flows to the treatment plants. However, if water restrictions increase, they may eventually result in
stronger pollutant concentrations and potentially alter the treatment costs. The chemical and energy costs
would fluctuate depending on the methodology and the level of treatment, whether advanced primary or
secondary. For secondary treatment, the aeration rate would increase the treatment cost as a result of
slightly higher energy use. However, for advanced primary, the overall treatment cost would not change
or may decrease slightly due to lower flow rates and increased efficiency and effectiveness in plant
operations, as the added chemicals remove more available solids. In response to the reduction of 16% in
total water consumption, the Department’s revenue projections include a 5% reduction in usage which
translates to approximately $11.2 million or 4% of sewer service charge revenue, based on drought flow
projections. Further, the City’s residential sewer rate is based on winter monitoring, which develops an
individualized, annual flat rate for each residential customer. As such, any fluctuations in water usage
throughout the year are expected to have a minimal impact on Sewer Service Charge revenue. The
Department anticipates that any such reduction in Net System Revenues would be offset in part by
reductions in the amount of sewage collected and treated by the Department, which would reduce
operational expenses. If the water supply decreases significantly, whether by operation of mandatory
supply restrictions, prohibitively high water costs or otherwise, flow within the Wastewater System will
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decrease and Net System Revenues available to pay the 2015-1 Installment Payments may be adversely
impacted.

Security of the Wastewater System

The safety of the Wastewater System within the operational areas of the Department is
maintained via a combination of regular inspections by the Department employees, physical security,
electronic monitoring, and analysis of unusual incident reports. All above-ground facilities, operated and
maintained by Wastewater Treatment and Disposal Division, including the Point Loma Plant, the
Metropolitan Biosolids Center, the North City Plant and the South Bay Plant, and pumping stations within
the Wastewater System, are controlled access facilities with fencing, gates, roving security patrols, and
security officers at appropriate points. Critical facilities additionally include monitored closed circuit
television systems. Security services are provided at facilities, and this service was recently renewed
through contract award in January 2015 for five years, which will continue the consistent and reliable
security guard services at Wastewater System facilities. Smaller, above-ground and subterranean
pumping stations, operated and maintained by Wastewater Collection Division are locked with padlock or
internal locking mechanisms. Security improvements are evaluated on an ongoing basis. The electronic
operations and controls have been evaluated and exposure reduced through a series of technology
systems, enhancements, and integration.

Military conflicts and terrorist activities may adversely impact the operations and finances of the
Wastewater System. The Department continually plans and prepares for emergencies and immediately
responds to ensure sewer services are maintained. However, there can be no assurance that any existing
or additional safety and security measures will prove adequate in the event that terrorist activities are
directed against the Wastewater System or that costs of security measures will not be greater than
presently anticipated. Further, damage to certain components of the Wastewater System could require the
City to increase expenditures for repairs to the Wastewater System significantly enough to adversely
impact the City’s ability to pay the 2015-1 Installment Payments. The City has established within the
Sewer Revenue Fund the Operating Reserve, which is currently funded at a level equal to 70 days of
operating costs and may be used under certain circumstances for repairs to the Wastewater System. See
“WASTEWATER SYSTEM FINANCIAL OPERATIONS—Sewer Revenue Fund Reserves.”

Utility Costs

No assurance can be given that any future significant reduction or loss of power would not
materially adversely affect the operations of the Wastewater System. The volume of wastewater
conveyed and treated in the Wastewater System on a daily basis requires a significant amount of electrical
and thermal power. Electricity is needed to run several assets including, among other things, pumps,
lights, computers, mechanical valves and machinery. Thermal energy, usually generated by electrical
power or by burning natural gas, provides heat and cooling necessary for both buildings and the
wastewater treatment process. Energy in excess of the amount necessary to power the Metropolitan
Biosolids Center reduces the amount of energy purchased by the Department from the local power grid
for use at facilities in the Wastewater System. The Department cannot guarantee that prices for electricity
or gas will not increase, which could adversely affect the Wastewater System’s financial condition. Such
increases in sewer rates and such other charges as well as increases in electricity and gas costs are eligible
to be “passed through” to the City’s sewer customers as increased sewer rates in accordance with the City
Municipal Code. Such “pass through” rate increases are subject to Proposition 218 notice requirements.
See “CONSTITUTIONAL LIMITATIONS ON TAXES AND WASTEWATER RATES AND
CHARGES—Articles XI11C and XI1I1D.”
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Acceleration; Limitations on Remedies

The Indenture provides that, upon and during the continuance of an Event of Default thereunder,
the Trustee may, subject to certain conditions, declare the principal of all Bonds, including the Series
2015 Bonds, then Outstanding and the interest accrued thereon to be due and payable immediately. The
foregoing notwithstanding, the remedy of acceleration is subject to the limitations on legal remedies
against public entities in the State, including a limitation on enforcement obligations against funds needed
to serve the public welfare and interest. Also, any remedies available to the Owners of the Series 2015
Bonds upon the occurrence of an Event of Default under the Indenture are in many respects dependent
upon judicial actions which are often subject to discretion and delay and could prove both expensive and
time consuming to obtain.

Further, enforceability of the rights and remedies of the Owners of the Series 2015 Bonds, and the
obligations incurred by the City, may become subject to the federal bankruptcy code and applicable
bankruptcy, insolvency, reorganization, moratorium, or similar laws relating to or affecting the
enforcement of creditor’s rights generally, now or hereafter in effect, equity principles which may limit
the specific enforcement under State law of certain remedies, the exercise by the United States of
America of the powers delegated to it by the Constitution, the reasonable and necessary exercise, in
certain exceptional situations, of the police powers inherent in the sovereignty of the State and its
governmental bodies in the interest of serving a significant and legitimate public purpose, and the
limitations on remedies against counties in the State. Bankruptcy proceedings, or the exercise of powers
by the federal or State government, if initiated, could subject the Owners of the Series 2015 Bonds to
judicial discretion and interpretation of their rights in bankruptcy or otherwise and consequently may
entail risks of delay, limitation, or modification of their rights.

After Amendment Effective Date Series 2015 Bonds May Not be Secured by Reserve Fund

At the time of issuance of the Series 2015 Bonds, the Series 2015 Bonds will be secured by the
Reserve Fund. However, the City currently expects that upon the Amendment Effective Date it will elect
that the Series 2015 Bonds will no longer participate in or be secured by the Reserve Fund or any other
debt service reserve fund. See “INTRODUCTION—Amendments to Indenture,” “SECURITY AND
SOURCES OF PAYMENT OR THE SERIES 2015 BONDS—Reserve Fund” and APPENDIX F—
AMENDMENTS TO INDENTURE.”

Potential Limitation of Tax Exemption of Interest on Series 2015 Bonds

From time to time, the President of the United States, the United States Congress and/or state
legislatures have proposed and could propose in the future, legislation that, if enacted, could cause interest
on the Series 2015 Bonds to be subject, directly or indirectly, to federal income taxation or to be subject
to or exempted from state income taxation, or otherwise prevent Beneficial Owners from realizing the full
current benefit of the tax status of such interest. Clarifications of the Internal Revenue Code of 1986, as
amended, or court decisions may also cause interest on the Series 2015 Bonds to be subject, directly or
indirectly, to federal income taxation or to be subject to or exempted from state income taxation. The
introduction or enactment of any such legislative proposals or any clarification of the Internal Revenue
Code of 1986, as amended, or court decisions may also affect the market price for, or marketability of, the
Series 2015 Bonds. Prospective purchasers of the Series 2015 Bonds should consult their own tax
advisors regarding any such pending or proposed federal or state tax legislation, regulations or litigation,
as to which Bond Counsel expresses no opinion. See “TAX MATTERS—Changes in Federal and State
Tax Law.”
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CONSTITUTIONAL LIMITATIONS ON TAXES AND
WASTEWATER RATES AND CHARGES

Article XII11A

Article XIIIA of the State Constitution provides that the maximum ad valorem tax on real
property cannot exceed 1% of the “full cash value,” which is defined as “the county assessor’s valuation
of real property as shown on the 1975-76 tax bill under “full cash value’ or, thereafter, the appraised value
of real property when purchased, newly constructed, or a change in ownership has occurred after the 1975
assessment,” subject to exceptions for certain circumstances of transfer or reconstruction and except with
respect to certain voter approved debt. The “full cash value” is subject to annual adjustment to reflect
increases, not to exceed 2% per year, or decreases in the consumer price index or comparable local data,
or to reflect reduction in property value caused by damage, destruction or other factors.

Avrticle XIIIA requires a vote of two-thirds of the qualified electorate to impose special taxes,
while generally precluding the imposition of any additional ad valorem, sales or transaction tax on real
property. As amended, Article XIIIA exempts from the 1% tax limitation any taxes above that level
required to pay debt service on certain voter-approved general obligation bonds for the acquisition or
improvement of real property. In addition, Article XIIIA requires the approval of two-thirds of all
members of the State Legislature to change any State laws resulting in increased tax revenues.

Under California law, any fee which exceeds the reasonable cost of providing the service for
which the fee is charged is a “special tax,” which under Article XI11A must be authorized by a two-thirds
vote of the electorate. Accordingly, if a portion of the City’s water or sewer user rates or capacity fees
were determined by a court to exceed the reasonable cost of providing service, the City would not be
permitted to continue to collect that portion unless it were authorized to do so by a two-thirds majority of
the votes cast in an election to authorize the collection of that portion of the rates or fees. The reasonable
cost of providing wastewater services has been determined by the State Controller to include depreciation
and allowance for the cost of capital improvements. In addition, the California courts have determined
that fees such as capacity fees will not be special taxes if they approximate the reasonable cost of
constructing the water or wastewater capital improvements contemplated by the local agency imposing
the fee. See “WASTEWATER SYSTEM FINANCIAL OPERATIONS—Historical Revenues and
Expenses.”

Article XI11B

Acrticle XI11B of the California Constitution limits the annual appropriations of proceeds of taxes
by State and local government entities to the amount of appropriations of the entity for the prior fiscal
year, as adjusted for changes in the cost of living, changes in population and changes in services rendered
by the entity. User fees and charges are considered proceeds of taxes only to the extent they exceed the
reasonable costs incurred by a governmental entity in supplying the goods and services for which such
fees and charges are imposed.

To the extent that assessments, fee and charges collected by the City are used to pay the costs of
maintaining and operating the Wastewater System and payments due on the Series 2015 Bonds (including
the funding of the Reserve Fund), the City believes that such moneys are not subject to the annual
appropriations limit of Article XIIIB.
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Articles XI11C and XI11D

On November 5, 1996, the voters of the State approved Proposition 218, a constitutional
initiative, entitled the “Right to Vote on Taxes Act” (“Proposition 218). Proposition 218 added Articles
XHIC and XIIID to the California Constitution and contained a number of interrelated provisions
affecting the ability of local governments, including the City, to levy and collect both existing and future
taxes, assessments, fees and charges.

Section 1 of Article XIIIC requires majority voter approval for the imposition, extension or
increase of general taxes and Section 2 thereof requires two-thirds voter approval for the imposition,
extension or increase of special taxes. These voter approval requirements of Article XIIIC reduce the
flexibility of the City to raise revenues by the levy of general or special taxes and, given such voter
approval requirements, no assurance can be given that the City will be able to enact, impose, extend or
increase any such taxes in the future to meet increased expenditure requirements. The City has not
enacted, imposed, extended or increased any tax since the effective date of Proposition 218.

Section 3 of Article XIIIC expressly extends the initiative power to give voters the power to
reduce or repeal local taxes, assessments, fees and charges, regardless of the date such taxes, assessments,
fees or charges were imposed. Section 3 expands the initiative power to include reducing or repealing
assessments, fees and charges, which had previously been considered administrative rather than
legislative matters and therefore beyond the initiative power. This extension of the initiative power is not
limited by the terms of Article XIIIC to fees imposed after November 6, 1996, the effective date of
Proposition 218, and absent other legal authority could result in the reduction in any existing taxes,
assessments or fees and charges imposed prior to November 6, 1996.

“Fees” and “charges” are not expressly defined in Article XI1IC or in SB 919, the Proposition 218
Omnibus Implementation Act enacted in 1997 to prescribe specific procedures and parameters for local
jurisdictions in complying with Article XI1IC and Article XIIID (“SB 919”). However, on July 24, 2006,
the California Supreme Court ruled in Bighorn-Desert View Water Agency v. Virjil (Kelley) (the “Bighorn
Decision”) that charges for ongoing water delivery are property-related fees and charges within the
meaning of Article XIIID and are also fees or charges within the meaning of Section 3 of Article XIIIC.
The California Supreme Court held that such water service charges may, therefore, be reduced or repealed
through a local voter initiative pursuant to Section 3 of Article XIIIC.

In the Bighorn Decision, the Supreme Court did state that nothing in Section 3 of Article XIIIC
authorizes initiative measures that impose voter-approval requirements for future increases in fees or
charges for water delivery. The Supreme Court stated that water providers may determine rates and
charges upon proper action of the governing body and that the governing body may increase a charge
which was not affected by a prior initiative or impose an entirely new charge.

The Supreme Court further stated in the Bighorn Decision that it was not holding that the
initiative power is free of all limitations and was not determining whether the initiative power is subject to
the statutory provision requiring that water and wastewater service charges be set at a level that will pay
debt service on bonded debt and operating expenses. Such initiative power could be subject to the
limitations imposed on the impairment of contracts under the contract clause of the United States
Constitution. Additionally, SB 919 provides that the initiative power provided for in Proposition 218
“shall not be construed to mean that any owner or beneficial owner of a municipal security, purchased
before or after (the effective date of Proposition 218) assumes the risk of, or in any way consents to, any
action by initiative measure that constitutes an impairment of contractual rights” protected by the United
States Constitution. No assurance can be given that the voters of the City will not, in the future, approve
initiatives which repeal, reduce or prohibit the future imposition or increase of assessments, fees or
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charges, including the City’s sewer service fees and charges, which are the source of Net System
Revenues pledged to the payment of debt service on Series 2008 Bonds and other Outstanding
Obligations.

Notwithstanding the fact that sewer service charges may be subject to reduction or repeal by voter
initiative undertaken pursuant to Section 3 of Article XIIIC, the City has covenanted to levy and charge
rates which meet the requirements of the Installment Purchase Agreement in accordance with applicable
law.

Acrticle XI1ID defines a “fee” or “charge” as any levy other than an ad valorem tax, special tax, or
assessment imposed upon a parcel or upon a person as an incident of property ownership, including a user
fee or charge for a property-related service. A “property-related service” is defined as “a public service
having a direct relationship to a property ownership.” In the Bighorn Decision, the California Supreme
Court held that a public water agency’s charges for ongoing water delivery are fees and charges within
the meaning of Article XIIID. Article XIIID requires that any agency imposing or increasing any
property-related fee or charge must provide written notice thereof to the record owner of each identified
parcel upon which such fee or charge is to be imposed and must conduct a public hearing with respect
thereto. The proposed fee or charge may not be imposed or increased if a majority of owners of the
identified parcels file written protests against it. As a result, the local government’s ability to increase
such fee or charge may be limited by a majority protest.

In addition, Article XIIID also includes a number of limitations applicable to existing fees and
charges including provisions to the effect that (a) revenues derived from the fee or charge shall not exceed
the funds required to provide the property-related service; (b) such revenues shall not be used for any
purpose other than that for which the fee or charge was imposed; (c) the amount of a fee or charge
imposed upon any parcel or person as an incident of property ownership shall not exceed the proportional
cost of the service attributable to the parcel; and (d) no such fee or charge may be imposed for a service
unless that service is actually used by, or immediately available to, the owner of the property in question.
Property-related fees or charges based on potential or future use of a service are not permitted.

Acrticle XIIID establishes procedural requirements for the imposition of assessments, which are
defined as any charge upon real property for a special benefit conferred upon the real property. Standby
charges are classified as assessments. Procedural requirements for assessments under Article XIIID
include conducting a public hearing and mailed protest procedure, with notice to the record owner of each
parcel subject to the assessment. The assessment may not be imposed if a majority of the ballots returned
oppose the assessment, with each ballot weighted according to the proportional financial obligation of the
affected parcel. To provide guidance to City staff regarding the conduct of Proposition 218 *“property-
related fee” protest proceedings, the City Council adopted Resolution R-302245 in January 2007
establishing additional procedures for submitting protests against proposed increases to sewer rates,
including the provision of notice of a proposed change in sewer fees to all owners of record on each
identified parcel and all wastewater customers of the City as reflected in the billing records of the City at
the time the notice is given, and additional procedures for the tabulation of protests against proposed
increases to sewer service charges, including guidelines for determining when a valid protest has been
submitted.

The City and the City Attorney are of the opinion that current sewer fees and charges that are
subject to Proposition 218 comply with the provisions thereof and that the City will continue to comply
with the rate covenant set forth in the Installment Purchase Agreement in conformity with the provisions
of Article XIIID of the California State Constitution. Should it become necessary to increase the sewer
fees and charges above current levels, the City would be required to comply with the requirements of
Acrticle XIIID in connection with such proposed increase. Under existing standards, the City and the City
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Attorney are of the opinion that rates and charges may be established at levels which would permit
deposits to a Rate Stabilization Fund or maintenance of uncommitted cash reserves.  See
“WASTEWATER SYSTEM FINANCIAL OPERATIONS—Financial Projections.”

Implementing legislation pertaining to Proposition 218 may be introduced in the State legislature
from time to time. Moreover, Proposition 218 was adopted as a measure that qualified for the ballot
pursuant to California’s initiative process. From time to time other initiatives could be adopted to modify
Proposition 218. No assurances can be given as to the terms of such legislation or initiatives or their
potential impact on the various fees and charges that constitute System Revenues, however, there could
be a material negative impact on the City’s ability to collect such System Revenues.

On November 2, 2010, voters of the State approved Proposition 26 (“Proposition 26”), which
amended Article XIIIC of the California State Constitution to expand the definition of “tax” so that
certain fees and charges imposed by governmental entities are subject to approval by two-thirds of each
house of the State Legislature or approval by local voters, as applicable. Proposition 26 lists several
exceptions to such definition of “tax,” including property-related fees imposed in accordance with Article
XIIID, reasonable regulatory costs of performing investigations and inspections, and charges imposed as
a condition of property development. The City believes that Proposition 26 does not apply to any of its
sewer service fees and charges because such fees and charges are within various exceptions to
Proposition 26.

TAX MATTERS
General

In the opinion of Kutak Rock LLP, Bond Counsel, under existing laws, regulations, rulings and
judicial decisions, interest on the Series 2015 Bonds is excluded from gross income for federal income tax
purposes and is not a specific preference item for purposes of the federal alternative minimum tax. The
opinions described in the preceding sentence assume the accuracy of certain representations and
compliance by the Authority and the City with covenants designed to satisfy the requirements of the Code
that must be met subsequent to the issuance of the Series 2015 Bonds. Failure to comply with such
requirements could cause interest on the Series 2015 Bonds to be included in gross income for federal
income tax purposes retroactive to the date of issuance of the Series 2015 Bonds. The Authority and the
City will covenant to comply with such requirements. Bond Counsel has expressed no opinion regarding
other federal tax consequences arising with respect to the Series 2015 Bonds.

Notwithstanding Bond Counsel’s opinion that interest on the Series 2015 Bonds is not a specific
preference item for purposes of the federal alternative minimum tax, such interest will be included in
adjusted current earnings of certain corporations, and such corporations are required to include in the
calculation of federal alternative minimum taxable income 75% of the excess of such corporations’
adjusted current earnings over their federal alternative minimum taxable income (determined without
regard to such adjustment and prior to reduction for certain net operating losses).

Bond Counsel is further of the opinion that interest on the Series 2015 Bonds is exempt from
present State of California personal income taxes.

Special Considerations With Respect to the Series 2015 Bonds
The accrual or receipt of interest on the Series 2015 Bonds may otherwise affect the federal

income tax liability of the owners of the Series 2015 Bonds. The extent of these other tax consequences
will depend upon such owner’s particular tax status and other items of income or deduction. Bond
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Counsel has expressed no opinion regarding any such consequences. Purchasers of the Series 2015
Bonds, particularly purchasers that are corporations (including S corporations and foreign corporations
operating branches in the United States), property or casualty insurance companies, banks, thrifts or other
financial institutions, certain recipients of social security or railroad retirement benefits, taxpayers
otherwise entitled to claim the earned income credit, taxpayers entitled to claim the refundable credit in
Section 36B of the Code for coverage under a qualified health plan or taxpayers who may be deemed to
have incurred or continued indebtedness to purchase or carry tax-exempt obligations, should consult their
tax advisors as to the tax consequences of purchasing or owning the Series 2015 Bonds.

Backup Withholding

As a result of the enactment of the Tax Increase Prevention and Reconciliation Act of 2005,
interest on tax-exempt obligations such as the Series 2015 Bonds is subject to information reporting in a
manner similar to interest paid on taxable obligations. Backup withholding may be imposed on payments
made to any bondholder who fails to provide certain required information including an accurate taxpayer
identification number to any person required to collect such information pursuant to Section 6049 of the
Code. The reporting requirement does not in and of itself affect or alter the excludability of interest on
the Series 2015 Bonds from gross income for federal income tax purposes or any other federal tax
consequence of purchasing, holding or selling tax-exempt obligations.

Changes in Federal and State Tax Law

From time to time, there are legislative proposals in the Congress and in the various state
legislatures that, if enacted, could alter or amend federal and state tax matters referred to above or
adversely affect the market value of the Series 2015 Bonds. It cannot be predicted whether or in what
form any such proposal might be enacted or whether if enacted it would apply to bonds issued prior to
enactment. In addition, regulatory actions are from time to time announced or proposed and litigation is
threatened or commenced which, if implemented or concluded in a particular manner, could adversely
affect the market value of the Series 2015 Bonds. It cannot be predicted whether any such regulatory
action will be implemented, how any particular litigation or judicial action will be resolved, or whether
the Series 2015 Bonds or the market value thereof would be impacted thereby. Purchasers of the Series
2015 Bonds should consult their tax advisors regarding any pending or proposed legislation, regulatory
initiatives or litigation. The opinions expressed by Bond Counsel are based upon existing legislation and
regulations as interpreted by relevant judicial and regulatory authorities as of the date of issuance and
delivery of the Series 2015 Bonds and Bond Counsel has expressed no opinion as of any date subsequent
thereto or with respect to any pending legislation, regulatory initiatives or litigation.

Tax Treatment of Original Issue Premium

The Series 2015 Bonds maturing on May 15, 20 through, and including, May 15, 20
(collectively, the “Premium Bonds”) are being sold at a premium. An amount equal to the excess of the
issue price of a Premium Bond over its stated redemption price at maturity constitutes premium on such
Premium Bond. An initial purchaser of a Premium Bond must amortize any premium over such Premium
Bond’s term using constant yield principles, based on the purchaser’s yield to maturity (or, in the case of
Premium Bonds callable prior to their maturity, by amortizing the premium to the call date, based on the
purchaser’s yield to the call date and giving effect to the call premium). As premium is amortized, the
amount of the amortization offsets a corresponding amount of interest for the period and the purchaser’s
basis in such Premium Bond is reduced by a corresponding amount resulting in an increase in the gain (or
decrease in the loss) to be recognized for federal income tax purposes upon a sale or disposition of such
Premium Bond prior to its maturity. Even though the purchaser’s basis may be reduced, no federal
income tax deduction is allowed. Purchasers of the Premium Bonds should consult with their tax advisors
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with respect to the determination and treatment of premium for federal income tax purposes and with
respect to the state and local tax consequences of owning a Premium Bond.

Tax Treatment of Original Issue Discount

The Series 2015 Bonds maturing on May 15, 20__ through, and including, May 15, 20__
(collectively, the “Discount Bonds™) are being sold at an original issue discount. The difference between
the initial public offering prices of such Discount Bonds and their stated amounts to be paid at maturity
constitutes original issue discount treated in the same manner for federal income tax purposes as interest,
as described under “—General” above.

The amount of original issue discount which is treated as having accrued with respect to such
Discount Bond is added to the cost basis of the owner in determining, for federal income tax purposes,
gain or loss upon disposition of such Discount Bond (including its sale, redemption or payment at
maturity). Amounts received upon disposition of such Discount Bond which are attributable to accrued
original issue discount will be treated as tax-exempt interest, rather than as taxable gain, for federal
income tax purposes.

Original issue discount is treated as compounding semiannually, at a rate determined by reference
to the yield to maturity of each individual Discount Bond, on days which are determined by reference to
the maturity date of such Discount Bond. The amount treated as original issue discount on such Discount
Bond for a particular semiannual accrual period is equal to the product of (i) the yield to maturity for such
Discount Bond (determined by compounding at the close of each accrual period) and (ii) the amount
which would have been the tax basis of such Discount Bond at the beginning of the particular accrual
period if held by the original purchaser, less the amount of any interest payable for such Discount Bond
during the accrual period. The tax basis is determined by adding to the initial public offering price on
such Discount Bond the sum of the amounts which have been treated as original issue discount for such
purposes during all prior periods. If such Discount Bond is sold between semiannual compounding dates,
original issue discount which would have been accrued for that semiannual compounding period for
federal income tax purposes is to be apportioned in equal amounts among the days in such compounding
period.

Owners of Discount Bonds should consult their tax advisors with respect to the determination and
treatment of original issue discount accrued as of any date and with respect to the state and local tax
consequences of owning a Discount Bond.

CONTINUING DISCLOSURE

Pursuant to the Continuing Disclosure Certificate of the City (the “Disclosure Certificate™), the
City has agreed to provide, or cause to be provided, to the Municipal Securities Rulemaking Board
(“MSRB”) in the manner prescribed by the Securities Exchange Commission (the “SEC”) certain annual
financial information and operating data and notice of certain Notice Events (as described in the
Continuing Disclosure Certificate). The form of the Disclosure Certificate is attached hereto as
“APPENDIX E—FORM OF CONTINUING DISCLOSURE CERTIFICATE.” The City's covenants in
the Continuing Disclosure Certificate have been made in order to assist the Underwriters in complying
with Rule 15¢2-12(b)(5) adopted by the SEC under the Securities Exchange Act of 1934 (the “Rule”). A
failure by the City to comply with any of the covenants therein is not an event of default under the
Indenture or the Installment Purchase Agreement.

The City has established an issuer’s page on the MSRB’s Electronic Municipal Market Access
System (“EMMA”") with respect to the Sewer Revenue Bonds. The City’s home page can be accessed at
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the following Internet address:
http://emma.msrb.org/IssuerHomePage/Issuer?id=0DE747245AA355FEE053151E0AQ0A98D6 &type=M.
Neither the home page nor any information on the home page is made a part of this Official Statement, is
incorporated by reference herein and should not be relied upon in making an investment decision with
respect to the Series 2015 Bonds.

The City is party to a number of continuing disclosure undertakings with respect to securities
payable from the Sewer Revenue Fund, the City’s General Fund and the Water Revenue Fund pursuant to
the Rule. During the last five years, there was one instance where the City failed to comply in all material
respects with certain of its previous undertakings with regard to the Rule. The annual reports for Fiscal
Year 2010 were filed late due to the unavailability of the City’s audited financial statements. The delay in
releasing the audited financial statements for Fiscal Year 2010 was principally due to the implementation
of a new accounting reporting system for the City. The City subsequently filed its audited financial
statements for Fiscal Year 2010 on October 20, 2011, and filed its annual reports for Fiscal Year 2010 in
November 2011, approximately seven months after its annual reporting deadlines under its continuing
disclosure undertakings. The City timely filed its audited financial statements and annual reports for
Fiscal Years 2011, 2012, 2013 and 2014 in compliance with its continuing disclosure undertakings.

LITIGATION
No Litigation Challenging the Series 2015 Bonds

There is no litigation pending against the City or, to the knowledge of its respective executive
officers, threatened, seeking to restrain or enjoin the issuance, sale, execution or delivery of the Series
2015 Bonds or in any way contesting or affecting the validity of the Series 2015 Bonds or the
authorizations or any proceedings of the City taken with respect to the issuance or sale thereof, or the
pledge or application of any moneys or security provided for the payment of the Series 2015 Bonds or the
use of the proceeds of the Series 2015 Bonds. Other than as described in this Official Statement, there are
no pending lawsuits that, in the opinion of the City Attorney, challenge the validity of the corporate
existence of the Authority or the City, or the title of the executive officers to their respective offices. See
“CHALLENGES TO OTHER AUTHORITY LEASE REVENUE BONDS.”

Litigation Relating to the Wastewater System

From time to time, the City and the Department are parties to litigation related to the Wastewater
System arising out of the normal course of business of the Wastewater System. At this time, the City is
of the opinion that if any lawsuits and claims related to the Wastewater System, pursuant to which the
City and the Department are currently named parties, are concluded adversely to the City or the
Department, they will not have material adverse effect on the Sewer Revenue Fund’s financial position.

CHALLENGES TO OTHER AUTHORITY LEASE REVENUE BONDS
No Litigation Challenging the Series 2015 Bonds
There is no litigation challenging the Series 2015 Bonds. Any such litigation should be time

barred under the California Code of Civil Procedure as discussed further below. There is pending
litigation challenging the validity of certain lease revenue bonds issued by the Authority.
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2015A CIP Bonds Litigation

On April 1, 2014, San Diegans for Open Government (the “CIP Bonds Plaintiff”) filed a reverse
validation lawsuit in the San Diego Superior Court against the San Diego Entities and all interested
parties (San Diegans for Open Government v. City of San Diego et al., Case No. 37-2014-00009217-CU-
MC-CTL) (the “2015A CIP Bonds Litigation”). The CIP Bonds Plaintiff sought declaratory relief to
invalidate the City ordinance and the Authority resolutions approving the 2015A CIP Bonds and related
documents (the “2015A CIP Bond Approvals”) and injunctive relief prohibiting the San Diego Entities
from taking any of the actions contemplated by the 2015A CIP Bond Approvals. The CIP Bonds Plaintiff
made three primary allegations against the validity of the 2015A CIP Bond Approvals: (1) the Authority
lacks the power to issue the 2015A CIP Bonds because neither the Housing Authority nor the City as the
Successor Agency to the Redevelopment Agency of the City of San Diego are proper members of the
Authority and upon the dissolution of all redevelopment agencies in California pursuant to state statute,
the Authority lost the legal authority to issue bonds; (2) the issuance of the 2015A CIP Bonds required
voter approval under the California Constitution and the City’s Charter; and (3) the City failed to satisfy a
requirement of the City’s municipal code in connection with the 2015A CIP Bond Approvals.

The San Diego Entities denied all the CIP Bonds Plaintiff’s allegations and requested the court
render a judgment finding that the 2015A CIP Bond Approvals and all other resolutions and actions taken
by the San Diego Entities approving the 2015A CIP Bonds were conclusively valid and binding pursuant
to Code of Civil Procedure Section 870 and any other applicable law.

On November 3, 2014, the Superior Court, in an oral ruling from the bench, ruled in favor of the
San Diego Entities. The Superior Court rejected all the CIP Bonds Plaintiff’s substantive arguments. On
November 20, 2014, the Superior Court filed its judgment in the action. The CIP Bonds Plaintiff filed an
appeal of the judgment to the California Court of Appeal on December 12, 2014 where the matter is now
pending. The 2015A CIP Bonds were successfully issued and sold on April 21, 2015.

2015B CIP Bonds Litigation

On June 6, 2014, the CIP Bonds Plaintiff filed a reverse validation lawsuit in the San Diego
County Superior Court against the San Diego Entities and all interested parties (San Diegans for Open
Government v. Public Facilities Financing Authority of the City of San Diego et al., Case No. 37-2014-
00018335-CU-MC-CTL) (the “2015B CIP Bonds Litigation”). The CIP Bonds Plaintiff sought
declaratory relief to invalidate the City ordinance and the Authority resolutions approving the 2015B CIP
Bonds and related documents (the “2015B CIP Bond Approvals™) and injunctive relief prohibiting the
San Diego Entities from taking any of the actions contemplated by the 2015B CIP Bond Approvals. The
CIP Bonds Plaintiff made three primary allegations against the validity of the 2015B CIP Bond Approvals
that were substantially identical to the allegations made in the 2015A CIP Bonds Litigation: (1) the
Authority lacked the power to issue the 2015B CIP Bonds because neither the Housing Authority nor the
City as the Successor Agency to the Redevelopment Agency of the City of San Diego are proper
members of the Authority and upon the dissolution of all redevelopment agencies in California pursuant
to state statute, the Authority lost the authority to issue bonds; (2) the issuance of the 2015B CIP Bonds
required voter approval under the California Constitution and the City’s Charter; and (3) the City failed to
satisfy a requirement of the City’s municipal code in connection with the 2015B CIP Bond Approvals.

The San Diego Entities denied all the CIP Bonds Plaintiff’s allegations and requested the court
render a summary judgment finding that the 2015B CIP Bonds, the 2015B CIP Bond Approvals and all
other resolutions and actions taken by the San Diego Entities approving the 2015B CIP Bonds were
conclusively valid and binding pursuant to Code of Civil Procedure Section 870 and any other applicable
law.
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On January 12, 2015, the Superior Court entered an order of dismissal with prejudice in the case
on the grounds that CIP Bonds Plaintiff failed to serve the Attorney General of the State of California and
the Treasurer of the State of California with a copy of the complaint in the 2015B CIP Bonds L.itigation as
required by Government Code Section 6599. The CIP Bonds Plaintiff then filed a motion requesting
relief from the Superior Court for its failure to properly serve the complaint in a timely manner. On
January 27, 2015, that motion was denied by the Superior Court. On March 3, 2015, the CIP Bonds
Plaintiff filed an appeal of the January 27, 2015 order denying relief. The 2015B CIP Bonds were
successfully issued and sold on April 21, 2015.

2015 CIP Bonds Appeals

The City and the Authority believe that they will prevail in the pending appeal of the Superior
Court actions in the 2015A CIP Bonds Litigation and the 2015B CIP Bonds Litigation. However, no
guarantee can be given as to the outcome of the appeal. In the event that the California Court of Appeal
reverses either decision of the Superior Court, the City and the Authority intend to appeal to the
California Supreme Court. If the California Supreme Court were to rule in the CIP Bonds Plaintiff’s
favor or refuse to hear an appeal by the San Diego Entities from a Court of Appeal ruling adverse to the
San Diego Entities, the affected 2015 CIP Bonds and the related indenture and leases would be invalid.
In that event the Authority would not be obligated to make, and may be precluded from making, principal
and interest payments on the affected 2015 CIP Bonds and the City would not be obligated to make, and
may be precluded from making, lease payments under the facilities lease related to the affected 2015 CIP
Bonds. Even if the ruling on appeal did not preclude the Authority from making payment on the affected
2015 CIP Bonds, the failure of the trustee to receive lease payments as scheduled under the related
facilities lease would result in the trustee not having sufficient money available to pay debt service on the
affected 2015 CIP Bonds.

2015 Ballpark Refunding Bonds Litigation

On May 18, 2015, San Diegans for Open Government (the “Ballpark Bonds Plaintiff”) filed a
reverse validation lawsuit in the San Diego Superior Court against the San Diego Entities and all
interested parties (San Diegans for Open Government v. Public Facilities Financing Authority of the City
of San Diego et al., Case No. 37-2015-00016536-CU-MC-CTL) (the “2015 Ballpark Refunding Bonds
Litigation”). The Ballpark Bonds Plaintiff is seeking declaratory relief to invalidate the ordinance and
resolution of the City and the resolution of the Authority adopted with respect to the 2015 Ballpark
Refunding Bonds (the “Ballpark Refunding Bond Approvals”), and injunctive relief prohibiting the San
Diego Entities from taking any of the actions contemplated by the Ballpark Refunding Bond Approvals.
The Ballpark Bonds Plaintiff made three primary allegations against the validity of the Ballpark
Refunding Bond Approvals, that were substantially identical to the allegations made in the 2015A CIP
Bonds Litigation and the 2015B CIP Bonds Litigation: (1) the Authority lacked the power to issue the
2015 Ballpark Refunding Bonds because neither the Housing Authority nor the City as the Successor
Agency to the Redevelopment Agency of the City of San Diego are proper members of the Authority and
upon the dissolution of all redevelopment agencies in California pursuant to state statute, the Authority
lost the authority to issue bonds; (2) the issuance of the 2015 Ballpark Refunding Bonds required voter
approval under the California Constitution and the City’s Charter; and (3) the City failed to satisfy a
requirement of the City’s municipal code in connection with the Ballpark Refunding Bond Approvals.
[Status of Litigation to come]

Prior California Supreme Court Rulings

The City believes that the some of the arguments made by the CIP Bond Plaintiff and the
Ballpark Bonds Plaintiff has been resolved in the City’s favor by the California Supreme Court in earlier
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cases. The California Supreme Court most recently ruled on this issue in Rider v. City of San Diego
(1998) 18 Cal. 4th 1035. Rider involved a joint powers agency (the Convention Center Expansion
Financing Authority or “CCEFA”) similar to the Authority that issued bonds payable from rental
payments made by the City to CCEFA for the use and occupancy of the Convention Center. Rent payable
by the City was equal to debt service on the bonds issued by CCEFA. Rent was payable in consideration
of, and contingent on, use and occupancy of the Convention Center by the City. If the Convention Center
were to be unavailable for use and occupancy by the City, the City’s obligation to pay rent was abated.
Under no circumstances could the City’s obligation to pay rent be accelerated.

Citing previous California Supreme Court cases from the mid twentieth century, the Rider Court
found that CCEFA was a distinct legal entity separate and apart from the City, that California law
provides express independent authority for the issuance of bonds by joint powers agencies such as
CCEFA, that the issuance of such bonds by CCEFA is not subject to the same requirements of a two-
thirds vote of the electorate that apply to bonds issued by the City under the California Constitution and
the City Charter, and that the obligation of the City to pay rent under the lease was not an impermissible
debt under the California Constitution notwithstanding that the rent was precisely equal to debt service on
the CCEFA bonds.

The pertinent facts in the Rider case are similar to the facts underlying the 2015 CIP Bonds and
the 2015 Ballpark Refunding Bonds. The City believes that the Rider case is controlling authority and
that the City will prevail in the 2015 CIP Bonds Litigation and the 2015 Ballpark Refunding Bonds
Litigation. Nonetheless, the make-up of the Authority is not identical to the make-up of the CCEFA and
the City cannot guarantee the outcome of any litigation.

In its opinions on the validity of the 2015 CIP Bonds, Stradling Yocca Carlson & Rauth, a
Professional Corporation, opined that the plaintiff’s allegations in the complaints challenging the 2015
CIP Bonds and the CIP Bond Approvals were without merit in that such counsel believed under the law
as in effect on the date of such opinions, based on the analysis set forth in such opinions, the California
Supreme Court, acting reasonably and properly briefed on the issues, would not conclude that the CIP
Bond Approvals were invalid based on such allegations. The San Diego City Attorney also opined that
the plaintiff’s allegations in the complaints challenging the 2015 CIP Bonds and the CIP Bond Approvals
were without merit in that such counsel believed under the law as in effect on the date of such opinion,
based on the analysis set forth in such opinion, the California Supreme Court, acting reasonably and
properly briefed on the issues, would not conclude that the CIP Bond Approvals are invalid based on such
allegations. The official statement for the 2015 CIP Bonds in which the forms of such opinions may be
found is available on EMMA at http://femma.msrb.org/ER861762-ER673384-ER1075145.pdf. The 2015
CIP Bonds official statement is not incorporated by reference in this Official Statement.

The Series 2015 Bonds

Some of the arguments made by the plaintiffs in the 2015 CIP Bonds litigation and the 2015
Ballpark Refunding Bonds Litigation could be equally applicable to the Series 2015 Bonds. However, the
Series 2015 Bonds are not the subject such litigation and a decision adverse to the City and the Authority
regarding the 2015 CIP Bonds and/or the 2015 Ballpark Refunding Bonds should not, in and of itself,
have a material adverse effect on the obligation of the City to make 2015-1 Installment Payments under
the Installment Payment Agreement sufficient to make timely payments of principal of and interest on the
Series 2015 Bonds. While the City believes it unlikely for the reasons discussed below, such a final
adverse decision could generate litigation directed at the Series 2015 Bonds and could have a material
adverse effect on the liquidity or market price of the Series 2015 Bonds.
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California Code of Civil Procedure Section 863 (made applicable to the Series 2015 Bonds
through California Government Code Section 6516.6(e)) provides that any interested person seeking to
challenge the validity of the Authority’s or the City’s action approving the issuance of the Series 2015
Bonds and the related documents must do so within 60 days of the Authority’s or the City’s adoption of
the resolution or ordinance approving such actions. Challenges to such approvals brought after 60 days
following the adoption of such approvals should be time barred. The date of final adoption of both the
City’s ordinance and the Authority’s resolution approving the issuance of the Series 2015 Bonds and the
related documents was June 16, 2015 which occurred more than 60 days ago and there has been no
challenge.

LEGAL OPINION

The validity of the Series 2015 Bonds and certain other matters are subject to the approving
opinion of Kutak Rock LLP, Bond Counsel. A complete copy of the proposed form of opinion of Bond
Counsel is contained in Appendix D attached hereto. Certain legal matters will be passed upon for the
Authority by Kutak Rock LLP acting as Disclosure Counsel to the Authority for the Series 2015 Bonds,
and by Jan I. Goldsmith, City Attorney, and for the Underwriters by their counsel, Stradling Yocca
Carlson & Rauth, a Professional Corporation.

RATINGS

Standard & Poor’s Ratings Services (“S&P”) and Fitch Ratings (“Fitch™) have assigned the Series
2015 Bonds ratings of “[__]” and “[__],” respectively, and issued “ ]” outlooks in connection with
their ratings. Such ratings reflect only the views of such organizations and any desired explanation of the
significance of such ratings should be obtained from the rating agency furnishing the same, at the
following addresses: Standard & Poor’s Ratings Services, 55 Water Street, New York, New York 10041;
and Fitch Ratings, One State Street Plaza, New York, New York 10004. Generally, a rating agency bases
its rating on the information and materials furnished to it and on investigations, studies and assumptions
of its own.

There is no assurance such ratings will continue for any given period of time or that such ratings
will not be revised downward or withdrawn entirely by the rating agencies, if in the judgment of such
rating agencies, circumstances so warrant. Any such downward revision or withdrawal of such ratings
may have an adverse effect on the market price of the Series 2015 Bonds.

UNDERWRITING

The Series 2015 Bonds will be purchased by Merrill Lynch, Pierce, Fenner & Smith
Incorporated, Academy Securities Inc., Fidelity Capital Markets, Jefferies LLC, and Morgan Stanley &

Co. LLC (collectively, the “Underwriters™), at a price of $ (which is the par amount of the
Series 2015 Bonds, plus an original issue premium of $ , less an original issue discount of
$ , less an underwriters’ discount of $ ), subject to the terms of a bond purchase

agreement (the “Bond Purchase Agreement”), between Merrill Lynch, Pierce, Fenner & Smith
Incorporated, as representative of the Underwriters, the Authority and the City. The Bond Purchase
Agreement provides that the Underwriters will purchase all of the Series 2015 Bonds if any are
purchased, and that the obligation to make such purchase is subject to certain terms and conditions set
forth in the Bond Purchase Agreement, the approval of certain legal matters by counsel, and certain other
conditions. The initial public offering prices of the Series 2015 Bonds set forth on the inside front cover
hereof may be changed from time to time by the Underwriters. The Underwriters may offer and sell the
Series 2015 Bonds into unit investment trusts or money market funds at prices lower than the public
offering prices stated on the inside front cover hereof.
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The Underwriters and their affiliates are full service financial institutions engaged in various
activities, which may include sales and trading, commercial and investment banking, advisory, investment
management, investment research, principal investment, hedging, market making, brokerage and other
financial and non-financial activities and services. In the ordinary course of their various business
activities, the Underwriters and their affiliates, officers, directors and employees may purchase, sell or
hold a broad array of investments and actively trade securities, derivatives, loans, commodities,
currencies, credit default swaps and other financial instruments for their own account and for the accounts
of their customers, and such investment and trading activities may involve or relate to assets, securities
and/or instruments of the City or the Authority (directly, as collateral securing other obligations or
otherwise) and/or persons and entities with relationships with the City and/or the Authority. The
Underwriters and their affiliates may also communicate independent investment recommendations,
market color or trading ideas and/or publish or express independent research views in respect of such
assets, securities or instruments and may at any time hold, or recommend to clients that they should
acquire, long and/or short positions in such assets, securities and instruments.

MUNICIPAL ADVISOR

Montague DeRose and Associates, LLC, Walnut Creek, California (the “Municipal Advisor”) has
acted as Municipal Advisor to the City in conjunction with the issuance of the Series 2015 Bonds. The
Municipal Advisor has assisted the City in preparation of this Official Statement and in other matters
related to the planning, structuring, execution and delivery of the Series 2015 Bonds. The Municipal
Advisor will receive compensation contingent upon the sale and delivery of the Series 2015 Bonds.

The Municipal Advisor has not audited, authenticated or otherwise independently verified the
information set forth in the Official Statement, or any other information related to the City with respect to
the accuracy or completeness of disclosure of such information. The Municipal Advisor makes no
guaranty, warranty or other representation respecting the accuracy or completeness of this Official
Statement or any other matter related to this Official Statement.

FINANCIAL STATEMENTS FOR FISCAL YEAR 2014

The City’s basic financial statements include the financial statements of the Sewer Revenue Fund.
The City’s 2014 basic financial statements have been audited by Macias Gini & O’Connell LLP (the
“Independent Auditors”), independent certified public accountants, as stated in their report.

Those portions of the City’s 2014 basic financial statements relating to the Sewer Revenue Fund,
including all of the City’s basic financial statements for Fiscal Year 2014 audited by Independent
Auditors, are included in Appendix A. Appendix A also includes the unaudited management’s discussion
and analysis, unaudited required supplementary information with respect to the City’s Pension Plans, the
City’s Other Postemployment Benefits and General Fund budgetary information. Certain of the data and
information set forth in Appendix A do not pertain to the Sewer Revenue Fund but have been included in
Appendix A for purposes of context. The City’s CAFRs are available in their entirety on the City’s
website at http://www.sandiego.gov. However, the information presented there is not part of this Official
Statement, is not incorporated by reference herein and should not be relied upon in making an investment
decision with respect to the Series 2015 Bonds. The City’s General Fund does not secure payment of
debt service on the Series 2015 Bonds.

The Independent Auditors did not review this Official Statement and the City did not request the
consent of the Independent Auditors to append the City’s financial statements to this Official Statement.
Accordingly, the Independent Auditors did not perform any procedures relating to any of the information
in this Official Statement.
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VERIFICATION OF MATHEMATICAL COMPUTATIONS

Upon delivery of the Series 2015 Bonds, Causey Demgen & Moore P.C., a firm of independent
certified public accountants, will deliver to the City a report verifying the mathematical accuracy of
certain computations relating to (a) the adequacy of the maturing principal amount of the securities held
in the Escrow Funds, interest earned thereon and certain uninvested cash to pay the redemption price of
and interest on the Refunded Bonds (as described under “PLAN OF REFUNDING”) as such redemption
price and interest become due and payable, and (b) the mathematical computations supporting the
conclusion that the Series 2015 Bonds are not “arbitrage bonds” under Section 148 of the Code. Such
verification of the accuracy of the computations will be based upon information supplied by the
Underwriters and on interpretations of the Code provided by Bond Counsel.

MISCELLANEOUS

This Official Statement has been duly approved, executed and delivered by the Authority and the
City.

There are appended to this Official Statement a summary of certain provisions of the principal
and legal documents, portions of the City’s 2014 CAFR, including financial statements of the Sewer
Revenue Fund, the proposed form of opinion of Bond Counsel, and a general description of the City and a
description of the Book-Entry Only System. The Appendices are integral parts of this Official Statement
and must be read together with all other parts of this Official Statement.

This Official Statement is not to be construed as a contract or agreement between the Authority or
the City and the purchasers or holders of any of the Series 2015 Bonds. Any statements made in this
Official Statement involving matters of opinion, whether or not expressly so stated, are intended merely
as an opinion and not as representations of fact. The information and expressions of opinion herein are
subject to change without notice and neither the delivery of this Official Statement nor any sale made
hereunder shall, under any circumstances, create any implication that there has been no change in the
financial condition, results of operations or any other affairs of the City, the Authority, the Department or
the Wastewater System since the date hereof.

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

By
Chairperson, Board of Commissioners

THE CITY OF SAN DIEGO

By

Chief Financial Officer

4819-1461-6866.12 101



APPENDIX A

BASIC FINANCIAL STATEMENTS, REQUIRED SUPPLEMENTARY
INFORMATION AND CERTAIN EXCERPTS FROM THE COMPREHENSIVE
ANNUAL FINANCIAL REPORT OF THE CITY OF SAN DIEGO FOR THE
FISCAL YEAR ENDED JUNE 30, 2014
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THE CiTY oF San DiEGO

December 5, 2014
To the Honorable Mayor, Members of the City Council and Residents of the City of San Diego:

We are pleased to submit the Comprehensive Annual Financial Report (CAFR) of the City of San Diego (the City) for
the fiscal year (FY) ended June 30, 2014, in accordance with Section 111 of the City Charter.

The CAFR has been prepared in accordance with accounting principles generally accepted in the United States of
America. The accuracy of the data, the completeness and fairness of the presentation and the adequacy of its
disclosures, rests with the City’'s management. This includes the design, implementation and maintenance of internal
controls over the preparation and fair presentation of financial statements that are free from material misstatement
and for assurance that the assets of the City are protected from loss, theft or misuse. Because the cost of internal
controls should not exceed the anticipated benefits, the objective is to provide reasonable, rather than absolute
assurance, that the financial statements are free from any material misstatements. We believe that the information
presented is complete and reliable in all material respects.

The independent audit firm of Macias Gini & O’Connell LLP has audited the FY 2014 financial statements of the City
and has issued an unmodified opinion (previously referred to as unqualified) on the basic financial statements. The
independent auditor’s report is located at the front of the financial section of this report.

A narrative introduction, overview, and analysis of the financial statements can be found in the 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 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 as of June 30, 2014 and the respective changes in financial position.
Readers of these financial statements should pay particular attention to Notes 11, 12, 16 and 17, concerning Pension
Plans, Other Postemployment Benefits, Commitments and Contingencies, respectively. These notes address certain
issues underlying the City’s financial condition as well as future potential or anticipated expenses/expenditures,
including significant estimated compliance costs related to the City’s Municipal Storm Water Permit and the Point
Loma Wastewater Treatment Plant. In addition, the MD&A addresses issues related to the City’'s deferred
maintenance and capital expenditures on the City's depreciable assets.
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The financial statements included in this report present the balances and activity of the City of San Diego and its
blended, discretely presented and fiduciary component units. Blended component units are presented as funds of the
City and include Civic San Diego, San Diego Data Processing Corporation, which was dissolved in FY 2014, and
several debt financing authorities and nonprofit benefit corporations. In addition, the CAFR includes two discretely
presented component units, the San Diego Convention Center Corporation and the San Diego Housing Commission.
Fiduciary component units include the San Diego City Employees’ Retirement System (SDCERS) and the Successor
Agency of the former Redevelopment Agency of the City of San Diego.

Profile of the City of San Diego

The City, incorporated in 1850, comprises 342 3 ‘
square miles. It is the eighth largest city in the - , R ¥ .
nation and the second largest city in California. B Ak o E

As of January 2014, the California Department g A ;

of Finance estimated the population to be T 47T/ gurorsan pieco
1,345 895. - Community Planning Areas
The City operates under and is governed by the VRl ket A

laws of the State of California and its own A e ik
Charter, as periodically amended since its 47 ¢ e

adoption by the electorate in 1931. The City o2, s iy
operates under a Strong-Mayor form of ;""’, '/‘” Sy g - 7
government. The Mayor is elected at large to o & :
serve a four-year term and may serve up to two s ) )
consecutive terms. The City Council is 0 i o Sl -
composed of nine members who are elected to gt e’ Rl il
staggered four-year terms and who are limited | e gElaane
to two consecutive terms. The City Council is \ — R e
presided over in open meetings by the Council \-
President, who is selected by a majority vote of \
the City Council. The Mayor presides over \ )
closed session meetings of the City Council. B T
The City Attorney, who is elected for a four-year ~—1L~ &L558
term, serves as the chief legal advisor and AR PR =
attorney for the City and all departments. The
City Attorney is also limited to two consecutive
terms in office.

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), City Attorney, Ethics Commission and City Auditor departments. Under this form of government, the
Council has legislative authority; however, all City Council resolutions and ordinances are subject to a veto of the
Mayor except for certain ordinances including emergency declarations and the City’s annual Salary and
Appropriations Ordinances. The City Council may override a Mayoral veto with six votes.
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City Services City of §

; ; ity of San Diego
The  City, with 10478  budgeted Budgeted Full Time Equivalent (FTE) Employees
employees, provides a full range of by Fiscal Year

governmental services. The City has been
able to restore City services during the last
two fiscal years, increasing budgeted staff 10,000
by 108 in FY 2014 and by 251 in the FY
2015 budget. The FY 2015 budget added
four police academies and 59 positions in 9000
the Police Department. It also added 23 8,500
budgeted positions to restore library

service hours and 15 budgeted positons ~ °** 2011 2012 2013 2014 2015
for park and recreation services.

10,500

9,500

Safety services are provided by the San Diego Police Department and the Fire-Rescue Department. The Police
Department ensures that San Diego is safe for all of its residents through the practice of community-based policing
and problem-solving. The Fire-Rescue Department protects the life and property of San Diego residents and visitors
by providing services such as fire suppression, emergency medical treatment, fire safety inspection, education
programs, beach safety and swimmer rescue.

The City provides neighborhood services to its residents, making San Diego's neighborhoods a better place to live,
work, and play. These include services provided by the San Diego Public Library system, which serves the
educational, cultural, and recreational needs of San Diego's diverse communities. In addition, the City fosters
economic growth by implementing economic development and business incentive programs in order to create and
retain jobs and taxable investment in the City. Other neighborhood services include those provided by the Planning
Department, charged with conducting long-range planning of San Diego's communities and neighborhoods. The City
provides development services including review, permit, inspection, and code enforcement services for development
projects throughout the City. The Park & Recreation Department operates a multitude of facilities and services for
neighborhoods and plays a key role in the quality of life for San Diego residents. Through the Commission for Arts
and Culture, the City also facilitates events that promote, encourage, and increase support for the region's artistic
and cultural assets showcasing San Diego as an international tourist destination.

The City implements an infrastructure and public works program, including the operation and maintenance of
facilities, streets, sidewalks, and storm drains. Through its engineering and capital project activities, the City
implements its Capital Improvements Program, addressing capital needs including new construction projects and
improvements of existing facilities. The City also operates and maintains the water and sewer utilities, two general
aviation airports, Montgomery Field and Brown Field, as well as Qualcomm Stadium and Petco Park. Moreover,
through its environmental services, the City delivers waste management services to provide a clean, safe, and
ecologically sound environment to residents.

Budgeting Systems and Controls

The City of San Diego’s budget is developed annually for each fiscal year. The budget is proposed by the Mayor with
input from the City Council and the public. The budget may be revised by City Council and is adopted by Council
subject to mayoral line-item veto. The City Council, by supermajority vote of at least six of the current nine members,
may subsequently override the Mayor’s veto to establish the annual budget.
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The budget includes the General Fund, as well as special revenue, debt service, capital projects, enterprise and
internal service funds. Any fund that includes personnel expenses is included in the budget. Budgetary control is
established by the City Charter and further defined by the City Council in the Appropriation Ordinance. The level of
budgetary control for all City funds is exercised at the salaries and wages and non-personnel expenditures level.
Budgetary control for the General Fund is at the department level, while control for other budgeted funds, including
those of certain component units, is maintained at the total fund appropriation level. The City’s financial system
incorporates automatic controls in which non-personnel expenditures cannot be incurred if a budget appropriation is
not available. The City also uses an encumbrance system of accounting as a mechanism to accomplish effective
budgetary control.

The Financial Management Department monitors the City’s annual operating budget throughout the fiscal year.
Quarterly reports are produced and presented to the Budget and Government Efficiency Committee and/or City
Council to forecast year-end results and aid in adjusting the budget throughout the year to address changes in
revenues and expenditures. Additionally, monthly financial reports are produced throughout the year by the City
Comptroller and presented to the Budget and Government Efficiency Committee to show a summary statement of
revenues and expenditures for the preceding accounting period and the status of appropriations in comparison to
actual results.

Local Economy

Major Industries

San Diego’s economic base has evolved from one
with a greater reliance on defense spending and
tourism, to one that includes more high-
technology manufacturing and an expanded
international trade sector. The City's economic
base is anchored by higher education and major
scientific research institutions, including the

San Diego Metropolitan Statistical Area Jobs by Industry Sector

Transportation,
Warehousing &
Utiities Farm
2% 1%
Trade |
14%

Construction
5%

Educational &
Health Srves

e

Financial
Activities
Professional & 5%
Business Services

17% Federal
Government

3%

State
Government
3%

University of California, San Diego, San Diego
State University, Scripps Research Institute, the

Salk Institute for Biological Studies, and the San ", >"**
Diego Supercomputer Center.

.

Local
Government
10%

\ Information

Leisure & 2%
The City's Economic Development Strategy for o
2014 through 2016, adopted by the City Council in
July 2014, identified four economic base
industries for San Diego: (1) Manufacturing and Innovation, (2) International Trade & Logistics, (3) Military
Installations and (4) Tourism. These are sectors that bring money and wealth into the region as goods and services
are produced locally but sold outside San Diego and federal military and tourism spending bring outside resources

into the local economy.

Manufacturing
%

Source: State of California Empl Development Dep 1t for September 2014. Data notseasonally adjusted,
reflects San Diego-Carlsbad-San Marcos Metropolitan Statistical Area.

According to the National University System Institute for Policy Research, the manufacturing sector in the San Diego
region, as measured by its contribution to the region’s gross domestic product, has grown significantly faster than the
rest of the economy, expanding 20% since 2007 while the rest of the economy grew 13%. San Diego’s innovative
economy, focusing on research and development, provides breakthroughs that can be translated into new
manufacturing opportunities for the region. San Diego’s manufacturing sector is diverse, including several
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manufacturing clusters including biotech, cleantech, defense and security systems, electronics and
telecommunications and food and beverage production.

In its proximity to Mexico and the Pacific Rim, San Diego is in a unique geographical position that creates
opportunities for growth in its international trade sector. The quality of Mexican manufacturing and its proximity to the
United States often makes “near-sourcing” of manufacturing back to Mexico attractive for American companies. The
Port of San Diego, built around one of the world’s great natural harbors, also facilitates international trade activity
through its 10th Avenue Marine Terminal, which provides for the importation of a wide variety of bulk products and
large pieces of equipment. According to the U.S. Department of Commerce, in 2013, the San Diego metropolitan
area was the 19t largest export market in the United States, with merchandise shipments totaling $17.9 billion. This
is up $702 million (4.1%) from the $17.2 billion in merchandise exported in 2012.

The military continues to play an important role in the San Diego economy. Seven major military bases in the area
are operated between the Navy and the Marines. According to the San Diego Military Advisory Council, there are
approximately 133,000 uniformed military personnel and Department of Defense civilians employed in the County
including approximately 100,000 active duty military personnel, 8,600 reserves and 24,000 full-time civilian workers.
The estimated direct defense-related spending by the military in the County for the fiscal year ending September 30,
2014 fell approximately 2% to $25.2 billion from $25.8 billion for the federal fiscal year ending September 30, 2013.
Over the years, the presence of military installations has not only directly stimulated the region’s economy but has
also extended benefits in the area of manufacturing and research and development. The repair and maintenance of
naval vessels provides thousands of jobs in the region at employers such as General Dynamics-NASSCO, BAE
Systems, Northrop Grumman, and Pacific Ship Repair & Fabrication.

Tourism is a major economic driver for the City. According to the San Diego Tourism Authority, in 2013, the total
economic impact of the visitor industry on the San Diego regional economy was $18.7 billion and travelers produced
$410 million in total tax revenues. Recent surveys identify San Diego as the 5th-ranked leisure tourism destination
and the 10th-ranked business destination in the United States. In 2013, San Diego attracted 33.1 million visitors
spending approximately $8.4 billion in the local economy, up from $7.9 billion in 2012.

Financial and Economic Trends

In the FY 2015 budget, the City’s four major operating revenue sources, property tax, sales tax, transient occupancy
tax (TOT), and franchise fees, made up 73% of the General Fund budgeted revenue. Excluding onetime property tax
revenue related to the dissolution of the former Redevelopment Agency, major revenues in FY 2015 are expected to
increase by 4.5% over FY 2014 actual revenues. Development of the FY 2015 budget incorporated projections for an
improved economic outlook based on the continuing trend of increases in median home prices, home sales,
consumer spending, tourism, business travel, and employment levels. The table below shows historical trends for the
City’'s major revenues of the General Fund for the past four fiscal years and the estimated revenue for FY 2015
(dollars in millions):

Fiscal Year Property Tax' Sales Tax TOT? Franchise Fees Change $ Change %
2011 $384.0 $215.9 $734 $65.5 $738.8
2012 385.2 2203 78.3 69.1 752.9 $14.1 1.9%
2013 400.1 2329 83.9 67.7 784.6 31.7 42%
2014 408.8 2459 89.7 72.0 816.4 31.8 4.1%
2015 Budget 4283 2571 92.3 72.0 849.7 33.3 4.1%

"Excludes onetime Property Tax revenue of $87.4 million, for fiscal years 2012 through 2014, related to the dissolution of the former Redevelopment Agency.
2Includes General Fund allocation only (excludes TOT allocated to Special Promotional Programs).
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Property Tax revenue is affected by the California Consumer Price Index (CCPI), home sales, home prices, and
foreclosures. The CCPI drives assessed valuation under Proposition 13. The California Department of Finance
forecasts 2014 CCPI growth of 2.25%; therefore, the assessed valuation of properties not improved or sold is
expected to increase by 2% for FY 2016. The County of San Diego has seen positive growth in home prices, with a
calendar 2014 year-to-date increase of 6.3% in the median home price, while year-to-date home sales have
decreased 13.7%. Based on property sales that have occurred as of September 2014 and a 2% increase in CCPI, it
is estimated the City’'s Assessed Valuation (AV) would increase by 3.36% for FY 2016. In addition to positive home
price growth, there are also year-to-date declines of 26.6% in notices of default, and 41.6% decline in foreclosures.

The Standard & Poor’s Case-Shiller Home Price
Index is useful in assessing trends for home
prices. The graph on the right shows home
prices decreasing during the housing market
decline from 2007 through 2009 then improving
through the current year. The Index for the San
Diego metropolitan area, for August 2014,
reported a level of 200.68, down -0.26% from 19000
the previous month and up 6.23% from one year ~ 100.00
ago. This trend suggests that, while housing  50.00
prices have shown an increase compared to the 0.00
same month last year, home prices may have 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
stabilized in more recent months.

Case-Schiller Home Price Indicator - San Diego Region
Calendar Years 2005 - 2014

300.00
250.00
200.00

The City’s second largest revenue source is Sales Tax. The total citywide Sales Tax rate in San Diego is 8.0%, of
which the City receives approximately 1.0%. The major local economic drivers of the City’s Sales Tax revenue
include the unemployment rate and

consumer confidence. As of September Comparative Unemployment Rates

2014, the San Diego unemployment rate - Calendar Years 2005-2014

was 5.9%, compared to 7.3% in September

2013, as reported by the California

Employment Development Department. For 10% //A Mt
comparison, the local unemployment rate in 8% j\ﬂ/ﬂ B

12%

the years 2000 through 2008 in the region 6% L A S
d between 4% and 5%. As the local 1% —— o ek T

fanged be o ) o ) = California

unemployment rate continues to improve 2% United States

and become closer to historical averages, 0%

consumer Confidence is projected to 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

increase, leading to continued

improvements in the City’s Sales Tax receipts.

Major economic drivers for Transient Occupancy Tax (TOT) revenue include seasonal and non-seasonal tourism,
business travel and conventions. Sustained positive tourism growth has occurred since the economic turnaround
began in FY 2010 and this trend is expected to continue through FY 2015 and beyond, according to the August 2014
Quarterly Travel Forecast from the San Diego Tourism Authority (SDTA). Slow but steady growth in hotel room
demand and occupancy is forecasted through FY 2017 and is then expected to level off as displayed in the following
table:
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Tourism Forecast CY 2014 CY 2015 CY 2016 CY 2017 CY 2018

Vistor Growth 2.4% 2.3% 2.5% 1.9% 1.6%
Overnight 3.6% 1.2% 1.8% 1.5% 1.4%
Room Demand 5.7% 2.0% 1.8% 1.5% 0.9%
Occupancy 74.6% 75.4% 75.7% 76.0% 76.0%
|Average Daily Rate | $ 14173 | § 150.29 | § 159.11 1 § 166.64 | § 174.00 |

Source: Toursim Economics Inc.

The Franchise Fees revenue category includes payments from San Diego Gas and Electric (SDG&E) and cable
television providers for the use of the City’s rights-of-way. The City also collects refuse hauler fees based on the total
amount of refuse hauled annually. The FY 2016 projection for the Franchise Fees category is $73.4 million, a $1.4
million increase over the FY 2015 budget estimate of $72.0 million.

Long Term Financial Planning and Relevant Financial Policies

Five year Outlook

Each year the City of San Diego develops a Five-Year Financial Outlook (Outlook) which is the guiding document for
long-range fiscal planning and serves as the framework for development of the next adopted budget. The Outlook
has been published since November 2006 and incorporates a range of information on items that influence projected
revenues and anticipated appropriation needs over the next five fiscal years. The incorporation of more information in
the Outlook, particularly those affecting appropriation needs, informs the City Council and the public on the long-term
costs of programs in the context of the City's overall General Fund budget and projected revenue growth. The
Outlook can be obtained online at www.sandiego.qov/fm/financial/index.shtml .

Reserves

Strong financial reserves position the City of San Diego to weather significant economic downturns more effectively,
manage the consequences of outside agency actions that may result in revenue reductions, and address unexpected
emergencies, such as natural disasters, catastrophic events caused by human activity, or excessive liabilities or legal
judgments against the City. The City updated its reserve policy in 2014, increasing the General Fund Reserve from
8% to 14%. The City’s General Fund Reserves are comprised of two separate components: (1) the Emergency
Reserve, maintained for the purpose of sustaining General Fund operations in the case of a public emergency, and
(2) the Stability Reserve, maintained to mitigate financial and service delivery risk due to unexpected revenue
shortfalls or unanticipated critical expenditures. The Emergency Reserve may be expended only if an event is
determined to be a public emergency by a two-thirds vote of the City Council while appropriations from the Stability
Reserve require approval by a majority of the City Council. In addition, the City maintains other reserves to manage
risk, including reserves for public liabilities and for obligations related to workers’ compensation and long-term
disability of the City’s employees. The City also maintains reserves for many of its enterprise funds including the
Water and Sewer Utility Funds.
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Reserves as
Target Actual over
Reserve Amount of June 30, _—
2014 g
General Fund 1 8% ofthe mostlrecent three year average of annual audited General Fund operating revenues 3856 3856 100%
Emergency Reserve (budgetary basis)
General Fund Stabili 6% of the most recent three year average of annual audited General Fund operating revenues
1 v , yearaverage orannuatadd und operaing revent $64.2 §64.2 100%
Reserve (budgetary basis)
50% of outstanding public liability claims based on the annual actuarial liability valuations for the
Public LiabilityReserve | 9P Y Y $32.2 $396 123%
three most recent fiscal years
Workers’ Compensation |25% of outstanding workers' compensation claims based on the annual actuarial liability $430 $472 110%
Reserve valuations for the three most recent fiscal years ) ’ °
Long-Term Disabili 100% of long-term disability claims based on the annual actuarial liability valuations for the three
¥ Y oriong Y Y $138 $148 107%
Reserve most recent fiscal years

1 For purposes of the General Fund Reserve Policy, the General Fund is the operational fund as presented in the City’s annual budget document and excludes
other funds which are consolidated with the General Fund for presentation in the CAFR in accordance with GASB 54.
2 References to three most recent years are for actuarial valuations and audited revenues available as of June, 30, 2014.

The table above identifies the target and actual amounts for the General Fund Emergency and Stability reserves and
reserves related to risk management (dollars in millions). The General Fund’s Emergency Reserve of $85.6 million is
reported as restricted fund balance in the financial statements. The General Fund’s assigned and unassigned fund
balance, as of June 30, 2014, was $96.9 million of which $64.2 million represents the General Fund’s Stability
Reserve and the balance of $32.7 million is available for appropriation as of June 30, 2014 ($12.8 million of
unassigned fund balance was budgeted in FY 2015 for public liability claim expenditures). The Public Liability and
Workers' Compensation reserves are reported as part of the General Fund’'s committed fund balance. The Long-
Term Disability reserve is reported as part of the Miscellaneous Internal Service Fund and represents Net Position of
the fund less long-term disability liability claims. As of June 30, 2014, risk management reserves exceeded target
amounts; however, liability claims paid after the end of fiscal year 2014 could reduce reserve balances.

Other Financial Policies

In addition to policies related to reserves, budget development, budget monitoring and the five year financial outlook,
the City has adopted a comprehensive set of financial policies including policies on debt management, investments,
Capital Improvement Program prioritization and transparency, among others. A summary of these policies can be
found online at www.sandiego.gov/fm/annual/pdf/fy15/vol1/vifiscalpolicies.pdf.

Major Accomplishments and Initiatives

The City continues to develop initiatives to grow jobs and the local economy. In FY 2015, the City re-established the
Economic Development Department, creating a single department to focus on business retention and expansion,
economic development issues and partnerships with local, national, and international stakeholders. In addition, the
current administration focused on strengthening its economic ties with Mexico. In March 2014, Mayor Faulconer met
with Mexican officials to discuss ways to work together on the binational railroad, an enhanced driver's license
program, funding for land ports of entry, comprehensive immigration reform and other important border projects
including city border infrastructure, the San Ysidro port of entry expansion, pedestrian border access, road quality
issues and lighting issues.

The City made public safety a priority in its FY 2015 budget by adding a $3.2 million police officer retention program,

four police academies, 45 sworn police positions and 17 civilian positions to support the Police Department
operations. In addition, the budget allocated resources for emergency first responders in Southeastern San Diego
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where response times have historically been among the slowest. The budget allocated $1 million to build a temporary
fire station in Skyline while a permanent facility is being planned.

The FY 2015 budget restored library hours to 48 hours per week and expanded library services on weekends. In
addition, the budget funded the City’s first comprehensive after-school program. The Do Your Homework @ the
Library Program provides one-on-one assistance to children at targeted K-8 schools in San Diego for school-
assigned homework. The program adds learning coordinators at 18 San Diego libraries where curriculum-aligned
resources, technology and community partnerships work in tandem to support students.

In September 2014, the City released an updated Climate Action Plan for the City of San Diego, which calls for
eliminating half of all greenhouse gas emissions in the City and aims for all electricity used in the City to be from
renewable sources by 2035. The Climate Action Plan includes policies to benefit the environment, create new jobs in
the renewable energy industry, increase local energy production and save taxpayer money.

Mayor Faulconer intends to dedicate at least 50 percent of the City's new major general fund revenue growth toward
infrastructure and neighborhood repairs. The 2015 budget added 16 additional workers for pothole repair and
projects to double the amount of asphalt repaired annually. The total Capital Improvement Program FY 2015 budget
is $310.0 million in addition to $784.5 million in continuing appropriations.
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Certified Public Accountants.

INDEPENDENT AUDITOR’S REPORT

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

San Diego

225 Broadway, Suite 1750
San Diego, CA 92101
619.573.1112

Sacramento
Walnut Creek
Oakland
LA/Century City
Newport Beach

Seattle

Report on the Financial Statements

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, 2014, and the related notes to the financial statements, which collectively comprise the City’s basic
financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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 represent 93%, 96%, and 88%, respectively, of the assets, net position, and revenues of the aggregate
discretely presented component units. Those statements were audited by other auditors whose report has
been furnished to us, and our opinion, insofar as it relates to the amounts included for the San Diego
Housing Commission, is based solely 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinions.
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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, 2014, and the respective changes in
financial position, and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principles generally accepted in the United States of America.

Emphasis of Matters
Changes in Accounting Principles

As discussed in Notes 1v and 23 to the basic financial statements, effective July 1, 2013, the City adopted
the provisions of Governmental Accounting Standards Board (GASB) Statement No. 65, Items Previously
Reported as Assets and Liabilities, and GASB Statement No. 67, Financial Reporting for Pension Plans —
an Amendment of GASB Statement No. 25. Furthermore, as discussed in Note 23, the City reclassified the
activities of certain special revenue and internal service funds to the general fund.

Defined Benefit Pension Plan - Unfunded Actuarial Accrued Liability

As discussed in Note 11 to the basic financial statements, based on the most recent actuarial valuation of
the City’s defined benefit pension plan, the San Diego City Employees’ Retirement System’s (SDCERS)
third-party actuary determined that, as of June 30, 2013, the actuarial accrued liability exceeded the actuarial
value of assets by $2.2 billion.

Postemployment Healthcare Plan - Unfunded Actuarial Accrued Liability

As discussed in Note 12 to the basic financial statements, based on the most recent actuarial valuation of
the City’s other postemployment benefit plan, the City’s third-party actuary determined that, as of June 30,
2014, the actuarial accrued liability exceeded the actuarial value of assets by $479 million.

Our opinion is not modified with respect to these matters.
Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis, pension and other postemployment benefit trust funds schedules of funding
progress, other postemployment benefit trust fund schedule of employer contributions, and the general fund
schedule of revenues, expenditures and changes in fund balance — budget and actual (budgetary basis) as
listed in the table of contents be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting Standards
Board who considers it to be an essential part of financial reporting for placing the basic financial statements
in an appropriate operational, economic, or historical context. We have applied certain limited procedures
to the required supplementary information in accordance with auditing standards generally accepted in the
United States of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management’s responses to our inquiries,
the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.
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Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the City’s basic financial statements. The accompanying introductory section, combining and
individual fund financial statements and schedules, and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The combining and individual fund financial statements and schedules are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual fund financial statements and schedules are fairly stated, in all material
respects, in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements, and accordingly, we do not express an opinion or provide any
assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 5,
2014 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 internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the City’s internal control over financial reporting and
compliance.

Maﬂ'ﬁs ik ,C; O Comel @

San Diego California
December 5, 2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Unaudited)
Year Ended June 30, 2014
(Dollars in Thousands)

As management of the City of San Diego (City), we offer readers of the City’s financial statements this narrative overview and
analysis of the financial activities of the City for the year ended June 30, 2014. We encourage the reader to consider the
information presented here in addition to the information presented in the Letter of Transmittal.

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.

GOVERNMENT-WIDE FINANCIAL STATEMENTS

The focus of the government-wide financial statements is on reporting on the operating results and financial position of the
government as an economic entity. These statements are intended to report the City’s operational accountability to its readers,
giving information about the probable medium and long-term effects of past decisions on the City’s financial position.

The statement of net position presents information on all of the City’s assets, deferred outflows of resources, liabilities, and
deferred inflows of resources, with the residual amount reported as net position. Over time, increases or decreases in net
position 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 position during the fiscal year. All changes in
net position 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 and Homeland Security; Parks, Recreation, Culture and Leisure; Transportation;
Sanitation and Health; Neighborhood Services; and cost of issuance and interest on debt service. The business-type activities of
the City include: Sewer Utility; Water Utility; Airports; Development Services; Environmental Services; Golf Course; and
Recycling.

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. The City also reports fiduciary component units which are not included in the government-
wide financial statements since they are not part of the primary government. Fiduciary component units include the San Diego
City Employees’ Retirement System (SDCERS) and the Successor Agency of the former Redevelopment Agency of the City of
San Diego (Successor Agency). Blended component units, also legally separate entities, are a part of the City’s operations and
are combined with the primary government.

Included within the primary government as blended component units are the following:

¢  Civic San Diego (CSD)
o City of San Diego/Metropolitan Transit Development Board Authority (City/MTDB Authority)
e  Convention Center Expansion Financing Authority (CCEFA)
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o Public Facilities Financing Authority (PFFA)

o  San Diego Data Processing Corporation (SDDPC)

e  San Diego Facilities and Equipment Leasing Corporation (SDFELC)
e  San Diego Industrial Development Authority (SDIDA)

o Tobacco Settlement Revenue Funding Corporation (TSRFC)

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 Combining and Individual Fund Financial Statements and
Schedules section of this report.

The City adopts an annual appropriated budget for its General Fund. A budgetary comparison schedule 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, such as Sewer and Water Utilities. Internal service
funds, such as Fleet Services, Central Stores, Publishing Services, and San Diego Data Processing Corporation are used to
report activities that provide centralized supplies and/or services to the City.
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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 Sewer and Water Utility funds, which are
considered to be major funds of the City. Data for the nonmajor proprietary funds are combined into a single, aggregated
presentation, and the internal service funds are combined into a single, aggregated presentation as well. Included in the
Combining and Individual Fund Financial Statements and Schedules section of this report are individual fund data for the
nonmajor proprietary funds and the internal service funds. 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 statements because the resources of those funds are not available to support the
City’s operations. 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 62 of this report.
NOTES TO THE BASIC 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 basic financial statements can be found beginning on page 64 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 and postemployment healthcare benefits to
its employees, employer contributions to the postemployment healthcare benefits plan and the General Fund’s budgetary
comparison schedule. Required supplementary information can be found beginning on page 183 of this report.

The individual fund data referred to earlier in connection with nonmajor governmental funds, nonmajor proprietary funds, internal
service funds, and fiduciary funds are presented immediately following the required supplementary information beginning on
page 217 of this report.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

CITY OF SAN DIEGO CONDENSED STATMENT OF NET POSITION
(Dollars in Thousands)

Governmental Activities Business-Ty pe Activities Total Primary Government

2014 2013" 2014 2013 2014 2013"
Capital Assets $ 4,530,528 $ 4,496,229 $ 5,270,890 $ 5,207,184 $ 9,801,418 $ 9,703,413
Other Assets 1,910,914 1,789,811 1,286,764 1,277,813 3,197,678 3,067,624
Total Assets 6,441,442 6,286,040 6,557,654 6,484,997 12,999,096 12,771,037
Deferred Outflow s of Resources 10,164 13,649 15,660 17,104 25,824 30,753
Net Long-Term Liabilities 1,458,664 1,468,569 2,167,099 2,225,253 3,625,763 3,693,822
Other Liabiliies 173,221 173,194 210,787 196,563 384,008 369,757
Total Liabilities 1,631,885 1,641,763 2,377,886 2,421,816 4,009,771 4,063,579
Deferred Inflows of Resources - - 3,276 3,458 3,276 3,458

Net Position

Net Investment in Capital Assets 3,988,284 3,963,306 3,526,979 3,378,535 7,515,263 7,341,841
Restricted 1,106,353 975,025 27,284 32,715 1,133,637 1,007,740
Unrestricted (274,916) (280,405) 637,889 665,577 362,973 385,172
Total Net Position $ 4,819,721 $ 4,657,926 $ 4,192,152 $ 4,076,827 $ 9,011,873 $ 8,734,753

"Fiscal Year 2013 amounts have been restated (See Note 23) and/or reclassified to conform with current year presentation.

As noted earlier, net position may serve over time as a useful indicator of a government's financial position. In the case of the
City, assets and deferred outflows of resources exceeded liabilities and deferred inflows of resources by $9,011,873 as of June
30, 2014, an increase of $277,120, or approximately 3%, over fiscal year 2013.

Of Total Net Position, $7,515,263, or approximately 83% represents the City’s net 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 and deferred outflows of resources. 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
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.

Restricted Net Position is $1,133,637, or approximately 13% of total Net Position, representing resources that are subject to
external restrictions on how they may be used. The remaining balance of $362,973, or approximately 4%, represents
Unrestricted Net Position which is available to fund ongoing services to the City’s citizens and obligations to its creditors.

Total Net Position resulting from governmental activities increased by $161,795, or approximately 3%. Net Investment in Capital
Assets increased by $24,978, resulting from a net increase in capital assets for governmental activities of $34,299 offset by an
increase in debt used to acquire these assets of $9,321. Restricted Net Position increased by $131,328, or approximately 13%,
primarily due to increases in the General Fund Emergency Reserve per the City’s Reserve Policy, combined with increases in
other restricted funds such as the Facilities Benefit Assessments Fund, Traffic Congestion Relief (Prop 42) Fund, Underground
Surcharge Fund, and the Low-Moderate Income Housing Fund.

Total Net Position resulting from business-type activities remained stable, with an increase of $115,325, or approximately 3%.

Net Investment in Capital Assets increased by $148,444, or approximately 4%, and Unrestricted Net Position decreased by
$27,688, or approximately 4%.
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CITY OF SAN DIEGO CONDENSED STATEMENT OF ACTIVITIES

(Dollars in Thousands)

Governmental Activ ities Business-Ty pe Activities Total Primary Government
2014 2013 2014 2013 2014 2013
Revenues:
Program Revenues
Charges for Services $ 410,480 409,156 $ 933739 $ 892,087 $ 1344219 $ 1301243
Operating Grants and Contributions 60,591 82,760 1531 1761 62,122 84,521
Capital Grants and Contributions 120,538 152,193 70,739 91878 91277 244,071
General Revenues
Property Taxes 470,905 421894 - - 470,905 421894
Transient Occupancy Taxes 173,376 158,105 - - 173,376 158,105
Sales Taxes - Shared State Revenue 282,345 269,504 - - 282,345 269,504
Other Local Taxes 186,747 166,548 - - 186,747 66,548
Grants and Contributions not Restricted to
Specific Programs 674 705 - - 674 705
Investment Income 13,627 9,220 8,489 2,429 22,16 11649
Other 80,247 80,783 2,096 1520 92,343 92,303
Total Revenues 1,799,530 1750,868 1026,594 999,675 2,826,124 2,750,543
Expenses:
General Government and Support 286,798 316,455 - - 286,798 316,455
Public Safety-Police 441803 417,283 - - 441803 417,283
Public Safety-Fire, Life Safety, Homeland Security 253,741 234,752 - - 253,741 234,752
Parks, Recreation, Culture and Leisure 267,523 268415 - - 267,523 268415
Transportation 192,928 201267 - - 192,928 201267
Sanitation and Health 89,448 67,271 - - 89,448 67,271
Neighborhood Services 70,91 79,503 - - 70,91 79,503
Debt Service:
Interest 35226 37,942 - - 35,226 37,942
Cost of Issuance 518 - - - 58 -
Sewer Utility - - 326,437 337,926 326,437 337,926
Water Ufility - - 443453 434,702 443453 434,702
Airports - - 4,663 4,948 4,663 4,948
Dev elopment Services - - 50,825 47,751 50,825 47,751
Environmental Services - - 33,724 34,192 33,724 34,192
Golf Course - - 6,423 6,61 6423 6,69
Recycling - - 20,475 20,857 20,475 20,857
Total Expenses 1638,176 1622,888 896,000 896,995 2,534,176 2,519,883
Change in Net Position Before Transfers and
Extraordinary Loss: 61354 27,980 130,594 102,680 291948 230,660
Transfers 15,269 20,012 (15,269) (20,02) - -
Extraordinary Loss (#4,828) (28,070) - (1866) (14,828) (29,936)
Change in Net Position 61795 19,922 165,325 80,802 277,120 200,724
Net Position - July 1, as Restated 4,657,926 4,538,004 4,076,827 3,996,025 8,734,753 8,534,029
Net Position - June 30 $ 481,721 4,657,926 $ 4,902,152 $ 4,076,827 $ 9,01873 $ 8,734,753

"Fiscal Year 2013 amounts have been restated (See Note 23)
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GOVERNMENTAL ACTIVITIES

Governmental activities increased the City's net position by $161,795 during fiscal year 2014. Variances from fiscal year 2013 of
more than 10% are discussed below.

e Operating Grants and Contributions decreased by $22,169, or approximately 27%. This was partially caused by a decrease
in contributions received from the Successor Agency. During fiscal year 2013, the Successor Agency made a payment to
the Petco Park Fund for debt service, which did not recur in fiscal year 2014. In addition, there were year over year
decreases in tobacco revenues related to a settlement disbursement received in the prior year and decreases in the
recognition of Community Development Block Grant (CDBG) revenues.

e Capital Grants and Contributions decreased by $31,655, or approximately 21%, primarily due to the final donation for
construction of the new main library being recognized in fiscal year 2013.

e  Property Taxes increased by $49,011, or approximately 12%, primarily due to a onetime residual distribution of $34,900
from the Redevelopment Property Tax Trust Fund (RPTTF) related to the Due Diligence Review of the Successor Agency’s
Non-Housing Assets. Also contributing to the variance were increases in the 1.0 percent base property taxes and Motor
Vehicle License Fees (MVLF).

e Transient Occupancy Taxes increased by $15,271, or approximately 10%, primarily due to increases in the average hotel
occupancy rate and increases in the average daily hotel rate.

e Other Local Taxes increased by $20,199, or approximately 12%. This was primarily due to the Highway Users Tax Account
(HUTA) look-back revenue adjustments made related to the California Streets and Highways Code Section 2103 excise tax
swap, combined with increases in SDG&E franchise revenues received by the General Fund and the Underground
Surcharge Fund.

e Investment income increased by $4,407, or approximately 48%, primarily due to interest income recognized in fiscal year
2014 related to the refinancing of a note receivable in the Low-Moderate Income Housing Fund, combined with the net
effect of unrealized gains and losses on the City’s investment pool.

e Sanitation and Health expense increased by $22,177, or approximately 33%, primarily due to increases in public liability
claim expenses for both the Environmental Services and Storm Water departments, as well as an accrued liability of $5,667
for pollution remediation (see Note 17).

e Neighborhood Services expense decreased by $9,312, or approximately 12%, primarily due to a onetime payment to the
County of San Diego in fiscal year 2013 related to the Due Diligence Review of housing assets resulting from the
Redevelopment Agency dissolution.

BUSINESS-TYPE ACTIVITIES

Business-type activities increased the City’s net position by $115,325 during fiscal year 2014. Variances from fiscal year 2013 of
more than 10% are discussed below.

e Capital Grants and Contributions decreased by $21,139, or approximately 23%, primarily due to a onetime capital asset
donation from the San Diego County Water Authority during fiscal year 2013, which was partially offset by increases in
capacity charges contributed by developers for Sewer and Water Utilities.

e Investment income increased by $6,060, or approximately 249%, primarily due to the net effect of unrealized gains and
losses on the City’s investment pool.
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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, governmental fund balance
classifications comprise a hierarchy based primarily on the extent to which a government is bound to observe constraints
imposed upon the use of the resources reported.

As of the end of fiscal year 2014, the City’s governmental funds reported combined ending fund balances of $1,511,427, an
increase of $134,874 from fiscal year 2013. Approximately $76,197 constitutes unassigned fund balance, which is available for
spending at the City’s discretion. The remainder of fund balance is not available for new spending because it has been primarily
restricted or 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. Total Fund Balance for the General Fund was $350,114, an
increase of $3,330 from fiscal year 2013, after restatements of $124,286 for the following items: A reclassification of the Workers’
Compensation and Public Liability components of the Self Insurance fund as part of the General Fund; the consolidation of
several Special Revenue funds with the General Fund as of the beginning of fiscal year 2014, including Environmental Growth
and Special Gas Tax Street Improvement, as well as several funds from the Other Special Revenue-Budgeted and Other Special
Revenue-Unbudgeted categories; and the correction of accrued neighborhood services expenditures for the downtown parking
meter district (See Note 23 for additional information).

General Fund revenue totaled $1,260,618, which is an increase of $92,415, after restatements of $64,646. The increase was
primarily due to a one-time distribution of property taxes from the Redevelopment Property Tax Trust Fund (RPTTF) and growth
in Sales Tax revenue. General Fund expenditures totaled $1,267,040, which is an increase of $112,955, after restatements of
$7,254. The increase was mainly due to expenditures associated with the Mayoral Special Elections, higher annual required
contributions for pension in fiscal year 2014, and higher flexible benefit costs as a result of five-year labor agreements executed
in June 2013.

PROPRIETARY FUNDS

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

As of the end of fiscal year 2014, total Net Position for the Sewer Utility Fund was $2,349,378, an increase of $73,955, or
approximately 3% over fiscal year 2013, after restatements of ($15,495) for the following items: GASB 65 adjustments for bond
issuance costs; and the reclassification of liability claims for workers’ compensation (See Note 23). The Net Investment in
Capital Assets accounted for the majority of the variance, with an increase of $73,571. This is comprised of a net increase in
capital assets of $17,541, mainly in the construction in progress and distribution and collection systems infrastructure categories,
combined with a net decrease in long-term debt of $56,030. Unrestricted Net Position of the Sewer Utility Fund remained stable
at $327,793, an increase of $5,212, or approximately 2% over fiscal year 2013. Total Operating Income for the Sewer Utility
Fund also remained fairly stable at $92,012, an increase of approximately 6% over fiscal year 2013.

The Water Utility Fund had total Net Position of $1,683,916 at the end of fiscal year 2014, an increase of $45,499, or
approximately 3%, after restatements of ($13,893) for the following items: GASB 65 adjustments for bond issuance costs; and
the reclassification of liability claims for workers’ compensation (See Note 23). The Net Investment in Capital Assets increased
by $78,862. This is comprised of a net increase in capital assets of $50,154, mainly in the construction in progress and
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distribution and collection systems infrastructure categories, combined with a net decrease in long-term debt of $28,708. The
Unrestricted Net Position of the Water Utility Fund was $248,876, a decrease of $32,178, or approximately 11% from fiscal year
2013. This decrease was primarily caused by the use of Unrestricted Net Position to fund additions to capital assets. Total
Operating Income for the Water Utility Fund was $43,069, an increase of approximately 35% over fiscal year 2013. Operating
revenues increased by $33,057, or approximately 8%, primarily due to a 7.25% Council approved water rate increase that
became effective in January 2014. Operating expenses increased by $21,920, or approximately 6% primarily due to an increase
in the cost of purchased water from the City’s wholesale water supplier, the San Diego County Water Authority.

GENERAL FUND BUDGETARY HIGHLIGHTS

The following General Fund budgetary highlights include only those funds associated with General Fund operations as reported
in the City's budget, and exclude the additional budgeted funds included with the General Fund for GAAP reporting purposes.
The final budget for General Fund expenditures and transfers out was $44,141 higher than the original budget due to increases
(decreases) in appropriations primarily attributed to the following:

o  $34,835 for General Government and Support. This increase was primarily due to increased Public Liability costs and two
unanticipated mayoral special elections.

o  $12,487 for Public Safety-Police. The increase was primarily due to higher task force related overtime and fringe benefit
costs, increased usage rates due to the delayed implementation of the Fleet Services managed competition program and
fiscal year 2014 costs related to urgent repairs made to the emergency generator located at Police headquarters.

Actual revenues received in the General Fund were $17,512 higher than budgeted. Property Tax revenues were over budget by
$16,662, primarily due to a one time residual distribution from the Redevelopment Property Tax Trust Fund (RPTTF) related to
the Due Diligence Review of the Successor Agency’s Non-Housing Assets resulting from the Redevelopment Agency
dissolution. Transient Occupancy Tax revenues were over budget by $1,815, primarily due to continued growth in the local
tourism industry. Other Local Tax revenues were over budget by $4,804, due to increases from SDG&E franchise fees. Licenses
and Permits were over budget by $3,115 due to several small increases spread across various Licenses and Permits
categories. Revenue from Other Agencies was over budget by $2,247, due to Assembly Bill 109 Public Safety Realignment (AB
109) from the California Board of State and Community Corrections. Charges for Current Services revenues were under budget
by $11,919 primarily as a result of the Park and Recreation and Transportation and Storm Water departments providing less
reimbursable services than anticipated in the budget.

Actual expenditures for the General Fund were $20,869 under budget. General Government and Support had appropriation
savings of $13,057 due to lower than anticipated consulting services and position vacancies. Sanitation and Health had
appropriation savings of $1,335 due primarily to vacant positions. Neighborhood Services had appropriation savings of $1,772
primarily due to various delays in developing the Community Plan Updates.
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CAPITAL ASSET AND DEBT ADMINISTRATION

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

Total

Governmental Activities Business-Type Activities Primary Government

2014 2013 2014 2013 2014 2013
Land and Rights of Way $ 1764927  $ 1729238 § 97,013 § 97036 $ 1,861,940 $ 1,826,274
Easements 769 656 1,702 667 2,471 1,323
Construction in Progress 239,295 389,928 226,399 191,265 465,694 581,193
Structures and Improvements 830,048 667,773 1,156,089 1,181,453 1,986,137 1,849,226
Equipment 146,834 140,776 138,108 147,443 284,942 288,219
Intangible Equipment 12,371 23,546 18,342 15,939 30,713 30,485
Distribution and Collection Systems - - 3,633,237 3,573,381 3,633,237 3,573,381
Infrastructure 1,536,284 1,544,312 - - 1,536,284 1,544,312
Totals $ 4530528  $ 4496229 §$ 5270890  $ 5207184  § 9801418  $ 9,703 413

CAPITAL ASSETS

In accordance with Governmental Accounting Standards Board (GASB) Statement Nos. 34 and 51, all major assets such as
streets, signals, bridges, drains distribution and collection systems for water and sewer and intangible assets 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 the proprietary funds capital assets are reported at the fund level. Governmental funds are
reported on a modified accrual basis at the fund level. Differences between reporting at the fund level and government-wide
level for these governmental assets are explained in both the reconciliation and the accompanying notes to the basic financial
statements.

The City’s investment in capital assets (including infrastructure) for governmental and business-type activities as of June 30,
2014 was $9,801,418 (net of accumulated depreciation/amortization). There was an overall increase in the City’s investment in
capital assets over fiscal year 2013 of approximately $98,005. Readers interested in more detailed information on capital asset
activity should refer to Note 4.

HIGHLIGHTS OF FISCAL YEAR 2014 CAPITAL IMPROVEMENT ACTIVITIES

Governmental Activities

e The New Main Library opened on September 30, 2013. This project provides a new multi-story, multi-use facility that
includes a Charter High School, auditorium, art gallery and multiple public meeting spaces. The 500,000 square foot
building meets current library needs and provides room for growth. The City’s fiscal year 2014 capital expenditures for this
project were $7,527. The project was funded by multiple sources including grant funds, private donations and former
Redevelopment Agency (RDA) funds.
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e The asphalt overlay of approximately 70 miles of roads citywide, and the installation of nearly 1,000 new curb ramps was
completed during fiscal year 2014. These projects will result in improved surface street conditions and reduce our level of
transportation related deferred capital costs. Funded primarily by the Deferred Capital Bonds and Gas Tax, the City’s fiscal
year 2014 expenditures for these projects were $24,520.

o  Several projects that focus on removing barriers in the public right of way, as well as improving access to existing City
facilities, as required by the Americans with Disabilities Act (ADA) are currently underway and in various stages of
completion. City-wide expenditures on dedicated ADA projects in fiscal year 2014 were $4,380.

e  Construction began on Fire Station #45 — East Mission Valley during fiscal year 2014. Once complete, this project will
provide the Mission Valley community with a station capable of housing 18 personnel, two engines, one ambulance, and
other major fire apparatus. Total fiscal year 2014 capital expenditures for this project were $2,362.

o The installation phase of a new citywide in-station alerting system at all fire stations began in fiscal year 2014. Once
complete, the new system will replace the twenty-one year old system. The updated system will help to reduce response
times. Fiscal year 2014 expenditures for this project totaled $2,439. It is anticipated that the project will be completed
during fiscal year 2015.

o  Construction was completed on the Memorial Pool Improvements project during fiscal year 2014. This project involved the
demolition of the existing 40 year old pool and the design and construction of a new pool. Also a child’s water play area
was installed as part of the improvement. Project expenditures for fiscal year 2014 were $2,607.

e  Construction continued on the Pedestrian Bridge along Shoal Creek Drive over Ted Williams Parkway. This pedestrian
bridge is located near Shoal Creek Elementary School and will increase pedestrian safety when crossing Ted Williams
Parkway. Fiscal year 2014 expenditures totaled $2,700.

e The Avenida de la Playa Storm Drain Infrastructure project began construction during the 2014 fiscal year. This project will
reduce flooding in the area by increasing pipe capacity. Also, the dry-weather run off will be reduced via the addition of a
hydrodynamic separator, and the replacement of the low-flow diversion and outlet box. Project expenditures in fiscal year
2014 totaled $2,919.

Business-Type Activities

During fiscal year 2014, the Water Utility Fund incurred capital expenses of approximately $55,180 related to capital
improvement projects (CIP). The following major projects continued during fiscal year 2014: Scripps Ranch Pump Station;
Harbor Drive Pipeline Replacement; Water Group Jobs 926 and 949 (large-scale pipeline replacements); and Water Department
Security Upgrades. Capital asset write-offs (net) for fiscal year 2014 were approximately $1,937 and were primarily related to
losses on abandoned projects and retirements of distribution and collection system assets.

During fiscal year 2014, the Sewer Utility Fund incurred capital expenses of approximately $54,050 related to CIP, of which the
Metropolitan system CIP increased approximately $16,930, and the Municipal system CIP increased approximately $37,120.
The following major projects continued during fiscal year 2014: Point Loma Grit Processing Improvements; Pump Station 84
Upgrade and Pump Station 62 Abandonment; Ovation (monitoring and control software) Upgrade at North City Water
Reclamation Plant; and the continued replacement of sewer mains and upgrades to the sewer infrastructure. Capital asset write-
offs (net) for fiscal year 2014 were approximately $1,681 and were primarily related to losses on abandoned projects and
retirements of distribution and collection system assets.
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HIGHLIGHTS OF THE APPROVED FISCAL YEAR 2015 CAPITAL IMPROVEMENT PROJECTS (CIP) BUDGET

The Annual Adopted Capital Improvements Budget for fiscal year 2015 is $309,972. The largest funding allocation is for Water
and Sewer projects, which makes up over 68% of the total CIP budget. The second largest allocation is for Transportation and
Storm Water related projects, representing 15% of the total adopted CIP Budget. Funding for governmental projects includes:
TransNet funds; facilities benefit assessments; developer impact fees; developer contributions; federal, state, local, and private
contributions; land sale proceeds; and deferred capital projects bonds. Highlights of the key budgets by department are as
follows:

Governmental Activities

e Transportation and Storm Water: $46,980. In fiscal year 2015 approximately 80 miles of roads will be resurfaced; ten
storm water pipeline replacement projects and three water quality improvement projects are scheduled to be
completed. Additionally, there are plans to underground 15 miles of overhead utility lines. Additional efforts will focus
on various traffic calming, signal modification, bridge rehabilitation, and pedestrian/biking improvements.

e Parks and Recreation: $30,444. Planned project types for fiscal year 2015 include play area upgrades, joint use
fields, accessibility improvements, comfort stations, picnic shelters, sports field and security lighting, open space
acquisition and improvements, as well as new park development and golf course improvements and upgrades.

e Public Works — General Services: $2,344. Projects during fiscal year 2015 will focus primarily on ADA improvements
throughout the City. Fire Alarm replacements at buildings throughout the City and HVAC upgrades at Casa del Prado,
the Municipal Gymnasium, and Spanish Village are also scheduled to be completed during the fiscal year.

e Library: $1,592. Key projects in fiscal year 2015 include initiating the construction of the Skyline Hills Branch Library,
as well as completing the design for the future Mission Hills — Hillcrest Branch Library.

Business-Type Activities

e The fiscal year 2015 Public Utilities CIP budget is $211,420. Significant projects include: $41,173 for water main
replacements; $22,500 for pipeline rehabilitation; $55,368 for sewer main replacements, $6,637 for standpipe and
reservoir rehabilitation, $6,233 for the Otay second pipeline installation, and $5,470 for the Enterprise Asset
Management system implementation.

COMMITMENTS AND RESTRICTIONS

The City has contractual commitments related to its CIP program which have been encumbered in the funds. The following table
provides a breakdown of these commitments:

Nonmajor Governmental Funds $ 66,592
Sewer Utility 70,451
Water Ufility 49,848
Nonmajor Enterprise Funds 1,478
Internal Service Funds 18

Total Confractual Commitments $ 188,387
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In addition, there are restrictions on City financial resources externally imposed by creditors, grantors, contributors or laws or
regulations of other governments or constraints imposed by law through constitutional provisions or enabling legislation,
including the City Charter. Note 21 identifies restrictions on governmental fund balances. In addition, there are restrictions related
to enterprise funds where revenues of the fund can only be used for costs related to the enterprise.

LONG-TERM DEBT

CITY OF SAN DIEGO'S OUTSTANDING DEBT
(Dollars in Thousands)

Total
Govermnmental Activities Business-Type Activities Primary Government
2014 2013" 2014 2013 2014 2013
Capital Lease Obligations $ 58,094 $ 65369 $ 2,590 $ - $ 60,684 $ 65369
QECB Lease Obligations 10,864 11,637 - - 10,864 11,637
Confracts Payable 16,820 7,454 - - 16,820 7,454
Loans Payable 13,552 21,638 161,360 145,330 174,912 166,968
Section 108 Loans Payable 4,081 5,630 - - 4,081 5,630
Revenue Bonds/Lease
Revenue Bonds 546,930 533,235 1,778,310 1,850,645 2,325,240 2,383,880
Tobacco Settlement
Asset-Backed Bonds 77,785 81,635 - - 77,785 81,635
Totals § 728126 $ 726,598 $ 1,942,260 $ 1,995,975 $ 2,670,386 $ 2,722,573

"Fiscal year 2013 amounts have been restated (See Note 23)

At the end of fiscal year 2014, the City, including blended component units, had total debt outstanding of approximately
$2,670,386. This amount represents lease revenue bonds, tobacco settlement asset-backed bonds, contracts payable, loans
payable, Section 108 loans, state revolving fund (SRF) loans, qualified energy conservation bonds (QECBs) and capital lease
obligations.

Governmental Activities

PFFA issued $43,245 of lease revenue and lease revenue refunding bonds, series 2013A (Capital Improvement Projects and
Old Town Light Rail Extension refunding) and $6,285 of lease revenue refunding bonds, series 2013B (Balboa Park/Mission Bay
Park Refunding). The series 2013B were issued to refund all of the outstanding City 2003 Certificates of Participation (1993
Balboa Park/Mission Bay Park Refunding). The Series 2013A and 2013B bonds are special, limited obligations of PFFA secured
solely by the base rental payments paid by the City for the use and occupancy of the leased property and certain funds held
under the indenture.

Total principal payments or reductions of long-term debt were $96,949. Of this amount, $39,685 was for outstanding bonds,
including $16,025 of bonds refunded or redeemed in advance of the scheduled maturity date and $23,660 of scheduled bond
principal payments. Also included were $1,549 of Section 108 loan principal payments of which $1,284 was paid in advance of
the scheduled maturity and $265 of principal was paid as scheduled, $8,847 for loans payable, $7,585 for contracts payable and
$39,283 for qualified energy conservation bonds and capital leases obligations.
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Readers interested in more detailed information regarding governmental activities long-term liabilities should refer to Note 5.

Business-Type Activities

The City received the following State Revolving Fund Loan disbursements from the California State Water Resources Control
Board:

e $9,640 for the Point Loma Grit Processing Improvement Project.

e $2,986 for Segments M-1, N-1, O-1 and P-1 of the Sewer Pipeline Replacement Project.
e  $1,106 for Segment Q-1 of the Sewer Pipeline Replacement Project.

e $7,597 for Segment R-1 and S-1 of the Sewer Pipeline Replacement Project.

The City also received State Revolving Fund Loan disbursements from the State of California Department of Public Health of
$3,293 to assist in financing the Harbor Drive Pipeline Replacement Project and $95 for the Lindbergh Field Pipeline
Replacement Project, which supports City efforts to meet safe drinking water standards.

Total principal payments for long-term debt were $81,022. Of this amount, $72,335 was for scheduled bond principal payments
and $8,687 for loans payable.

Readers interested in more detailed information regarding business-type activities long-term liabilities should refer to Note 6.

As of the issuance of this report, the City’s Implied General Obligation (GO) / Issuer Credit Ratings and credit ratings on
outstanding Lease Revenue Bonds and Revenue Bonds are as follows:

Fitch Moody's Investors
Ratings Service Standard & Poor's
Implied GO / Issuer Credit Rating AA- Aa2 AA
Outlook Stable Stable Stable
Lease Revenue Bonds A+ A1 AA-
Outlook Stable Stable Stable
Wastewater System Bonds AA Aa3 AA-
Outlook Stable Stable Stable
Water System Bonds
(Senior/Subordinate) AA/AA- Aa2/Aa3 AA-/Not Rated
Outlook Stable Stable Stable

The Government Code of the State of California sets legal debt limits based on a percentage of assessed valuation. 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 current debt limitations for water and other purposes are $6,240,009 and $4,160,0086, respectively (see Statistical Section,
Table 12).

It has been the City's practice to issue revenue bonds for the purpose of constructing water and sewer facilities. Revenue bonds
do not constitute an indebtedness of the City. They are special obligations payable from the revenues received by the utilities.

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

Deferred Maintenance and Capital Expenditures on Depreciable Assets

The City owns and maintains depreciable assets, including but not limited to, infrastructure, streets, bridges, parks, public
facilities, and airports. In the past, the City has deferred maintenance and capital expenditures related to these assets, resulting
in deteriorated structures and portions of the City’s infrastructure. As of 2011, the City estimated a backlog of approximately
$898,000 in deferred capital needs for the City's existing General Fund infrastructure, including $478,000 for streets; $185,000
for General Fund owned public buildings; and $235,000 for storm drain infrastructure. The total City deferred maintenance
backlog is likely higher since the estimate is based on an outdated and partial condition assessment of the assets and because it
excludes certain asset classes and infrastructure related to the City’s water and sewer systems and other enterprises. Condition
assessments are currently underway to evaluate approximately 1,200 City facilities and will continue through calendar year 2017.
Condition assessments for sidewalks and certain parks are also underway and are anticipated to be completed by December
2014. Condition assessments for streets are expected to be completed by June, 2015. The Public Utilities Department has
launched a condition assessment program that consists of five condition assessment contracts for water and wastewater
infrastructure, including water mains. As these assessments are completed, the City will have a better understanding of funding
needs related to maintenance and capital expenses of its depreciable assets.

On March 20, 2012, the City Council approved a deferred capital funding plan, known as Enhanced Option B, which included
bond funding totaling $419,320 over a five-year period from fiscal years 2013 through 2017, and increasing annual cash funding
for maintenance and repair and capital expenditures (not including annual debt service) from $50,000 in fiscal year 2014 to
$79,040 by fiscal year 2017. Under the Enhanced Option B funding plan, the City has already completed a bond series in fiscal
year 2013 and has authorization to conduct an additional financing up to $120,000. An aggregate total of $168,320 in additional
lease revenue bonds are planned for fiscal years 2016 and 2017. The combined bond funding from fiscal year 2013 through
2017 is currently projected to be $323,320 compared to the $419,320 in the Enhanced Option B plan.

In addition to deferred capital, the City’s infrastructure needs include annual maintenance and repair costs for existing assets as
well as new assets needed to provide essential services. The City has identified significant storm water capital projects in the
Watershed Asset Management Plan needed to comply with more stringent water quality regulations (see Note 16), fire stations,
libraries, parks, and other needed public facilities in the community. The San Diego Convention Center, which was originally
built in 1989 and expanded in 2001, is projected to necessitate approximately $41 million in capital and operations and
maintenance funding between Fiscal Year 2015 and Fiscal Year 2019, of which approximately $31 million represents capital
costs. Over the prior ten year period capturing Fiscal Year 2005 through Fiscal Year 2014, a total of approximately $29 million
was funded in the form of ongoing capital maintenance.

Agreement Relative to Modified Permit for the Point Loma Wastewater Treatment

The Point Loma Wastewater Treatment Plant is the main treatment facility for the Metropolitan Sewerage System. The treatment
plant operates with a modified National Pollutant Discharge Elimination System (NPDES) Permit that includes a variance from
the Federal Clean Water Act (CWA) secondary requirements for the discharge of total suspended solids and biochemical oxygen
demand. The permit, which expires on July 31, 2015, must be renewed every five years. If the City cannot operate under a
modified permit, there could be significant future obligations to fund the secondary treatment requirements. If the City is required
to upgrade to secondary treatment, the estimated cost could be approximately $2,100,000, based on an estimate in 2014, not
including financing costs. The City intends to submit the modified permit renewal application by the end of January 2015. See
Notes 17 and 24 for additional information.
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Qualcomm Stadium Site Lease

In fiscal year 2014, Management became aware of a situation where the General Fund was using property owned by the Water
Utility without compensating the Water Utility for such use. Specifically, approximately half of the Qualcomm Stadium site is
owned by the Water Utility. In 1966, the former San Diego Stadium Authority, the City, and the Water Utility entered into a lease
agreement for the Water Utility’s portion of the site to allow for the construction of the stadium. In exchange for that use, the San
Diego Stadium Authority paid the City $15 annually to compensate the Water Utility. After the San Diego Stadium Authority was
dissolved, the City continued to pay the Water Utility $15 per year through 2005. At that time, a new appraisal and lease
agreement should have been entered into between the General Fund and the Water Utility but this did not occur. Management
is currently examining options either to enter into a new, market value lease of the Water Utility parcel or to exchange the Water
Utility parcel for a General Fund parcel of similar value. Management is not able to calculate the cost to the General Fund of
either of these options at this time.

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 sent to the Office of the City
Comptroller at comptroller@sandiego.gov. This financial report is also available on the City’s website at www.sandiego.gov,
under the Office of the City Comptroller. Additional information intended for the investor community is available on the Investor
Information web page also located on the City’s website listed above.
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CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

STATEMENT OF NET POSITION
June 30, 2014
(Dollars in Thousands)

Primary Government Component Units
San Diego
Convention San Diego
Governmental Business-Type Center Housing
Activities Activities Total Corporation Commission
ASSETS

Cash and INVEStMENS .............ciiiiiiiiiiicc s $ 1,155,831 $ 875,297 $ 2,031,128 $ 8,329 $ 126,128

Receivables:
Taxes - Net of Allowance for Uncollectibles ..............cccooiiiinniiciinnne. 92,974 - 92,974 - -
Accounts - Net of Allowance for Uncollectibles .................................. 80,360 130,952 211,312 5,303 8,264
CIAIMS ..ot 221 100 321 - -
Special ASSESSMENTS .........cccocuiiiiiiiciic s 401 - 401 - -
NOEES ... 248,941 - 248,941 - 256,811
LOANS ...t 68,386 - 68,386 - -
ACCTUEA INTEIESE ...t e e e 1,343 1,856 3,199 - 32,886
Grants .... 25,954 574 26,528 - -
Advances to Other Agencies ..................... 21,411 - 21,411 - -
Internal BalanCes ...........couuiiiiiiii e 7,164 (7,164) - - -
Inventories of Water in Storage ................ - 63,258 63,258 - -
INVentories ... 2,412 681 3,093 - -
Land Held fOr RESEAIE ..........cocueiiiuiiicee e aae s 32,212 - 32,212 - -
Prepaid EXDPENSES .........cccciiiiiiiiiiiiccccie e, 1,947 - 1,947 639 752
Restricted Cash and INVESIMENtS ............oouiiiiriiiiiiiieeee e 171,357 221,210 392,567 - 3,975
Other ASSELS .......ouuuiiiiiiiiii e - - - 139 3,234
Capital Assets - Non-Depreciable ............coooiiiiiiiiiiiii 2,004,991 325,114 2,330,105 18,599 66,386
Capital Assets - Depreciable ... 2,525,537 4,945,776 7,471,313 11,354 112,706
TOTAL ASSETS ...ttt ss s s s rs s s snaaa s e aaanae e 6,441,442 6,557,654 12,999,096 44,363 611,142

DEFERRED OUTFLOWS OF RESOURCES

Loss on Refunding .............coooiiiiiiiiiiiiii 10,164 15,660 25,824 - -
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STATEMENT OF NET POSITION
June 30, 2014
(Dollars in Thousands)

Primary Government Component Units
San Diego
Convention San Diego
Governmental  Business-Type Center Housing
Activities Activities Total Corporation Commission
LIABILITIES
Accounts Payable ..o $ 86,124 $ 88,209 $ 174,333 $ 572 $ 4,721
Accrued Wages and Benefits ................... 50,757 11,619 62,376 - 1,294
Other Accrued Liabilities .............cccoiiiiiiiiiiicccc s 1,070 7,590 8,660 2,419 731
Interest Accrued on Long-Term Debt ............ccooovviriiiiieiiiicicccccee 8,830 23,137 31,967 - 2,487
Long-Term Liabilities Due Within One Year ..............cccceeiiiiiiiiiiniiinnnn. 121,547 102,325 223,872 13,847 7,087
Due to Other AGENCIES ...........cccvurucuiiiiiiiiicc 104 34,629 34,733 - -
Unearned REVENUE ... 26,336 22,224 48,560 8,489 10,689
Liabilities Payable from Restricted Assets:
Customer Deposits Payable ...............ccccoeiiiiiiiiiiiieie e, - 16,093 16,093 - -
Deposits/Advances from Others .. - 7,286 7,286 - 1,596
Long-Term Liabilities Due After One Year:
Arbitrage Liability .............ccoiiiiiiiiiiii - 90 90 - -
Compensated ADSENCES ...........couuiiuiiieieiee e e 40,556 7,251 47,807 27 -
Liability ClaimS ........ccceiiiiiniiiicceics s 292,461 31,417 323,878 - -
Capital Lease Oblgations .............cceoveieiuieieieeeieceeceeee et 43,659 2,250 45,909 - -
QECB Lease Obligations .................euuiviiiiiiiiiiiiiiiiiiiiiiiiiiiiiins 10,072 - 10,072 - -
CoNtracts PAyabIe .........c.ccoveiuiiieiieeieceeeeeeeeee et 16,820 - 16,820 - -
Notes Payable ..........cocooiiii - - - 17 123,994
Loans Payable ... 4,255 152,505 156,760 - -
Section 108 Loans Payable ..............cccccvvviiiiiiiiiiiiiiiiis 3,801 - 3,801 - -
Net Bonds Payable .. 622,625 1,771,084 2,393,709 - -
Estimated Landfill Closure and Postclosure Care .............cccoooccueniniiinnnne - 23,290 23,290 - -
Net Other Postemployment Benefit Obligation ....................ccoeoiiiiinns 188,846 54,277 243,123 - -
Net Pension Obligation .............cccccrurieiiiiiiiicccccc 114,022 22,610 136,632 - -
TOTAL LIABILITIES ....ccuiiiiiiiiiiiiiccrcsi s e sna i enas 1,631,885 2,377,886 4,009,771 25,371 152,599
DEFERRED INFLOWS OF RESOURCES
Gain on Refunding - 3,276 3,276 - -
NET POSITION
Net Investment in Capital ASSets ...........ccoeuiiiiiiiiiiiiiii e 3,988,284 3,526,979 7,515,263 17,306 54,862
Restricted for:
Capital ProjECES .. ...uieniiiie e 459,115 - 459,115 - -
Debt Service ... - 1,880 1,880 - -
277,139 - 277,139 - -
24,307 - 24,307 - -
68,206 - 68,206 - -
277,586 25,404 302,990 - 160,498
(274,916) 637,889 362,973 1,686 243,183
TOTAL NET POSITION ....ccoviiiiiiiiiiii i crn e na e $ 4,819,721 $ 4,192,152 $ 9,011,873 $ 18,992 $ 458,543

The accompanying notes are an integral part of the financial statements.
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STATEMENT OF ACTIVITIES
Year Ended June 30, 2014
(Dollars 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 ............ccovevevvneeiineeennnnnn. $ 286,798 $ 198,856 $ 11,353 $ 10,151
Public Safety - Police .............ccoooiviiiiiiiiii 441,803 42,976 4,188 437
Public Safety - Fire and Life Safety and Homeland Security ..... 253,741 34,984 20,707 90
Parks, Recreation, Culture and Leisure ..................cccoceeeee 267,523 51,721 12,867 60,482
Transportation ...........coueuiiiiiii s 192,928 30,262 58 43,474
Sanitation and Health 89,448 15,342 1,060 3,060
Neighborhood Services 70,191 36,339 10,358 2,844
Debt Service - Cost of Issuance ..............cccocevviiiiiiininnenn. 518 - - -
Debt Service - Interest ...........cccoeeiiiiiiiiiiii 35,226 - - -
TOTAL GOVERNMENTAL ACTIVITIES ........covvuunns 1,638,176 410,480 60,591 120,538
Business-Type Activities:
Sewer Utility 326,437 364,548 - 33,081
Water Utility . 443,453 447,565 684 37,250
AITDOMS . 4,663 4,371 461 408
Development SErVICES .........cuvvniuiiiiiiiiie e 50,825 52,402 - -
Environmental Services .............cooeeiviiiiiiiiiiiiiiiiieeen 33,724 26,043 14 -
GOIf COUIMSE . euiniiiiee e e 16,423 19,764 - -
RECYCING «.ivviii i 20,475 19,046 372 -
TOTAL BUSINESS-TYPE ACTIVITIES ........cccuvnnnne 896,000 933,739 1,531 70,739
TOTAL PRIMARY GOVERNMENT .........cccvvvunnienn, $ 2,534,176 $ 1,344,219 $ 62,122 $ 191,277
Component Units:

San Diego Convention Center Corporation $ 31,832 $ 29,134 $ 3,405 $ 99
San Diego Housing Commission 219,343 35,310 186,987 457
TOTAL COMPONENT UNITS .....ccoovviimniiiiinnnnnns $ 251,175 $ 64,444 $ 190,392 $ 556

General Revenues:
Property TAXES .....couuiiiiiii e
Transient OCCUPANCY TAXES .....ccvuuuriiiiiiiieeiiiie e e
Sales Taxes - Shared State Revenue
Other Local Taxes
Developer Contributions and Fees ..............cccooiiiiiiiiiiiiii
Grants and Contributions not Restricted to Specific Programs ..................
Investment INCOME ..........iiiiiiiii e
MiISCEllAaNEOUS .........oiiiiiiiiii i

Transfers, NEt ... ..o

TOTAL GENERAL REVENUES AND TRANSFERS .........cccociiiiniiinniinnns
Extraordinary Gain (LOSS) ......cuuiuiiiiiie et
CHANGE IN NET POSITION .....ccuuiiiiiiiiiiiiiiicin e ean e
Net Position at Beginning of Year, as Restated .........................ei

NET POSITION AT END OF YEAR .......cccevuiiiiiiiiniiiiiin e snna e
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Net Revenue/(Expense) and Changes in Net Position

Primary Government Component Units
San Diego

Business- Convention San Diego

Governmental Type Center Housing
Activities Activities Total Corporation Commission
$ (66,438) $ - $  (66,438) $ - $ -
(394,202) - (394,202) - -
(197,960) - (197,960) - -
(142,453) - (142,453) - -
(119,134) - (119,134) - -
(69,986) - (69,986) - -
(20,650) - (20,650) - -

(518) - (518)

(35,226) - (35,226) - -
(1,046,567) - (1,046,567) - -
- 71,192 71,192 - -
- 42,046 42,046 - -
- 577 577 - -
- 1,577 1,577 - -
- (7,667) (7,667) - -
- 3,341 3,341 - .
- (1,057) (1,057) - R
- 110,009 110,009 - -
(1,046,567) 110,009 (936,558) - -
- - - 806 -
- - - - 3,411
- - - 806 3,411
470,905 - 470,905 - -
173,376 - 173,376 - -
282,345 - 282,345 - -
186,747 - 186,747 - -
47,765 - 47,765 - -
674 - 674 - -
13,627 8,489 22,116 3 9,122
32,482 12,096 44,578 356 -
15,269 (15,269) - - -
1,223,190 5,316 1,228,506 359 9,122
(14,828) - (14,828) 3,000 -
161,795 115,325 277,120 4,165 12,533
4,657,926 4,076,827 8,734,753 14,827 446,010
$ 4819721 $ 4,192,152 $ 9,011,873 $ 18,992 $ 458,543

The accompanying notes are an integral part of the financial statements.
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GOVERNMENTAL FUNDS
BALANCE SHEET
June 30, 2014
(Dollars in Thousands)

Other Total
Governmental Governmental
General Fund Funds Funds
ASSETS
Cash and Investments $ 322,758 $ 707,082 $ 1,029,840
Receivables:
Taxes - Net of Allowance for Uncollectibles 72,755 20,219 92,974
Accounts - Net of Allowance for Uncollectibles 8,530 70,448 78,978
Claims 221 - 221
Special A nents - 401 401
Notes - 248,941 248,941
LOBNS .. - 68,386 68,386
Accrued Interest 535 766 1,301
Grants 1,186 24,055 25,241
From Other Funds 38,805 - 38,805
Advances to Other Funds 1,548 5,206 6,754
Advances to Other Agencies 3,730 17,681 21,411
Land Held for Resale - 32,212 32,212
Prepaid Items - 24 24
Restricted Cash and INVESIMENES ... ... e e e e aaans - 171,357 171,357
TOTAL ASSETS $ 450,068 $ 1,366,778 $ 1,816,846
LIABILITIES
Accounts Payable $ 34,141 $ 47,360 $ 81,501
Accrued Wages and Benefits 48,594 503 49,097
Other Accrued Liabilities - 353 353
Due to Other Funds - 38,805 38,805
Due to Other Agencies 50 54 104
UNEAMEA REVENUE .....oeiieit it e et e e e e e e et e e et e e e e e eaen - 26,317 26,317
Sundry Trust Liabilities - 104 104
Advances from Other Funds - 6,754 6,754
COoNtract DEPOSIES ... ...uiiiiii i s 403 80 483
LI I I Y = Y 83,188 120,330 203,518
DEFERRED INFLOWS OF RESOURCES
Unavailable Revenue - Taxes.. 11,978 53,819 65,797
Unavailable REVENUE = GIantS.............couuuiiiiiieii et e e e et e et e e e e e e e e e e e e e e e e e e eaneaen - 13,699 13,699
Unavailable REVENUE = Other...........uiiieii et e e e e e e e e e eanns 4,788 17,617 22,405
TOTAL DEFERRED INFLOWS OF RESOURCES ..........cooiiiiiiiiiiiiiiiiiiinine s s sasnsnaaanens 16,766 85,135 101,901
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GOVERNMENTAL FUNDS
BALANCE SHEET
June 30, 2014
(Dollars in Thousands)

Other Total
Governmental Governmental
General Fund Funds Funds
FUND BALANCES
Nonspendable... 1,248 24,326 25,574
RESHHCIEA. ... s 104,885 1,011,875 1,116,760
COMMIEEA. et e e e e e e ettt e et 147,053 140,268 287,321
ASSIANEA. ... e 5,575 - 5,575
UN@SSIANEd. ... 91,353 (15,156) 76,197
TOTAL FUND BALANCES ......ooiiiii it s s s sas s e s s e sean s e e aans 350,114 1,161,313 1,611,427
TOTAL LIABILITIES, DEFERRED INFLOWS OF RESOURCES AND FUND
BALANGCES ......coiiiiiiiiiicccccceeees s e e e e e e n e r e aa s e e e e $ 450,068 $ 1,366,778
Amounts reported for governmental activities in the Statement of Net Position are different because:
Capital assets used in governmental activities are not financial resources, and therefore, are not reported at the fund level. 4,416,087
Certain assets and deferred outflows of resources are not financial resources (uses), and therefore, are not reported
at the fund level. 12,087
Unavailable revenues are not financial resources, and therefore, are reported as deferred inflows of resources. 101,901
Internal service funds are used by management to charge the costs of activities such as Fleet Services, Central Stores,
Publishing Services, Employee Benefit Programs, and Data Processing to individual funds. The assets and liabilities
of internal service funds are included in governmental activities on the Statement of Net Position. 169,712
Certain liabilities, including bonds payable, are not due and pavable in the current period, and therefore, are not reported
in the funds. 1,391,493
Net Position of governmental activities (page 51) $ 4,819,721

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

REVENUES
Property Taxes

Year Ended June 30, 2014
(Dollars in Thousands)

Special Assessments

Sales Taxes ......

Transient Occupancy TaXes ..............coooouiiiiiiiiiiiiiiiaeeeeeee s

Other Local Taxes ...

Licenses and Permits

Fines, Forfeitures and Penalties .................cccocoeiiiniiiiiicce

Revenue from Use of Money and Property

Revenue from Federal Agencies .

Revenue from Other Agencies ...

Revenue from Private SOUrces .............ccoouiviiiiccccccccccce

Charges for Current Services

Other Revenue ........................

TOTAL REVENUES

EXPENDITURES
Current:
General Government and Support ...
Public Safety - Police ...
Public Safety - Fire and Life Safety and Homeland Security .

Parks, Recreation, Culture and Leisure .....................cccoevvinnn.

Transportation
Sanitation and Health

Neighborhood ServiCes ...........co.viiuiiiiiiiiieiieiieeee e

Capital Outlay

Debt Service:

Principal Retirement ..............cooooiiiiiiiii e
Cost Of ISSUBNCE ........ccoiiiiiiiiii e
INtErest ... o

TOTAL EXPENDITURES

EXCESS (DEFICIENCY) OF REVENUES OVER (UNDER) EXPENDITURES ...

OTHER FINANCING SOURCES (USES)
Transfers from Proprietary Funds

Transfers from Other Funds ..
Transfers to Proprietary Funds

Transfers to Other FUNAS .............ccoiiiiiiicceee e

Payment to Refunded Bond Escrow Agent ...

Proceeds from the Sale of Capital Assets ....

Capital Lease Proceeds.............

Loans Issued
Revenue Refunding Bonds Issued ..

Premium on Bonds Issued .

TOTAL OTHER FINANCING SOURCES (USES)

Extraordinary LOSS ...............oooiiiiiiiiiiiiiii

NET CHANGE IN FUND BALANCES

Fund Balances at Beginning of Year, as Restated ...............ccccccoovvvniiinnnn.

FUND BALANCES AT END OF YEAR

Other Total
Governmental Governmental
General Fund Funds Funds
$ 460,592 $ 10,368 $ 470,960
- 50,796 50,796
254,219 24,345 278,564
89,673 80,802 170,475
117,347 69,400 186,747
34,952 18,377 53,329
30,327 1,036 31,363
58,637 28,575 87,212
1,875 50,629 52,504
7,399 32,405 39,804
2,647 76,228 78,875
186,547 20,554 207,101
16,403 17,487 33,890
1,260,618 481,002 1,741,620
264,867 34,872 299,739
426,513 5,018 431,531
225,753 19,897 245,650
135,879 80,756 216,635
65,178 43,658 108,836
80,543 2,585 83,128
28,295 35,551 63,846
5,554 112,633 118,187
32,478 34,056 66,534
- 518 518
1,979 34,001 36,070
1,267,040 403,635 1,670,675
(6,423) 77,367 70,944
27,109 883 27,992
27,798 136,259 164,057
(9,134) (58) (9,192)
(37,804) (126,253) (164,057)
- (16,025) (16,025)
- 6,897 6,897
22,850 - 22,850
- 761 761
- 49,530 49,530
- 2,183 2,183
30,819 54,177 84,996
(21,067) - (21,067)
3,330 131,544 134,874
346,784 1,029,769 1,376,553
$ 350,114 $ 1,161,313 $ 1,511,427

The accompanying notes are an integral part of the financial statements.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
Year Ended June 30, 2014
(Dollars in Thousands)

Net Change in Fund Balances of governmental funds (page 56) $ 134,874

Governmental funds report capital outlays as expenditures. However, in the Statement
of Activities, the cost of those assets is allocated over their estimated useful lives and
reported as depreciation expense. This is the amount by which capital outlays

exceeded depreciation in the current period. 54,005

The net effect of various miscellaneous transactions involving capital assets (i.e., retirements

and transfers) is to decrease net position. (13,739)

Revenues available to liquidate liabilities of the current period were recognized in the governmental
funds during the current year; however, such amounts were recognized as revenue on the
Statement of Activities in the prior year. (19,508)

The issuance of long-term debt (i.e., bonds, leases) provides current financial resources to
governmental funds, while the repayment of the principal of long-term debt consumes the
current financial resources of governmental funds. Neither transaction, however, has any
effect on net position. This amount is the net effect of these differences in the treatment
of long-term debt and related items. 52

Some expenses reported in the Statement of Activities do not require the use of current
financial resources (i.e., compensated absences, net pension obligation), and therefore

are not accrued as expenditures in governmental funds. 11,522

Internal service funds are used to charge the costs of activities such as Fleet Services,
Central Stores, Publishing Services, Employee Benefit Programs, and Data Processing

to individual funds. The net expense of certain internal service activities is reported with

governmental activities. (5,411)

Change in Net Position of Governmental Activities (page 53) $

161,795

The accompanying notes are an integral part of the financial statements.
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PROPRIETARY FUNDS
STATEMENT OF NET POSITION
June 30, 2014
(Dollars in Thousands)

Type Activities - Enterprise Funds

Other
Sewer Water Enterprise Internal Service
Utility Utility Funds Total Funds
ASSETS
Current Assets:
Cash and Investments $ 451,235 $ 291,112 $ 132,950 $ 875297 $ 125,991
Receivables:
Accounts - Net of Allowance for Uncollectibles ......................cc.ooooiiiiiiiiis 50,849 77,111 2,992 130,952 1,382
Claims 34 66 - 100 -
Accrued Interest 965 651 240 1,856 42
Grants - 227 347 574 713
Inventories of Water in Storage - 63,258 - 63,258 -
Inventories - 681 - 681 2412
Total Current Assets . 503,083 433,106 136,529 1,072,718 130,540
Non-Current Assets:
Restricted Cash and Investments ... 83,008 80,403 57,799 221,210 -
Capital Assets - Non-Depreciable 157,726 150,181 17,207 325,114 5,043
Capital Assets - Depreciable 2,877,636 2,013,113 55,027 4,945,776 109,398
Total Non-Current ASSELS ...........cc.uuiiiiiiiiiiiiiiiiiiii s 3,118,370 2,243,697 130,033 5,492,100 114,441
TOTAL ASSETS 3,621,453 2,676,803 266,562 6,564,818 244,981
DEFERRED OUTFLOWS OF RESOURCES
Loss on Refunding 11,482 4,178 - 15,660 -
LIABILITIES
Current Liabilities:
Accounts Payable 26,663 57,318 4,228 88,209 4,623
Accrued Wages and Benefits 4,383 3,568 3,668 11,619 1,660
Interest Accrued on Long-Term Debt 6,781 16,356 - 23,137 204
Long-Term Liabilities Due Within One Year ..............ccooooiiiiiiiiiiiiiciiiiees 64,162 35,576 2,587 102,325 11,955
Due to Other Agencies 33,230 1,399 - 34,629 -
Unearned Revenue 1,252 3,097 17,875 22,224 19
Contract Deposits 3,225 4,365 - 7,590 130
Current Liabilities Payable from Restricted Assets:
Customer Deposits Pavable - 6,906 9,187 16,093 -
Total Current Liabilities ... 139,696 128,585 37,545 305,826 18,591
Non-Current Liabilities:
Deposits/Advances from Others 397 - 6,889 7,286 -
Arbitrage Liability................oooiiiiiiiiiiii - 90 - 90 -
Compensated Absences .. 2,545 2,487 2,219 7,251 3,520
Liability Claims 11,541 13,482 6,394 31,417 21,617
Capital Lease Obligations 1,125 1,125 - 2,250 27,422
Loans Payable 89,560 62,945 - 152,505 -
Net Revenue Bonds Payable 1,010,886 760,198 - 1,771,084 -
Estimated Landfill Closure and Postclosure Care - - 23,290 23,290 -
Net Other Postemployment Benefit Obligation 19,464 18,612 16,201 54,277 9,133
Net Pension Obligation 8,343 6,265 8,002 22,610 2,150
Total Non-Current Liabilities ..................cccccccoiiiiiiinie 1,143,861 865,204 62,995 2,072,060 63,842
TOTAL LIABILITIES 1,283,557 993,789 100,540 2,377,886 82,433
DEFERRED INFLOWS OF RESOURCES
Gain on Refunding - 3,276 - 3,276 -
NET POSITION
Net Investment in Capital Assets 2,021,186 1,433,559 72,234 3,526,979 80,703
Restricted for Debt Service 399 1,481 - 1,880 -
Restricted for Closure/Postclosure Maintenance - - 25,404 25,404 -
Unrestricted 327,793 248,876 68,384 645,053 81,845
TOTAL NET POSITION $ 2,349,378 $ 1,683,916 $ 166,022 4,199,316 $ 162,548
Adjustment to reflect the consolidation of Internal Service Fund activities related to Enterprise Funds 7,164
Net position of business-type activities (page 51) $ 4,192,152

The accompanying notes are an integral part of the financial statements.
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PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
Year Ended June 30, 2014
(Dollars in Thousands)

Business-Type Activities - Enterprise Funds

Other
Sewer Water Enterprise Internal Service
Utility Utility Funds Total Funds

OPERATING REVENUES
Sales Of Water ... $ - $ 434,285 $ - $ 434,285 $ -
Charges for Services 359,723 4,533 74,538 438,794 41,374
Revenue from Use of Property 584 7,007 - 7,591 -
USAGE FEES ...ttt - - 42,367 42,367 72,822
Other ... 4,241 1,740 4,721 10,702 450

TOTAL OPERATING REVENUES 364,548 447,565 121,626 933,739 114,646
OPERATING EXPENSES
Benefit and Claim Payments..........ccc.eeeeiiiiieeeiiiiieee e - - - - 15,967
Maintenance and Operations .. 151,523 91,357 93,251 336,131 52,775
Cost of Materials Issued ... - - - - 8,873
Cost of Purchased Water Used .. - 207,721 - 207,721 -
TAXES weeeeveeeeeeeeeetee e enen - 1,963 - 1,963 -
Administration . 50,428 54,498 27,000 131,926 14,204
Depreciation .........ocoeeeeeeeeeeeeeeeeeeen 70,585 48,957 5,760 125,302 22,731

TOTAL OPERATING EXPENSES 272,536 404,496 126,011 803,043 114,550
OPERATING INCOME (LOSS) 92,012 43,069 (4,385) 130,696 96
NONOPERATING REVENUES (EXPENSES)
Earnings on INVEStMENTS ..........ccooiiiiiiiiiiiec e 4177 3,185 1,127 8,489 554
Federal Grant Assistance - 109 461 570 (398)
Other Agency Grant Assistance . - 575 386 961 533
Loss on Sale/Retirement of Capital Assets ...............ccocooovviviiiccicicnnns (1,556) (1,630) (385) (3,571) (2,987)
Debt Service Interest Expense (51,652) (37,100) - (88,752) (608)

6,829 3,839 1,428 12,096 214
(42,202) (31,022) 3,017 (70,207) (2,692)

INCOME (LOSS) BEFORE CONTRIBUTIONS AND TRANSFERS ...... 49,810 12,047 (1,368) 60,489 (2,596)
Capital Contributions ............cccccccceviiinnne 33,081 37,250 408 70,739 82
Transfers from Other Funds 77 44 567 688 2,457
Transfers from Governmental Funds 19 3,608 6 3,633 5,559
Transfers to Other FUNAS ...........ccoiiiiiiiiiicc s (2,077) (356) (559) (2,992) (153)
Transfers to Governmental Funds ...............cccoooiiiiiiiiiiiicccccne (6,955) (7,094) (2,549) (16,598) (11,394)

TOTAL CONTRIBUTIONS AND TRANSFERS .........ccccooevuennunnnns 24,145 33,452 (2,127) 55,470 (3,449)
CHANGE IN NET POSITION 73,955 45,499 (3,495) 115,959 (6,045)
Net Position at Beginning of Year, as Restated 2,275,423 1,638,417 169,517 168,593
NET POSITION AT END OF YEAR $ 2,349,378 $ 1,683,916 $ 166,022 $ 162,548
Adjustment to reflect the consolidation of Internal Service Fund activities related to Enterprise Funds 634
Change in net position of business-type activities (page 53) $ 115,325

The accompanying notes are an integral part of the financial statements.
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CASH FLOWS FROM OPERATING ACTIVITIES

Receipts from Customers and Users

PROPRIETARY FUNDS

STATEMENT OF CASH FLOWS

Year Ended June 30, 2014
(Dollars in Thousands)

Business-Type Activities - Enterprise Funds

Receipts from Interfund Services Provided

Payments to Suppliers

Payments to Emplovees

Payments for Interfund Services Used

Transfers from Other Funds

Transfers from Governmental Funds

Transfers to Other Funds

Transfers to Governmental Funds

Operating Grants Received

Proceeds from Advances and Deposits

Payments for Advances and Deposits

Proceeds from Loans

Proceeds from Capital Contributions

Acaquisition of Capital Assets

Proceeds from the Sale of Capital Assets

Principal Pavments on Capital Leases

Principal Pavments on Loans.

Principal Pavments on Revenue Bonds

Interest Paid on Long-Term Debt.

CASH FLOWS FROM INVESTING ACTIVITIES

Sales of Investments

Purchases of Investments

Interest Received on Investments

Net Increase (Decrease) in Cash and Cash Equivalents

Cash and Cash Equivalents at Beainning of Year. as Restated

CASH AND CASH EQUIVALENTS AT END OF YEAR

of Net Position:

Other
Sewer Water Enterprise Internal Service
Utility Utility Funds Total Funds
$ 369,115 $ 438,285 $ 119,744 $ 927,144 $ 26,611
4,412 4,442 4,521 13,375 89,960
(115,995) (283,935) (44,005) (443,935) (42,964)
(77,605) (67,370) (68,339) (213,314) (43,911)
(6,991) (6,918) (6,999) (20,908) (1,902)
NET CASH PROVIDED BY OPERATING ACTIVITIES 172,936 84,504 4,922 262,362 27,794
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
7 44 567 688 2,457
19 3,608 6 3,633 5,559
(2,077) (356) (559) (2,992) (153)
(6,955) (7,094) (2,549) (16,598) (11,394)
................................... - 809 833 1,642 502
- 1,032 2,559 3,591 -
- - (100) (100) -
NET CASH PROVIDED BY (USED FOR) NONCAPITAL FINANCING ACTIVITIES . (8,936) (1,957) 757 (10,136) (3,029)
CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES
21,329 3,388 - 24,717 -
........................................... 20,394 15,213 618 36,225 -
(74,543) (77,137) (2,207) (153,887) (12,595)
125 306 - 431 1,334
B R - - (6,805)
(5,632) (3,055) - (8,687) -
................................ (48,285) (24,050) - (72,335) -
(55,435) (39,587) - (95,022) (611)
NET CASH (USED FOR) CAPITAL AND RELATED FINANCING ACTIVITIES ...........cuuuuee (142,047) (124,922) (1,589) (268,558) (18,677)
103,935 119,658 - 223,593 -
(98,076) (119,784) - (217,860) -
4,493 3,214 1,102 8,809 516
NET CASH PROVIDED BY INVESTING ACTIVITIES 10,352 3,088 1,102 14,542 516
32,305 (39,287) 5,192 (1,790) 6,604
423,226 338,683 185,557 947,466 119,387
$ 455,531 $ 299,396 $ 190,749 $ 945,676 $ 125,991
Reconciliation of Cash and Cash Equivalents at End of Year to the Statement
...................................................................................................... $ 451,235 $ 291,112 $ 132,950 $ 875,297 $ 125,991
83,008 80,403 57,799 221,210 -
Less Investments Not Meetina the Definition of Cash Equivalents .....................ccocco (78,712) (72,119) - (150,831) -
$ 455,531 $ 299,396 $ 190,749 $ 945,676 $ 125,991

Total Cash and Cash Equivalents at End of Year

60



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

PROPRIETARY FUNDS
STATEMENT OF CASH FLOWS
Year Ended June 30, 2014
(Dollars in Thousands)

Business-Type Activities - Enterprise Funds

Other
Sewer Water Enterprise Internal Service
Utility Utility Funds Total Funds
Reconciliation of Operating Income (Loss) to Net Cash
Provided by Operating Activities:
Operating Income (Loss) $ 92,012 $ 43,069 $ (4,385) $ 130,696 $ 96
Adjustments to Reconcile Operating Income (Loss) to
Net Cash Provided By Operating Activities:
Depreciation 70,585 48,957 5,760 125,302 22,731
Other Nonoperating Revenue 6,829 3,839 1,429 12,097 214
(Increase) Decrease in Assets:
Accounts Receivable - Net 1,849 (9,252) 174 (7,229) 1,692
Claims Receivable - Net - 159 - 159 -
Inventories - (10,680) - (10,680) (16)
Prepaid Expenses - - - - 216
Increase (Decrease) in Liabilities:
Accounts Pavable (2,176) 5517 (752) 2,589 80
Accrued Wages and Benefits 428 433 553 1,414 (344)
Due to Other Agencies 5,961 (575) - 5,386 (49)
Unearned Revenue 124 416 1,036 1,576 21
Contract Deposits 178 - - 178 -
Arbitrage Liability - 30 - 30 -
Compensated Absences (265) 37 148 (80) (520)
Liability Claims (2,451) 2,664 344 557 3,722
Estimated Landfill Closure and Postclosure Care. - - 725 725 -
Net OPEB Obligation 40 33 35 108 16
Net Pension Obligation (178) (143) (145) (466) (65)
Total Adiustments 80,924 41,435 9,307 131,666 27,698
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 172,936 $ 84,504 $ 4,922 $ 262,362 $ 27,794
Noncash Investing, Capital, and Financing Activities:
Capital Lease: $ 1,295 $ 1,295 $ - $ 2,590 $ 8,385
Developer Contributed Assets 12,687 22,038 - 34,725 -
Canital Asset Acauisitions Related to Accounts Pavable 71 57 (51) 77 -
Noncash Retirement of Capital Assets (1,681) (1,936) (385) (4,002) (979)
Capitalized Interest and Related Amounts 1,210 521 - 1,731 -
Amortization of Bond Premiums, Discounts and Refundina: (3,282) (3,191) - (6,473) -
Chanae in Fair Value of INVestments.................c.cooiiiiiiiii 355 7 - 362 -
Interest Fund Credits for Debt Service Pavments................cccoooiiiiiiiiiiiiiniii i (7,653) (1,286) - (8,939) -
Transfers of Capital ASSELS ...........cccioiiiiiiiiiiiii e - - - - (3,259)

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

61



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

FIDUCIARY FUNDS
STATEMENT OF FIDUCIARY NET POSITION
June 30, 2014
(Dollars in Thousands)

Trust Funds

Private-
Pension Investment Purpose Total Agency
ASSETS
Cash @Nd INVESIMENES .........c.oiiiiiiiieieee ettt ettt ettt ettt et e et et e e s e e e et e teeaeese et e eseeteeneesseeseeneesseneennenns $ 1,708 $ 6,386 $ 167,844 $ 175,938 $ 13,640
Cash with CUSLOdIAN/FISCAl AGENT .........uui et e s 239,369 - - 239,369 -
Investments at Fair Value:
Domestic FiXxed INCOME SECUMLIES .........oivuiii e e e e e e e e e e e e e e e ean 1,774,200 - 25,107 1,799,307 -
International Fixed INCOME SECUMLIES ..........couueiiiiii e e e et e e e e e e e e e e e 451,069 - - 451,069 -
Domestic EQUity SECUIMIES (SEOCKS) ... ...uuiiieeii ettt e e e e e e e e e e e e eaanas 1,703,423 - - 1,703,423 -
International Equity Securities (Stocks) . 1,261,674 - - 1,261,674 -
Global Equity Securities .. 364,418 - - 364,418 -
REAI EState EQUILY. . .. ittt 693,636 - - 693,636 -
EqUity MUBUAI FUNGAS ..o e e e e e e e et e et e e e et e e e e e aneens 545,696 - - 545,696 -
Fixed INCOME MULUAI FUNAS ..ottt ettt e e et e e e et e e et e b et anaeaeanas 394,851 - - 394,851 -
PrIVAIE EQUITY ..ttt et et e 380,975 - - 380,975 -
INFTASIIUCIUIE ...ttt et e et et e e e e e e e e e e et e e eaans 50,805 - - 50,805 -
Receivables:
ACCOUNTS = INBE ... - - - - 925
SPECIAI ASSESSITIENS .......veiuiiieiiieitieeetie ettt e et e e st e et e et e e ete e e st e easeeeseeessseeaseeesseeeaseenseeesseeenseensseasseesnsessaeanseennnes - - - - 353
Contributions ... 7,276 - - 7,276 -
ACCTUEBA INEEIEST ...ttt et e ettt e e ettt et e e e bt e e e e e bab e e e e e sabae e e e e baaeeeeeabsaeeeesssaeeeannnseaes 10,000 8 480 10,488 5
INOES ANA CONIACES ......viiiuiieiiieeeiietee ettt ettt e ettt et e et e e e ae e e eae e et e e eseeeseeeasaeeseeeeneeenseeaseeeeseesnneans - - 6,138 6,138 -
LLOBINS .. bbb 36,706 - - 36,706 -
SECUMEIES SOIA ..ot e ettt e e ettt e e et e e e s tab e e e e e eabaaeeesesabeeeeesabaaeeeaesnsseaeesnssbeeesanssaaeennnnes 46,339 - - 46,339 -
DUE FrOM OtNEI AGEINCY ...ttt ettt e et e et e et eeae e et e e eteeeaeeeateeeseeeeneeenseeesseeenneenseeenneesnnas - - 38 38
AAVANCES 10 OthEr AGENCIES ....iieeiitiit et e e et e et e e e e e e e e e e e e aeaaas - - 11 11 -
Land Held fOr RESEAIE ..........oiuuiiii e aans - - 9,260 9,260 -
Prepaid EXDENSES . ..itiiiiitiii ettt aaas 263 - 4,044 4,307 -
Securities Lending CollAteral ..............coouiiiui i e aaaas 198,398 - - 198,398 -
Restricted Cash and Investments .. - - 92,876 92,876 33,600
Capital Assets - NON-DEPreCiable ..............coouiiiiiiiiee e - - 105,947 105,947 -
Capital ASSEtS - DEPIECIADIE ............uiiii e e 6,691 - 55,641 62,332 -
TOTAL ASSETS 8,167,497 6,394 467,386 8,641,277 48,523
DEFFERRED OUTFLOWS OF RESOURCES
LOSS ON REFUNGING ...ttt ettt e e e et e e e e et eeeeeaaaeeeeeasseaeeessaeeesansseaeeensnnseaaans - - 477 477 -
LIABILITIES
Accounts Payable 7,762 - 6,689 14,451 4,738
Accrued Wages and BENETILS ...........oiiiiiiiiiiiiiiee e e e et e e et a e e e e aaaaaen 799 - - 799 -
Interest Accrued on LONG-TErM DEDE ...........oiiiiiiiiieieiii et e et e e et e e e et e e e e e aaaeaeeennnes - - 195,186 195,186 -
Deposits/AAVANCES frOM OLNEIS ............uiiiiiiiiiie ettt e et e e et e e e e et e e e e e baaeeeeensaeaeeesnnaeeaans - - - - 154
Sundry Trust/AGENCY LIADIIHIES .........ooiiiiiiiiiieiii ettt e e et e e e e et e e e e e aeeeeeenaneeeeenasaaaeas - - 522 522 16,186
DUE t0 BONANOIAEES .......uiiiiiii e e - - 597,669 597,669 27,445
ATDItTAgE LIADIITY .....eeiieiiii et et e e et e e et e e et e e e e e et aa e e e e b aeeeeebaaaeeeenntaaeeennnas - - 4 4 -
Liability CIAIMS ..ot b e - - 70,207 70,207 -
LOGNS PAYADIE ..o e e e e e e e e e et aa e e e e e teeaeeeanaaeeaennaaeeeennn - - 102,339 102,339 -
Supplemental BENESits PAYADIE ...........cc..ooiiiiiiiiii et e e e e e aanaenn 11,145 - - 11,145 -
Net Other Postemployment Benefit Obligation 1,487 - - 1,487 -
Net Pension ODIGAtION .........cccuiiiiiiiiee et e et e e et e e e e e e e e eaaae e e e e s e e e e eanaeeeeensneaeeeannnes 605 - - 605 -
Securities Lending OblIGations. ............ouuiinii e 198,688 - - 198,688 -
SECUNMEIES PUICNASEA .....cooiiiiiieeeiiie ettt e et e e e et e e e et e e e e e eeeeesaaeeeeansseaeeesnseeeeaensseaeas 197,117 - - 197,117 -
TOTAL LIABILITIES 417,603 - 972,616 1,390,219 48,523
NET POSITION (DEFICIT)
Held in Trust for Pension Benefits, Pool Participants and Other Purposes $ 7,749,894 $ 6,394 $ (504,753) $ 7,251,535 $ -

The accompanying notes are an integral part of the financial statements.
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FIDUCIARY FUNDS
STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
Year Ended June 30, 2014
(Dollars in Thousands)

Trust Funds

Private-
Pension Investment Purpose Total
ADDITIONS
Employer CONtHIDULIONS ............oouiiiiiieie ettt ae e $ 350,530 $ - $ - $ 350,530
Plan Member Contributions:
Employee ContribULIONS .........ccuiiiiiiiiiieiie e 107,569 - - 107,569
DROP CoNntribULIONS .....euitii it 5,066 5,066
Retiree ContribUtiONS ..........ooiiii s 7,437 - - 7,437
Contributions to Pooled Investments ................ccccooiiiiiiii - 103 - 103
Redevelopment Property Tax Trust Fund (RPTTF) .....ooiiiiiiiiiieee - - 68,497 68,497
Earnings on Investments:
INVESTMENE INCOME .....ieiei e 1,145,296 45 2,690 1,148,031
INVESTMENT EXPENSE .. .vniniiiii et (32,683) - - (32,683)
Net Investment INCOME .......oouuiiiii e 1,112,613 45 2,690 1,115,348
Securities Lending Income:
Gross Earnings 1,352 - - 1,352
Borrower Rebates (302) - - (302)
Net Securities Lending Income 1,050 - - 1,050
OFer INCOME ...t e e 1,861 - 7,178 9,039
TOTAL ADDITIONS 1,586,126 148 78,365 1,664,639
DEDUCTIONS
Enforceable Obligation Payments .............co.ooiiniiiiiii e - - 37,069 37,069
Payments to County of SAN DIEJO ........ccuiniiiiiii e - - 1,439 1,439
Interest on Long-Term Debt ...... ..o - - 35,711 35,711
DROP Interest Expense 22,446 - - 22,446
Benefit and Claim Payments .... 496,626 - - 496,626
Distributions from Pooled Investments .. - 1,690 - 1,690
ADMINISTEALION ...ttt 12,134 - 4,448 16,582
TOTAL DEDUCTIONS .. 531,206 1,690 78,667 611,563
EXraordinary GaiN ..........cccoouiiiiiioiiii ettt e e et e e e e e e e e na e e e - - 37,677 37,677
CHANGE IN NET POSITION 1,054,920 (1,542) 37,375 1,090,753
Net Position (Deficit) at Beginning of Year, as Restated..............cccccoeeeiiiiiiiiciiiecc e, 6,694,974 7,936 (542,128) 6,160,782
NET POSITION (DEFICIT) AT END OF YEAR ...... $ 7,749,894 $ 6,394 $ (504,753) $ 7,251,535

The accompanying notes are an integral part of the financial statements.
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NOTES TO THE BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Dollars in Thousands)

The City of San Diego (City) adopted its current charter on April 7, 1931 and operates as a municipality in accordance
with State laws. Since adoption, the City Charter has been amended many times.

The accounting policies of the City conform to accounting principles generally accepted in the United States of America
(GAAP) as applicable to governmental units. The following is a summary of the City’s significant accounting policies:

a. Financial Reporting Entity

As required by GAAP, these financial statements present the primary government and its component units. The
City represents the primary government while entities for which the primary government is considered to be
financially accountable represent its component units. Component units can be blended with the primary
government or discretely presented.

Blended component units are those component units that, despite being legally separate entities, are so
intertwined with the primary government that they are, in substance, the same as the primary government. These
component units are reported as funds of the primary government. Discretely presented component units are
reported in the government-wide financial statements in a column separate from the primary government. The City
also reports fiduciary component units which are not included in the government-wide financial statements.
Fiduciary component units are not part of the primary government and are reported as fiduciary funds to report
assets held in a trustee or agency capacity for others that cannot be used to support the government's own
programs.

Included within the reporting entity as blended component units are the following:

e  Civic San Diego (CSD)

e City of San Diego/Metropolitan Transit Development Board Authority (City/MTDB Authority)
e  Convention Center Expansion Financing Authority (CCEFA)

e Public Facilities Financing Authority (PFFA)

e  San Diego Data Processing Corporation (SDDPC)

e San Diego Facilities and Equipment Leasing Corporation (SDFELC)

e San Diego Industrial Development Authority (SDIDA)

e Tobacco Settlement Revenue Funding Corporation (TSRFC)

A brief description of each blended component unit follows:

e  Civic San Diego (CSD) is a not-for-profit public benefit corporation established for the purpose of administering
certain redevelopment projects in designated project areas throughout the City. CSD resulted from restructuring
and reorganization of the former Centre City Development Corporation (CCDC) and the Southeastern Economic
Development Corporation's (SEDC) into a single corporation. Upon dissolution of the former San Diego
Redevelopment Agency (former RDA), CSD’s main function is to provide administrative and advisory services to
the City as the Successor Agency. CSD also assists the City with downtown parking management administration
and affordable housing development. The City Council elects the Board of Directors of CSD. CSD’s budget and
governing board are approved by the City of San Diego and services are provided exclusively to the City. CSD is
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reported as a governmental fund. Financial statements are available at www.civicsd.com.

o The City of San Diego/Metropolitan Transit Development Board Authority (City/MTDB Authority) is a financing
authority, which was established in 1988 by the City and the Metropolitan Transit Development Board (now the
Metropolitan Transit System or MTS) to acquire and construct mass transit guide ways, public transit systems,
and related transportation facilities primarily benefiting the residents of the City. The Mayor appoints, with City
Council confirmation, two public members and the MTS Board appoints one MTS board member to the governing
board of the City/MTDB Authority. The City/MTDB Authority primarily provides services to the City. The
City/MTDB Authority is reported as a governmental fund. On October 2, 2014, a Council resolution was passed
authorizing and directing the City Comptroller to take appropriate measures to rescind the JPA agreement and
terminate the Authority. All related funds and accounts have been closed and the filing of dissolution with the
Secretary of the State to fully dissolve the entity was completed on October 31, 2014.

e The Convention Center Expansion Financing Authority (CCEFA) was established in 1996 by the City and the San
Diego Unified Port District (Port) to acquire and construct the expansion of the existing convention center. The
CCEFA is governed by a board consisting of the Mayor, the City Manager, the Director of the Port, and a member
of the Board of Commissioners for the Port. The current working title of the City Manager is the Chief Operating
Officer. The CCEFA provides services which primarily benefit the City. CCEFA is reported as a governmental
fund.

e The Public Facilities Financing Authority (PFFA) was established in 1991 by the City and the former RDA to
acquire and construct public capital improvements. As of June 30, 2014, the members are the City, the
Successor Agency, and the Housing Authority of the City of San Diego. PFFA is governed by a board of
commissioners composed of the members of the City Council. PFFA provides services exclusively to the City.
Financing for governmental funds is reported as a governmental activity and financing for enterprise funds is
reported as a business-type activity.

e San Diego Data Processing Corporation (SDDPC) was formed in 1979 as a not-for-profit public benefit
corporation for the purpose of providing data processing services. On August 5, 2013, a resolution was passed
by the City Council to take the necessary steps to wind-up and dissolve the Corporation. On February 6, 2014,
the California Secretary of State officially endorsed SDDPC'’s Certification of Dissolution. Prior to dissolution,
SDDPC's budget and a majority of the governing board were approved by the City Council. SDDPC provided
services almost exclusively to the City. SDDPC is reported as an internal service fund.

e The San Diego Facilities and Equipment Leasing Corporation (SDFELC) is a not-for-profit public benefit
corporation established in 1987 for the purpose of acquiring and leasing to the City real and personal property to
be used in the municipal operations of the City. SDFELC is governed by a three member board consisting of the
City Attorney, the Chief Financial Officer and the Mayor (as City Manager) and services are provided exclusively
to the City. Financing provided through SDFELC for governmental funds is reported as a governmental activity
and financing for enterprise funds is reported as a business-type activity.

e The San Diego Industrial Development Authority (SDIDA) was established in 1983 by the City for the purpose of
providing an alternate method of financing to participating parties for economic development purposes. The City
Council is the governing board. SDIDA is reported as a governmental fund.

e The Tobacco Settlement Revenue Funding Corporation (TSRFC) is a not-for-profit public benefit corporation

established in 2006 for the purpose of acquiring the tobacco settlement revenues allocated to the City from the
State of California, pursuant to the Master Settlement Agreement. TSRFC purchased from the City the rights to
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receive future tobacco settlement revenues due to the City. TSRFC is governed by a board of directors, which
consists of the Chief Operating Officer, the Chief Financial Officer, and one independent director. The
independent director is appointed by the Mayor or the remaining directors. TSRFC is reported as a governmental
fund.

There are two fiduciary component units:

e San Diego City Employees’ Retirement System (SDCERS) was established in 1927 by the City and administers
independent, qualified, single employer governmental defined benefit plans and trusts for the City, the Port and
the San Diego County Regional Airport Authority (Airport). SDCERS'’ Board of Administration (Board) adopted a
Declaration of Group Trust, effective July 1, 2007. Under the Group Trust, the City, Port and Airport plans are
treated as separate plans, with assets of each pooled for investment purposes only. SDCERS also administers
certain postemployment healthcare activities on behalf of the City. SDCERS is a legally separate, fiduciary
component unit of the City. Itis governed by a 13 member Board of Administration, eight of which are appointed
by the City, and a Pension Administrator who does not report to or work under the direction of the elected officials
or appointed managers of the City. As such, the City does not maintain direct operational oversight of SDCERS
or its financial reports. SDCERS provides services primarily to the City and is reported as a pension trust fund.
Complete stand-alone financial statements are available at www.sdcers.org.

e The Successor Agency of the Redevelopment Agency of the City of San Diego (Successor Agency) is a legally
separate entity from the City reported as a fiduciary component unit of the City. It was established to hold the
former RDA’s assets until they are distributed to other units of state and local government or, where appropriate,
to private parties and to administer the payments of the former RDA’s obligations. Pursuant to ABX1 26,
redevelopment agencies in the State of California cannot enter into new projects, obligations or commitments. On
January 12, 2012, the City was designated to serve as the Successor Agency subject to control of an oversight
board. The Successor Agency is reported as a private-purpose trust fund in the fiduciary funds financial
statements.

There are two entities which are discretely presented component units:

e San Diego Convention Center Corporation (SDCCC)

SDCCC is a not-for-profit public benefit corporation, originally organized to market, operate, and maintain the San
Diego Convention Center. The City is the sole member of SDCCC and acts through the San Diego City Council in
accordance with the City Charter and the City's Municipal Code. The City appoints seven voting members out of
the nine-member Board of Directors of SDCCC. The City allocates general revenue for SDCCC operations in
accordance with the annual budgeting process. SDCCC is discretely presented because it provides services
directly to the citizens. Complete stand-alone financial statements are available at www.sdccc.org.

e  San Diego Housing Commission (SDHC)

SDHC is a government agency, which was formed by the City under Ordinance No. 2515 on December 5, 1978 in
accordance with the Housing Authority Law of the State of California. SDHC primarily serves low-and-moderate-
income families by providing rental assistance payments, rental housing, loans and grants to individuals and not-
for-profit organizations and other services. SDHC is discretely presented because it provides services directly to
the citizens. SDHC is governed by the San Diego Housing Authority, which is composed of the nine members of
the San Diego City Council. The Housing Authority has final authority over the SDHC'’s budget and major policy
changes. SDHC has seven blended component units and nine discretely presented component units which are
included in the City’s basic financial statements. The nine discretely presented component units are financially
and legally separate entities from SDHC: Housing Development Partners of San Diego (HDP); HDP Mason
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Housing Corporation (HDP Mason); Casa Colina, LP (Casa Colina); Logan Development Il, L.P. (Logan); HDP
Churchill LLC; and Other Consolidated Companies. The Consolidated Companies include: Logan Development
Management LLC; HDP Parker Kier, LLC; HDP Broadway Management LLC; and HDP Broadway L.P.
Complete stand-alone financial statements are available at www.sdhc.org.

Each blended and discretely presented component unit of the City has a June 30 fiscal year-end, with the exception of
SDHC'’s discretely presented component units, which have a December 31, 2013 fiscal year end.

b. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the Statement of Net Position and the Statement of Activities)
report information on all of the non-fiduciary activities of the City and its component units. Governmental activities
are normally supported by taxes and intergovernmental revenues and are reported separately from business-type
activities, which rely to a significant extent on user fees and charges for support. The primary government is
reported discretely from certain legally separate component units for which the primary government is financially
accountable.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or segment
are offset by program revenues. Direct expenses are those that are clearly identifiable to a specific function or
segment. Direct expenses reported include administrative and overhead charges. Program revenues include (1)
charges to customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and (2) grants and contributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and other items that do not qualify
as program revenues are reported as general revenues.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, the
latter of which are excluded from the government-wide financial statements. Major individual governmental funds
and major individual enterprise funds are reported as separate columns in the fund financial statements.

c. Measurement Focus. Basis of Accounting, and Financial Statement Presentation

Government-wide financial statements are reported using the economic resources measurement focus and the
accrual basis of accounting, as are the proprietary and fiduciary funds financial statements. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of related
cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

As a general rule, the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other interfund services provided
and used between functions of the City. Elimination of these charges would distort the direct costs and program
revenues reported for the various functions concerned.

Governmental funds financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the current
period or soon enough thereafter to pay liabilities of the current period. Revenues which are considered
susceptible to accrual include: real and personal property taxes; sales taxes; transient occupancy taxes; other
local taxes; franchise fees; fines, forfeitures and penalties; motor vehicle license fees; rents and concessions;
interest; and state and federal grants and subventions, provided they are received within 60 days from the end of
the fiscal year.

67



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

Licenses and permits, including parking citations and miscellaneous revenues are recorded as revenues when
received in cash because they generally are not measurable until actually received.

Expenditures are recognized when the related fund liability is incurred except for (1) principal and interest of
general long-term debt, which are recognized when due; and (2) employee annual leave and claims and
judgments from litigation, which are recorded in the period due and payable since such amounts will not currently
be liquidated with expendable available financial resources. General capital asset acquisitions are reported as
expenditures in governmental funds.

The governmental funds financial statements do not present long-term debt, but the related debt is shown in the
reconciliation of the governmental funds balance sheet to the government-wide statement of net position.
Issuance of long-term debt, bond premiums and discounts are reflected as other financing sources (uses) and
recognized in the period in which they are issued.

Permanent funds, commonly referred to as endowment funds, are governmental funds used to report resources
that are legally restricted to the extent that only earnings, and not principal, may be used for purposes that support
City programs. The City has received endowments for various programs, a list of which can be found in the
Permanent Funds section of the Combining and Individual Fund Financial Statements and Schedules. The
corpus of permanent funds is reported as Nonspendable Fund Balance and investment earnings available for
expenditure are reported as Restricted Fund Balance in the fund level financial statements. The endowment
principal is reported as Restricted for Nonexpendable Permanent Endowments in the Statement of Net Position.
Funds are spent in accordance with the City budget, subject to State law governing the spending of endowment
funds investment earnings is California Probate Code Section 18504.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues of the City’s proprietary funds
are charges to customers for sales and services. Operating expenses for proprietary funds include the cost of
sales and services, administrative expenses, and depreciation on capital assets. All revenues and expenses not
meeting this definition are reported as nonoperating revenues and expenses.

Fiduciary funds are used to account for assets held by the City in a trustee capacity or as an agent for
individuals, private organizations, and/or other governmental units, and include pension trust, investment trust,
private-purpose trust and agency funds. Trust funds are reported using the same measurement focus and basis
of accounting as proprietary funds. Agency funds are reported using the accrual basis of accounting and only
report assets and liabilities, and therefore, do not have a measurement focus.

The following is the City’s only major governmental fund:

General Fund - The General Fund is the principal operating fund of the City. It is used to account for all financial
resources, except those required to be accounted for in another fund.

The following are the City's major enterprise funds:

Sewer Utility Fund - The Sewer Utility Fund is used to account for the operation, maintenance and development of
the City's sewer system. The City’s sewer utility fund includes activities related to the performance of services for
Participating Agencies.
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Water Utility Fund - The Water Utility Fund is used to account for operating and maintenance costs, replacements,
betterments, expansion of facilities, and payments necessary in obtaining water from the Colorado River, the
State Water Project and local sources and supplying it to its customers.

The following are the City's other fund types:

Internal Service Funds - These funds account for fleet vehicles and transportation, printing, data processing, and
storeroom services provided to City departments on a cost-reimbursement basis. Internal service funds also
account for energy conservation, risk management, unemployment insurance, unused compensatory time,
unused sick leave, and long-term disability programs, which derive revenues from rates charged to benefiting
departments.

Pension Trust Funds - These funds account for SDCERS, the Preservation of Benefits Plan, the Postemployment
Healthcare Benefit Plan, the Supplemental Pension Savings Plan (SPSP), the 401(a) Plan and the 401(k) Plan.

Investment Trust Fund - This fund was established to account for equity that legally separate entities have in the
City Treasurer’s investment pool. The Abandoned Vehicle Abatement Authority (AVA) is the only legally separate
entity which has cash invested in the City Treasurer’s investment pool.

Private-Purpose Trust Fund - This fund was established to account for the ongoing obligations of the Successor
Agency (former RDA).

Agency Funds - These funds account for assets held by the City as an agent for individuals, private organizations,
and other governments, including federal and state income taxes withheld from employees, parking citation
revenues on behalf of other agencies, certain employee benefit plans and special assessments.

d. Property Taxes

The County of San Diego (County) assesses, bills, and collects property taxes on behalf of numerous special
districts and incorporated cities, including the City of San Diego. The City’s collections of the current year's taxes
are received through periodic apportionments from the County.

The County’s tax calendar is from July 1 to June 30. Property taxes attach as a lien on property on January 1.
Taxes are levied on July 1, based on the assessed values of the lien date, and are payable in two equal
installments on November 1 and February 1, and become delinquent after December 10 and April 10,
respectively. Since the passage of California’s Proposition 13, beginning with fiscal year ended 1979, general
property taxes are based on either (1) a flat 1% rate applied to the 1975-76 full value of the property or (2) 1% of
the sales price of any property sold or of the cost of any new construction after the 1975-76 valuation. Taxable
values of properties (exclusive of increases related to sales and new construction) can increase by a maximum of
2% per year. The Proposition 13 limitation on general property taxes does not apply to taxes levied to pay the
debt service on any indebtedness approved by the voters prior to June 6, 1978 (the date of passage of
Proposition 13).

At the government-wide level, property tax revenue is recognized in the fiscal year for which the taxes have been
levied. Property taxes received after the fiscal year and which do not meet the 60 day availability criterion are not
considered available as a resource that can be used to finance the current year operations of the City and,
therefore, are recorded as deferred inflows of resources in the governmental funds. The City provides an
allowance for uncollected property taxes, which is analyzed each year against the most recent data from the
County. For fiscal year 2014, the allowance amount was $3,916.
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Property owners can appeal the assessment value of their property to the County Assessment Appeals Board. If
successful, the County Assessor may reduce the taxable value of a property and/or provide a refund to affected
property owners. Reductions of taxable property value within the City of San Diego have a negative impact on
future tax collections until assessed valuations increase.

e. Cash and Investments

The City’s cash and cash equivalents for statement of cash flows purposes are considered to be cash on hand,
demand deposits, restricted cash, and investments held by the City Treasurer in a cash management investment
pool and reported at fair value. Cash equivalents reported in the Statement of Cash Flows for the Water and
Sewer Utilities do not include restricted investments represented as Restricted Cash and Investments with an
original maturity date greater than ninety days from the time of purchase.

The City’s cash resources are combined to form a cash and investment pool managed by the City Treasurer (the
pool). The City is not required to register the pool as an investment company with the Securities and Exchange
Commission (SEC) nor is it a 2a7-like pool. The investment activities of the City Treasurer in managing the pool
are governed by California Government Code § 53601 and the City of San Diego City Treasurer’s Investment
Policy, which is reviewed by the City Treasurer’s Investment Advisory Committee and presented annually to the
City Council. Interest earned on pooled investments is allocated to participating funds and entities based upon
their average daily cash balance during the allocation month. Fair value adjustments to the pool are recorded
annually; however, the City Treasury reports on market values monthly.

The pool participates in the California State Treasurer's Local Agency Investment Fund (LAIF). Investments in
LAIF are governed by State statutes and overseen by a five member Local Investment Advisory Board. The fair
value of the City’s position in LAIF may be greater or less than the value of the shares. Investments in LAIF are
valued in these financial statements using a fair value factor provided by LAIF applied to the value of the City's
shares in the investment pool.

It has been the City’s policy to allow the General Fund to receive interest earned by certain governmental funds,
internal service funds and agency funds, unless otherwise expressly stated in the resolutions creating the
individual funds. These ftransactions caused an increase in the “Transfers from Other Funds” amount for the
General Fund and a corresponding increase in the “Transfers to Other Funds” amount for the funds earning the
interest. In the case of negative interest, these transactions caused an increase to the “Transfers from Other
Funds” amount for the funds transferring the negative interest and caused a like increase to the “Transfers to
Other Funds” amount for the General Fund. During fiscal year 2014, a net increase in interest of $547 was
assigned from various funds to the General Fund.

Certain governmental funds maintain investments outside of the pool. These funds are supervised and controlled
by a five member Funds Commission, which is appointed by the Mayor and confirmed by the City Council. The
Funds Commission engages money managers to direct the investments of these funds. Additionally, the City and
its component units maintain individual accounts pursuant to bond issuances and major construction contracts,
which may or may not be related to debt issuances. The investment of these funds is governed by the policies set
forth in the individual indenture and trustee agreements. Certain component units of the City also participate in
LAIF separately from the City Treasurer’s investment pool.

All City investments are reported at fair value in accordance with Governmental Accounting Standards Board
(GASB) Statement No. 31, Accounting and Financial Reporting for Certain Investments and External Investment
Pools. Note 3 contains additional information on permissible investments per the City Treasurer's Investment
Policy and other policies applicable to the cash and investments reported herein.
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The discharge of fiduciary duties by SDCERS’ Board is governed by Section 144 of the City Charter and Article
XVI, Section 17 of the California State Constitution. Investment decisions are made on a risk versus return basis
in a total portfolio context. SDCERS' Board has the authority to delegate investment management duties to
outside advisors, to seek the advice of outside investment counsel, and to provide oversight and monitoring of the
investment managers it hires. Furthermore, under the California State Constitution and other relevant authorities,
SDCERS’ Board may, at its discretion, and when prudent in the informed opinion of the Board, invest funds in any
form or type of investment, financial instrument, or financial transaction. SDCERS'’ agents, in SDCERS'’ name,
manage all investments.

SDCERS'’ investments are reported at fair value in the accompanying Statement of Fiduciary Net Position.
SDCERS’ custodian, State Street Bank & Trust Company, provides the fair values of exchange traded assets.
Through its agents, SDCERS also holds investments in non-publicly traded institutional investment funds. These
institutional investment funds are comprised of exchange traded securities, the fair values of which are provided
by the respective custodians. Directly-owned real estate assets are stated at appraised values as determined by
SDCERS' real estate managers and third party appraisal firms. Private equity and infrastructure assets are
valued by their respective investment managers giving consideration to the financial condition and operating
results of the portfolio companies, and other factors deemed relevant. These fair values are reviewed by
SDCERS' Private Equity and Infrastructure Consultants.

Receivables

The City’s receivables are comprised mainly of taxes, accounts and grants. Accounts receivable and taxes
receivable are reported net of an allowance for uncollectible amounts. Additionally, the City has assessed the
collectability of certain interfund loan receivables due from the Successor Agency to various funds (see Note 17).
The allowance amounts as of June 30, 2014 are as follows:

Accounts Receivable Taxes Receivable Interfund Loan

Fund Allowance Allowance Allowance
General Fund $ 9,461 $ 3,841 $ 21,083
Nonmajor Governmental Funds 25,103 75 170,810
Sewer Utlity 1,221 - 1,180
Water Uflity 2,367 - 686
Nonmajor Enterprise Funds 4,058 - -
Internal Service Funds 1,575 -

Total $ 43,785 $ 3,916 $ 193,759
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g. Inventories

Inventories reported in the government-wide financial statements and the proprietary funds financial statements,
which consist primarily of water in storage, are valued at the lower of cost or market. Such inventories are
expensed when consumed using primarily the first-in, first-out (FIFO) and weighted-average methods for
inventories of water in storage and supplies, respectively. Inventory supplies of governmental funds are recorded
as expenditures when purchased.

h. Land Held for Resale

Land Held for Resale is reported in the government-wide and fund financial statements at the lower of cost or net
realizable value. In the governmental funds financial statements, fund balances associated with properties held
for resale are reported as restricted fund balances as proceeds from the sale of such properties are restricted for
the purpose of affordable housing as codified in the California Health and Safety Code. Land is originally
recorded at historical cost and adjusted to net realizable value when a property is impaired, when the
determination is made that a property will be sold for less than its cost, or when property values decrease due to
market conditions.

i. Deferred Outflows/Inflows of Resources

In the government-wide and proprietary funds financial statements, deferred outflows/inflows of resources
represent the difference between the reacquisition price of the refunded bond over its net carrying amount, which
will be amortized and recognized as a component of interest expense over the remaining life of the old refunded
bonds or the new refunding bonds, whichever is shorter.

j. Capital Assets

Non-Depreciable Capital Assets, which include land, rights of way, easements, and construction in progress, are
reported in the applicable Governmental or Business-Type Activities column in the government-wide financial
statements, as well as in the proprietary funds and fiduciary funds financial statements.

Depreciable Capital Assets, which include structures and improvements, equipment, intangible assets, distribution
and collection systems, and infrastructure, are reported net of accumulated depreciation/amortization in the
applicable Governmental or Business-Type Activities column in the government-wide financial statements, as well
as in the proprietary funds and fiduciary funds financial statements. To meet the criteria for capitalization, an
asset must have a useful life in excess of one year and in the case of structures and improvements, equipment
outlay, intangible assets, distribution and collection systems and infrastructure, must meet or exceed a
capitalization threshold of five thousand dollars. Land is capitalized regardless of cost.  Subsequent
improvements are capitalized to the extent that they extend the initial estimated useful life of the capitalized asset,
or improve the efficiency or capacity of that asset. Costs for routine maintenance are expensed as incurred.
Interest expense incurred during the construction phase of business-type capital assets is reflected in the
capitalized value of the asset constructed. During fiscal year 2014, $1,731 of net interest expense incurred was
capitalized. There was no related interest revenue to net against capitalized interest expense.
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Capital assets, when purchased or constructed, are recorded at historical cost or estimated historical cost.
Donated capital assets are recorded at the estimated fair value on the date of donation. Depreciation/amortization
of capital assets is computed using the straight-line method over the estimated useful life of the asset as follows:

Assets Years

Structures and Improvements

Buildings 10- 50

Building Improvements 3-50
Equipment

Vehicles 4-20

General Machinery and Ofiice Equipment 2-50
Intangible Assets 5-25
Distribution and Collection Systems

Sewer and Water Infrastructure 15-75

Dams and Reservoirs 50 - 150
Infrastructure

Pavement, Sidewalks, and Lighting 12-50

Bridges 30-75

Flood Control Assets 40-75

k. Unearned/Unavailable Revenue

In the government-wide and all fund level financial statements, unearned revenue represents amounts received,
which have not been earned. The government-wide financial statements also include revenues earned from
developer credits, which are not reported in the governmental funds because they are non-monetary transactions.
In the governmental funds financial statements, unavailable revenue represents revenues which have been
earned but have not met the recognition criteria based on the modified accrual basis of accounting. These
unavailable revenues are reported as deferred inflows of resources.

I Interfund Transactions
The City has the following types of interfund transactions:

Loans — amounts provided with a requirement for repayment. Interfund loans are normally reported as interfund
receivables (i.e. Due from Other Funds) in lender funds and interfund payables (i.e. Due to Other Funds) in
borrower funds. The non-current portions of long-term interfund loans receivable are reported as advances.

Services provided and used — sales and purchases of goods and services between funds for a price
approximating their external exchange value. Interfund services provided and used are reported as revenues in
seller funds and expenditures or expenses in purchaser funds. Unpaid amounts are reported as interfund
receivables and payables in the fund balance sheets or fund statements of net position.
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Reimbursements — repayments from the funds responsible for particular expenditures or expenses to the funds
that initially paid for them. The reimbursement is reported as expenditures or expenses in the reimbursing fund
and a reduction of expenditures or expenses in the fund that initially incurred the expense.

Transfers — flows of assets (such as cash or goods) without equivalent flows of assets in return, and without a
requirement for repayment. In governmental funds, transfers are reported as other financing uses in the funds
making transfers and as other financing sources in the funds receiving transfers. In proprietary funds, transfers
are reported after nonoperating revenues and expenses.

m. Long-Term Liabilities

In the government-wide, proprietary, and fiduciary funds financial statements, long-term debt and other long-term
obligations are reported as liabilities in the applicable Statements of Net Position. Capital appreciation bond
accretion and bond premiums and discounts are amortized over the life of the bonds using a method which
approximates the effective interest method. Net bonds payable reflects amortized bond accretion and
unamortized bond discounts and premiums.

n. Compensated Absences

The City provides combined annual leave to cover both vacation and sick leave. It is the City’s policy to permit
employees to accumulate between 8.75 weeks and 17.5 weeks of earned but unused annual leave, depending on
hire date. Accumulation of these earnings will be paid to employees upon separation from service.

The liability for compensated absences reported in the government-wide and proprietary funds financial
statements consists of unpaid accumulated vacation balances. The liability has been calculated using the vesting
method, in which leave amounts for both employees who currently are eligible to receive termination payments
and other employees who are expected to become eligible in the future to receive such payments upon
termination are included. The liability has been calculated based on the employees’ current salary level and
includes salary related costs (e.g. Medicare Tax). The short-term portion is calculated based on leave taken in
the prior year, as a percentage of total outstanding balances. A liability for these amounts is reported in
governmental funds only if they have matured, for example, as a result of employee resignations and retirements.

0. Claims and Judgments

The costs of claims and judgments are accrued when incurred and measurable in the government-wide financial
statements and both proprietary and fiduciary funds financial statements. In governmental funds, the costs of
claims and judgments are recorded as expenditures when payments are due and payable.

p. Non-Monetary Transactions

The City, as part of approving new development in the community planning process, requires that certain public
facilities be constructed per the provisions of community financing plans. Historically, the City has agreed to pay a
pro rata share of these assets. In lieu of providing direct funding for these assets, the City often provides
developers with credits (also referred to as FBA credits) for future permit fees. These credits are earned by the
developer upon successful completion of construction phases and when City engineers have accepted the work.
The credits are recognized as permit revenue upon issuance and a corresponding capital asset is recorded in the
government-wide financial statements.
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Net Position

In the government-wide and proprietary funds financial statements, Net Position is categorized as follows:

e Net Investment in Capital Assets consists of capital assets, net of accumulated depreciation, reduced by
outstanding debt and deferred inflows of resources attributed to the acquisition, construction or improvement
of these assets.

e Restricted Net Position consists of restricted assets reduced by liabilities related to those assets. It is the
City's policy to first apply restricted resources when an expense is incurred for purposes for which both
restricted and unrestricted net position components are available. As of June 30, 2014, the amount of
restricted net position due to enabling legislation was approximately $214,588.

e Unrestricted Net Position consists of net position that does not meet the definition of Net Investment in
Capital Assets or Restricted Net Position.

Fund Balances

In the fund financial statements, governmental funds report fund balances as nonspendable, restricted,
committed, assigned or unassigned based on the extent to which the City is bound to honor constraints on how
resources can be spent.

e Nonspendable fund balance - amounts that cannot be spent because they are either (a) not
spendable in form or (b) legally or contractually required to be maintained intact.

e Restricted fund balance — amounts with constraints placed on their use that are either (a) externally
imposed by creditors, grantors, contributors or laws or regulations of other governments, or (b) imposed
by law through constitutional provisions or enabling legislation.

e Committed fund balance — amounts that can only be used for specific purposes determined by formal
action of the City’s highest level of decision making authority (City Council) and that remain binding
unless removed in the same manner. The underlying action that imposed the limitation must occur prior
to the close of the reporting period; however, the amount which will be subject to the constraint may be
determined in a subsequent period.

e Assigned fund balance — amounts that are constrained by the City's intent to be used for specific
purposes. The intent can be established at either the highest level of decision making authority or by a
body or an official designated for that purpose. This fund balance classification represents the residual
balance for all funds other than the General Fund.

e Unassigned fund balance - the residual classification for the City's General Fund that includes
amounts not included in other classifications. In funds other than the General Fund, the unassigned
classification is used only if expenditures incurred for specific purposes exceed the amounts restricted,
committed or assigned to those purposes.

The City Council establishes, modifies or rescinds fund balance commitments by passage of an ordinance or
resolution. This is done through adoption of the budget and subsequent budget amendments that occur
throughout the year. In addition, the Mayor or designee can assign fund balance to be used for specific purposes.

When both restricted and unrestricted resources are available for use, it is the City’s policy to use restricted
resources first, followed by committed, assigned and unassigned as they are needed.
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s. Reserves

The City’s formal reserve policy, which was adopted in fiscal year 2008 via City Council ordinance, last amended
in July 2014, was created in accordance with Charter Section 91 and defines the General Fund Reserves. The
City’s General Fund Reserve is comprised of two separate components (1) the Emergency Reserve and (2) the
Stability Reserve. For the purpose of the policy, the General Fund is the operational fund as presented in the
City’s annual budget document.

e Emergency Reserve - maintained for the purpose of sustaining General Fund operations in the case of a
public emergency such as a natural disaster or other unforeseen catastrophic event. This reserve may be
expended when an event is determined to be a public emergency by a two-thirds vote of the City Council,
when such expenditures are necessary to ensure the safety of the City’s residents and their property.

o Stability Reserve - maintained to mitigate financial and service delivery risk due to unexpected revenue
shortfalls or unanticipated critical expenditures. The purpose of this reserve is to provide budgetary
stabilization and not serve as an alternative funding source for new programs. Recommendations to
appropriate from the Stability Reserve are brought forward by the Mayor and require approval by a majority
of the City Council.

The target level for total General Fund Reserves is 14% of the most recent three year average of annual audited
General Fund operating revenues (budgetary basis). The Emergency Reserve is set at a target level of 8%, and
the Stability Reserve is set at a target level of 6%. The balances of the Emergency Reserve and the Stability
Reserve, as of June 30, 2014, were $85,600 and $64,200 respectively, meeting policy target levels. In the event
either reserve component is reduced below the amount established by this policy, the Mayor will prepare a plan as
promptly as conditions warrant to replenish the reserve to the policy level. Spendable and unrestricted fund
balance that is not part of General Fund Reserves is available for appropriation.

Information regarding other reserves maintained by the City is contained in Council Policy No. 100-20.

t.  Participating Agencies Revenue Recognition

The Regional Wastewater Disposal Agreement between the City and the Participating Agencies (PA) in the
Metropolitan Sewerage System allows for quarterly invoicing of local area member municipalities and utility
districts to collect and process sewage waste using the City’s facilities. The invoicing is based on an estimated
allocation of costs associated with each PA and may not represent each PA’s proportionate allocation of actual
maintenance and operating costs of the sewage system, resulting in an overstatement or understatement of
revenue reported in the Sewer Utility statement of revenues, expenses, and changes in fund net position.

u. Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect certain reported amounts and disclosures. Actual results could differ from those
estimates. Management believes that the estimates are reasonable.

v. New Governmental Accounting Standards Implemented During Year Ended June 30, 2014

The requirements of the following accounting standards are effective for the purpose of implementation, if
applicable to the City, for the year ended June 30, 2014.
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In March 2012, GASB issued Statement No. 65, ltems Previously Reported as Assets and Liabilities, which
clarifies the appropriate use of the financial statement elements deferred outflows of resources and deferred
inflows of resources to ensure consistency in financial reporting. The implementation of this statement resulted in
reclassification of assets and liabilities as deferred outflows of resources and deferred inflows of resources and
recognition of outflows of resources or inflows of resources for certain items that had previously been reported as
assets and liabilities (see Note 23 regarding beginning net position restatement related to the implementation of
this statement).

In March 2012, GASB issued Statement No. 66, Technical Corrections-2012: An Amendment of GASB
Statements No. 10 and No. 62, which is intended to resolve conflicting accounting and financial reporting
guidance that could diminish the consistency of financial reporting and thereby enhance the usefulness of the
financial reports. The amendments included in the statement did not impact the City’s financial statements.

In June 2012, GASB issued Statement No. 67, Financial Reporting for Pension Plans: An Amendment of GASB
Statement No. 25. The statement addresses reporting by pension plans that administer benefits for governments,
and is effective for financial periods beginning after June 15, 2013. SDCERS is subject to the provisions of GASB
Statement No. 67 beginning with fiscal year 2014. GASB Statement No. 67 replaces the requirements of GASB
Statement No. 25, Financial Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans. Key changes include differences in accounting and funding:

e The asset valuation method used for funding purposes will allow asset smoothing, which reduces the
impact of market volatility on plan assets, while the asset valuation method required for accounting
purposes will be the fair value of assets.

e The discount rate used for funding purposes may continue to be similar to the long-term expected rate
of return on plan assets. The discount rate for accounting purposes, however, may potentially include a
portion based on tax exempt 20-year AA or higher rated general obligation municipal bond index yields.
This reduced discount rate will be used to project future benefit payments for which plan assets are not
expected to be available for long-term investment in a qualified trust.

e Ad hoc cost-of-living adjustments and other ad hoc postemployment benefit changes will be
incorporated into projections of benefit payments, if a plan sponsor's past practice and future
expectations of granting them indicate they are essentially automatic. The actuarial valuations for the
City, Port and Airport assume an annual 2.0% cost-of-living increase, compounded annually.

e  More extensive note disclosures and required supplementary information.

In April 2013, GASB issued Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees, which intends to improve accounting and financial reporting by state and local governments that
extend and receive nonexchange financial guarantees. It requires a government that extends a nonexchange
financial guarantee to recognize a liability when qualitative factors and historical data, if any, indicate that it is
more likely than not that the government will be required to make a payment on the guarantee. It provides
additional guidance for intra-entity nonexchange financial guarantees involving blended component units. In
addition, it specifies the information required to be disclosed by governments that extend and receive
nonexchange financial guarantees. As of the end of the fiscal year, the City has not made or received any
financial guarantees to or from third parties.
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w. Upcoming Governmental Accounting Standards Implementation

The requirements of the following accounting standards become effective in future periods, if applicable to the
City. Management is currently in the process of evaluating the potential impacts to the City’s basic financial
statements.

In June 2012, GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions: An Amendment
of GASB Statement No. 27 (GASB 68), which is intended to improve the decision-usefulness of information in
employer and governmental nonemployer contributing entity financial reports and will enhance its value for
assessing accountability and interperiod equity by requiring recognition of the entire net pension liability and a
more comprehensive measure of pension expense. Decision usefulness and accountability is intended to be
enhanced through new note disclosures and required supplementary information. This statement will become
effective in fiscal year 2015. According to a December 2014 actuarial report produced by SDCERS’ actuary, if the
City had elected to use June 30, 2013 as its initial measurement date under GASB 68, the Net Pension Obligation
of $139,621 would have been reversed and a Net Pension Liability of $2,160,369 would have been recognized as
of the beginning of the fiscal year, with a net decrease to the City’s Net Position of $2,020,748.

In January 2013, GASB issued Statement No. 69, Government Combinations and Disposals of Government
Operations. This statement establishes accounting and financial reporting standards related to government
combinations and disposals of government operations. It requires disclosures to be made about government
combinations and disposals of government operations to enable financial statement users to evaluate the nature
and financial effects of those transactions. This statement will become effective in fiscal year 2015.

In November 2013, GASB issued Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date: An Amendment of GASB Statement No. 68, which addresses an issue regarding application
of the transition provisions of Statement No. 68, Accounting and Financial Reporting for Pensions. The statement
requires that, in the year of implementation of GASB Statement No. 68, a government recognize a beginning
deferred outflow of resources for its pension contributions, if any, made subsequent to the measurement date of
the beginning net pension liability. This statement will become effective in fiscal year 2015.
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2. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS (Dollars in Thousands)

Certain adjustments are necessary to reconcile governmental funds to governmental activities (which includes all
internal service funds). The reconciliation of these adjustments is as follows:

a. Explanation of certain differences between the Governmental Funds Balance Sheet and the Government-Wide
Statement of Net Position:

The Governmental Funds Balance Sheet includes a reconciliation between “Total Fund Balances” and “Total Net
Position” of governmental activities as reported in the Government-Wide Statement of Net Position. One element
of the reconciliation states, “Certain assets and deferred outflows of resources are not financial resources (uses),
and therefore, are not reported at the fund level.” The details of this $12,087 difference are as follows:

Deferred Charges, July 1, 2013 $ 7,673
GASB 65 Restatement (See Note 23) (5,637)
Prepaid Insurance, July 1, 2013 2,036
Amortization Expense (113)

Prepaid Insurance, June 30, 2014 1,923

Deferred Outflows of Resources - Loss on Refunding

Loss on Refunding, July 1, 2013 10,873
Loss on Refunding for Bonds Issued 499
Amortization Expense (1,208)
Loss on Refunding, June 30, 2014 10,164

Net Adjustment to increase "Total Fund Balances" of Governmental
Funds to arrive at "Total Net Position" of Governmental Activities $ 12,087

Another element of the reconciliation states: “Unavailable revenues are not financial resources, and therefore, are
reported as deferred inflows of resources.” The details of this $101,901 difference are as follows:

Deferred Inflows of Resources - Unavailable Revenue:

Taxes Receivable $ 65797
Grants Receivable 13,699
Special Assessments Receivable 951
Revenue from Use of Money and Property 2,445
Revenue from Other Agencies 5,593
Notes Receivable 846
Other 12,570

Net Adjustment to increase "Total Fund Balances" of Governmental
Funds to arrive at "Total Net Position" of Governmental Activities $ 101,901
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Another element of the reconciliation states: “Certain liabilities, including bonds payable, are not due and payable
in the current period, and therefore, are not reported in the funds.” The details of this ($1,391,493) difference are
as follows:

Interest Accrued on Long-Term Debt $ (8,626)
Compensated Absences (64,512)
Liability Claims (307,304)
Capital Lease Obligations (24,356)
QECB Lease Obligation (10,864)
Contracts Payable (16,820)
Loans Payable (13,552)
Section 108 Loans Payable (4,081)
Net Bonds Payable (649,793)
Net Other Postemployment Benefits Obligation (179,713)
Net Pension Obligation (111,872)

Net adjustment to decrease "Total Fund Balances" of Governmental
Funds to arrive at "Total Net Position" of Governmental Activities $  (1,391,493)

Another element of the reconciliation states: “Internal service funds are used by management to charge the costs
of activities such as Fleet Services, Central Stores, Publishing Services, Employee Benefit Programs, and Data
Processing to individual funds. The assets and liabilities of internal service funds are included in the
governmental activities in the Statement of Net Position.” The details of this $169,712 difference are as follows:

Assets:
Capital Assets - Non-Depreciable $ 5,043
Capital Assets - Depreciable 109,398
Internal Balances 7,164
Current Assets 130,540
Liabilities:
Compensated Absences (6,134)
Liability Claims (24,642)
Capital Lease Obligations (33,738)
Net Other Postemployment Benefits Obligation (9,133)
Net Pension Obligation (2,150)
Other Liabilities (6,636)

Net adjustment to increase "Total Fund Balances" of Governmental
Funds to arrive at "Total Net Position" of Governmental Activities $ 169,712
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Explanation of certain differences between the Governmental Funds Statement of Revenues, Expenditures, and
Changes in Fund Balances and the Government-Wide Statement of Activities:

The Governmental Funds Statement of Revenues, Expenditures, and Changes in Fund Balances includes a
reconciliation between “Net Change in Fund Balances of Governmental Funds” and “Change in Net Position of
Governmental Activities” as reported in the Government-Wide Statement of Activities. One element of that
reconciliation explains: “Governmental funds report capital outlays as expenditures. However, in the Statement of
Activities, the cost of those assets is allocated over their estimated useful lives and reported as depreciation
expense.” The details of this $54,005 difference are as follows:

Capital Outlay $ 118,187
Donated Capital Assets 85,949
Other Capital Activities 2
Depreciation/Amortization Expense (150,133)

Net Adjustment to increase "Net Change in Fund Balances of Governmental Funds"
to arrive at "Change in Net Position of Governmental Activities" $ 54,005

Another element of the reconciliation states: “The net effect of various miscellaneous transactions involving capital
assets (i.e., retirements and transfers) is to decrease net position.” The details of this ($13,739) are as follows:

In the Statement of Activities, only the net loss on the sale of land is reported.
However, in the governmental funds, the proceeds from the sale increase
financial resources. Thus, the change in net position differs from the change in
fund balances by the net book value of the capital assets sold/retired. $ (10,703)

Transfers of capital assets from business-type activities increase net position on
the Statement of Activities, but do not appear in the governmental funds because
they are not financial resources. 3,259

The Statement of Activities reports losses arising from the retirement of existing
capital assets. Conversely, governmental funds report proceeds from the sale of
capital assets but do not report any gain or loss on retirements of capital assets. (6,295)

Net adjustment to decrease "Net Change in Fund Balances of Governmental
Funds" to arrive at "Change in Net Position of Governmental Activities" $ (13,739)
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Another element of the reconciliation states: “Internal service funds are used to charge the costs of activities such
as Fleet Services, Central Stores, Publishing Services, Employee Benefit Programs, and Data Processing to
individual funds. The net expense of certain internal service activities is reported with governmental activities.”
The details of this ($5,411) are as follows:

Allocated Operating Income $ 730
Nonoperating Revenues:
Gain on Sale/Retirement of Capital Assets 354
Federal and Other Agency Grant Assistance 135
Other Nonoperating Revenues, net 160
Capital Asset Transfers (3,259)
Transfers, net (3,531)
Net adjustment to decrease "Net Change in Fund Balances of Governmental
Funds" to arrive at "Change in Net Position of Governmental Activities" $ (5411)

Another element of the reconciliation states: “The issuance of long-term debt (i.e., bonds, leases) provides current
financial resources to governmental funds, while the repayment of the principal of long-term debt consumes the
current financial resources of governmental funds. Neither transaction, however, has any effect on net position.”
The details of this $52 difference are as follows:

Debt Issued or Incurred:

Capital Lease Obligations $ (22,850
Contracts Payable (16,951)
Loans Payable (761)
Lease Revenue Bonds (49,530)
Principal Repayments:
Capital Lease Obligations 31,705
QECB Lease Obligations 773
Contracts Payable 7,585
Loans Payable 8,847
Section 108 Loans 1,549
Lease Revenue Bonds 19,810
Tobacco Settlement Asset-Backed Bonds 3,850
Refundings:
Revenue Bonds 16,025

Net adjustment to increase "Net Change in Fund Balances of Governmental
Funds" to arrive at "Change in Net Position of Governmental Activities" $ 52
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Another element of the reconciliation states: “Some expenses reported in the Statement of Activities do not
require the use of current financial resources (i.e., compensated absences, net pension obligation), and therefore,
are not accrued as expenditures in governmental funds.” The details of this $11,522 difference are as follows:

Compensated Absences $ 152
Liability Claims 10,778
Net Pension Obligation/Net OPEB Obligation 1,436
Interest Accrued on Long-Term Debt 534
Current Year Premiums and Loss on Refunding

Less Amortization of Bond Premiums, Discounts, and Loss on Refunding (1,265)
Current Year Amortization of Prepaid Insurance (113)

Net adjustment to increase "Net Change in Fund Balances of Governmental
Funds" to arrive at "Change in Net Position of Governmental Activities" $ 11522
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3. CASH AND INVESTMENTS (Dollars in Thousands)

The following is a summary of the carrying amount of cash and investments as of June 30, 2014:

Fiduciary Statement SDCERS
Governmental ~ Business-Type of Net Position Fiduciary Statement Grand
Activities Activities other than SDCERS Subtotal of Net Position Total
Cash or Equity in Pooled

Cash and Investments $ 1166252 § 945675 § 196,209  § 2,308,136 $ 1,167 § 2,309,303
Cash and Investments with Custodian,

Fiscal Agents, and Trustees 140,106 150,832 118,685 409,623 239,361 648,984
Investments at Fair Value 20,830 - 965,655 986,485 6,680,200 7,666,685
Securities Lending Collateral - - - 198,398 198,398
Total § 1327188 § 1096507 § 1,280,549  § 3,704,244 § 7119126 $ 10,823,370

a. Cash or Equity in Pooled Cash and Investments

Cash or Equity in Pooled Cash and Investments represents petty cash, cash held with banks in demand deposit
and/or savings accounts, and cash in escrow for contract retention payables. Furthermore, it represents equity in
pooled cash and investments, which is discussed in further detail below.

As provided for by California Government Code, the cash balances of substantially all funds and certain outside
entities are pooled and invested by the City Treasurer for the purpose of increasing interest earnings through
investment activities. The respective funds' shares of the total pooled cash and investments are included in the
table above, under the caption Cash or Equity in Pooled Cash and Investments.

The following represents a summary of the items included in the Cash or Equity in Pooled Cash and Investments

line item:
Cash on Hand - Petty Cash $ 202
Deposits - Held in Escrow Accounts 7,800
Deposits - Cash and Cash Equivalents (Not Pooled) 7,466
Deposits - Cash and Cash Equivalents (Pooled) 17,392
City Treasurer's Investment Pool 2,275,276
SDCERS Cash Deposits 1,167
Total Cash or Equity in Pooled Cash and Investments $ 2,309,303
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A summary of the investments held by the City Treasurer’s Investment Pool as of June 30, 2014 is presented in the

table below:
Interest Rate
Investment Fair Value Book Value % Range Maturity Range
U.S. Treasury Notes $ 1125918 § 1,124,187  0.125-0.875% 7/31/2014-6/15/2017
Agency Discount Notes 106,471 106,406 0.1-0.14% " 7/1/2014-5/7/2015
Agency Notes and Bonds 409,742 409,820 0.125-1.2% 7/15/2014-5/24/2018
Asset Backed Securities 86,965 86,913 0.28-1.15% 6/15/2015-1/15/2019
Commercial Paper 124,939 124,858 0.14-0.33% 7/1/2014-12/5/2014
Corporate Notes and Bonds 114,756 114,693 0.29-1.3% 8/15/2014-3/1/2019
Negotiable Certificates of Deposit 125,009 125,000 0.19-0.24% 711/2014-2/27/2015
Repurchase Agreements 131,700 131,700 0.05% 71112014
State Local Agency Investment Fund (LAIF) 49,776 49,761 0.23%° 2/17/2015
Total $ 2275216 § 2,273,338

! Discount Rates

2 LAIF - Fair Value is adjusted to account for LAIF factor. Maturity range is based on weighted average maturity of 232 days.

The following represents a condensed statement of net position and changes in net position for the City
Treasurer's cash and investment pool as of June 30, 2014

Statement of Net Position

Deposits - Cash and Cash Equivalents (Pooled) $ 17,392
Investments of Pool Participants 2,275,276
Accrued Interest Receivable of Internal Pool Participants 2,672
Accrued Interest Receivable of External Pool Participants 8

Total Cash, Investments, and Interest Receivable $ 2,295,348
Net Position of Internal Pool Participants $ 2,288,954
Net Position of External Pool Participants1 6,394

Total Net Position $ 2,295,348

Statement of Changes in Net Position

Net Position Held for Pool Participants at July 1, 2013 $ 2,370,282
Net Change in Investments by Pool Participants (74,934)
Total Net Position Held for Pool Participants at June 30, 2014 $ 2,295,348

! Voluntary Participation - Abandoned Vehicle Abatement

Cash and Investments with Custodian, Fiscal Agents, and Trustees

Cash and Investments with Custodian, Fiscal Agents, and Trustees include cash and investments held by trustees
resulting from bond issuances. These funds represent bond funds, including but not limited to debt service
reserve funds, construction funds, costs of issuance funds, and liquid investments held by trustees as legally
required by bond issuances. Under the fiduciary statement of net position, Cash with Custodian/Fiscal Agent
includes the City’s balance for the Preservation of Benefits Plan (POB Plan). The POB Plan is a qualified
governmental excess benefit arrangement (QEBA) under Internal Revenue Code (IRC) section 415(m) and is
discussed in further detail in Note 11. Additionally, Cash with Custodian/Fiscal Agent includes the SDCERS
portion of funds held as cash collateral from market neutral portfolios (domestic fixed income investment strategy).
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Furthermore, it represents transaction settlements, held in each investment manager's portfolio, which are
invested overnight by SDCERS’ custodial bank.

¢. Investments at Fair Value

Investments at Fair Value represents investments of SDCERS, Civic San Diego, the Supplemental Pension
Savings Plan, 401(a) Plan, 401(k) Plan, investments managed by the City Treasurer (which are not part of the
City Treasurer's Investment Pool) and investments managed by the Funds Commission (e.g., Cemetery
Perpetuity Fund, Los Penasquitos Canyon Fund, and the Edwin A. Benjamin, Jane Cameron Estate, Gladys Edna
Peters, and Effie Sergeant Library Funds).

d. Investment Policy

In accordance with City Charter Section 45, the City Treasurer is responsible for the safekeeping and investment
of the unexpended cash in the City Treasury. The City Treasurer is also responsible for maintaining the City of
San Diego City Treasurer's Investment Policy (Investment Policy), which is presented to City Council annually.
This Investment Policy applies to all of the investment activities of the City except for the pension trust funds, the
proceeds of certain debt issues (which are managed and invested at the direction of the City Treasurer in
accordance with the applicable indenture or by Trustees appointed under indenture agreements or by fiscal
agents), and the assets of permanent funds (which are placed in the custody of the Funds Commission by Council
ordinance).

City staff reviews the Investment Policy annually and may make revisions based upon changes to the California
Government Code and the investment environment. These suggested revisions are presented to the City
Treasurer's Investment Advisory Committee (IAC) for review and comment. The IAC consists of two City
representatives and three outside financial professionals with market and portfolio expertise not working for the
City. The City Council reviews the Investment Policy and considers acceptance on an annual basis.
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The Investment Policy is governed by the California Government Code (CGC), Sections 53600 et seq. The
following table presents the authorized investments, requirements, and restrictions per the CGC and the
Investment Policy:

Maximum Maximum % Maximum % with Minimum
Maturity ! of Portfolio One Issuer Rating 8
Investment Type CGC City Policy CGC  City Policy CGC  City Policy CGC  City Policy

U.S. Treasury Obligations (bills, bonds, or notes) 5 years 5 years None None None None None None
U.S. Agencies 5years 5years None 2 None 2 None None
Bankers' Acceptances ® 180days 180 days 40% 40% 30% 10% None ©)
Commercial Paper 6 270days 270 days 25% 25% 10% 10% P-1 P-1
Negotiable Certificates 6 5 years 5 years 30% 30% None 10% None ©)
Repurchase Agreements 1 year 1 year None None None None None None
Reverse Repurchase Agreements 4 92 days 92 days 20% 20% None None None None
Local Agency Investment Fund N/A N/A None None None None None None
Non-Negotiable Time Deposits ®7 5 years 5 years 30% 25% None 10% None @)
Medium Term Notes/Bonds ° 5 years 5 years 30% 30% None 10% A A
Municipal Securities of California Local Agencies ° 5 years 5 years None 20% None 10% None A
Mutual Funds N/A N/A 20% 20% 10% 5% AAA AAA
Notes, Bonds, or Other Obligations 5 years 5 years None None None None None AA
Mortgage Pass-Through Securities 5 years 5 years 20% 20% None None AA AAA
Financial Futures ° N/A None None None None None None None

" in the absence of a specified maximum, the maximum is 5 years.

2 No more than one-third of the cost value of the total portfolio at time of purchase can be invested in the unsecured debt of any one agency.

¥ Credit and maturity criteria must be in accordance with Section X of the City's Investment Policy.

# Maximum % of portfolio for Reverse Repurchase Agreements is 20% of base value.

% Financial futures transactions would be purchased only to hedge against changes in market conditions for the reinvestment of bond proceeds.

® Investment types with a 10% maximum with one issuer are further restricted per the City's Investment Policy: 5% per issuer and an additional 5% with authorization by the
City Treasurer.

7 Time deposits with the Certificate of Deposit Account Registry Service (CDARS) are further restricted per the City's Investment Policy: 1 year maximum maturity and
2% maximum of the portfolio.

& Minimum credit rating categories include modifications (+/-).

According to the Investment Policy, the City may enter into repurchase and reverse repurchase agreements only
with primary dealers of the Federal Reserve Bank of New York with which the City has entered into a master
repurchase agreement.

Additionally, the Investment Policy authorizes investment in other specific types of securities. The City may invest
in floating rate notes with coupon resets based upon a single fixed income index (which would be representative
of an eligible investment), provided that security is not leveraged or has a coupon that resets inversely to the
underlying index. Structured notes issued by U.S. government agencies that contain imbedded calls or options
are authorized as long as those securities are not inverse floaters, range notes, or interest only strips derived from
a pool of mortgages. A maximum of 8% of the “cost value” of the pooled portfolio may be invested in structured
notes.

Ineligible investments prohibited from use in the portfolio include, but are not limited to, common stocks and long-
term corporate notes/bonds. The Investment Policy is available online at the following website address:
www.sandiego.gov/treasurer/investments/invpolicy.shtml.
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Other Investment Policies

The City currently has a Funds Commission whose role is to supervise and control all trust, perpetuity, and
investment funds of the City and such pension funds as shall be placed in its custody. The statutory authority for
the Funds Commission is created in City Charter Article V, Section 41(a). While the duties described in the
creation document form broad authority for the Funds Commission, in practice, the Funds Commission only
oversees investments related to a small number of permanent endowments. The allowable investments for these
funds are different than those as prescribed in the City of San Diego City Treasurer’s Investment Policy. Each
permanent endowment fund has its own separate investment policy.

The City and its component units have funds invested in accordance with various bond indenture and trustee
agreements. The investment of these bond issuances is in accordance with the Permitted Investments section
and applicable account restrictions outlined in the Indenture of each bond issuance. The Permitted Investments
section in each Indenture will vary based upon the maturity, cash flow demands, and reserve requirements
associated with each issuance. In general, the Permitted Investments section of each Indenture will closely
resemble the Investment Policy, but may include certain investment options not authorized by applicable law for
the Investment Policy (CGC §53601).

City of San Diego - Disclosures for Specific Risks
e. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Interest rate risk for the City Treasurer’s Investment Pool is intended to be mitigated by establishing two portfolios,
a liquidity portfolio and a core portfolio. Target durations are based upon the expected short and long-term cash
needs of the City. The liquidity portfolio is structured with an adequate mix of highly liquid securities and maturities
to meet major cash outflow requirements for at least six months (per CGC Section 53646). The liquidity portfolio
uses the Bank of America Merrill Lynch 3-6 month Treasury Index as a benchmark with a duration of plus or
minus 40% of the duration of that benchmark.

The core portfolio uses the Bank of America Merrill Lynch 1-3 year Treasury Index as a benchmark with a rolling
three year period. It consists of high quality liquid securities with a maximum maturity of 5 years and is structured
to meet the longer-term cash needs of the City. Information about the sensitivity of the fair value of the City’s
investments to market interest rate fluctuations is presented in the table on the next page.

88



CITY OF SAN DIEGO

COMPREHENSIVE ANNUAL FINANCIAL REPORT

City Treasurer's Investment Pool
U.S. Treasury Notes
U.S. Agencies - Federal Farm Credit Bank
U.S. Agencies - Federal Home Loan Bank
U.S. Agencies - Federal Home Loan Mortgage Corporation
U.S. Agencies - Federal National Mortgage Association
Agencies - Int'l Bank of Reconstruction and Development
Asset Backed Securities
Commercial Paper
Corporate Notes
Negotiable Certificates of Deposit
Repurchase Agreements
State Local Agency Investment Fund

Non-Pooled Investments with City Treasurer
U.S. Treasury Notes
U.S. Agencies - Federal Home Loan Bank
U.S. Agencies - Federal National Mortgage Association
Commercial Paper

Investments with Fiscal Agents/Trustees, Funds Commission,
and Blended Component Units

U.S. Treasury Bonds and Notes

U.S. Agencies - Federal Farm Credit Bank

U.S. Agencies - Federal Home Loan Bank

U.S. Agencies - Federal Home Loan Mortgage Corporation

U.S. Agencies - Federal National Mortgage Association

Commercial Paper

Corporate Bonds and Notes

Exchange Traded Funds - Equity '

Exchange Traded Funds - Fixed Income

Government Mortgage Backed Securities

Guaranteed Investment Contracts

Money Market Mutual Funds

Mutual Funds - Equity *

Mutual Funds - Fixed Income

Stocks - Common Stock '
Stocks - Preferred Stock '

Total Investments

Cash on Hand - Petty Cash

Deposits - Cash and Cash Equivalents (Not Pooled)
Deposits - Cash and Cash Equivalents (Pooled)
Deposits - Cash with Fiscal Agents/Trustees
Deposits - Held in Escrow Accounts

Total Investments, Cash on Hand, and Deposits

As of June 30, 2014, the City’s investments (dollars in thousands) by maturity are as follows:

Years Fair Value
Under 1 1-3 3-5 Over 5 (In Thousands)
$ 27529 $ 850,623 $ - $ - $ 1125918
40,064 10,015 - - 50,079
166,427 49,967 9,869 226,263
70,033 50,020 - 120,053
14,998 35,001 29,811 79,810
20,000 20,008 - 40,008
10,037 56,914 20,014 86,965
124,939 - - 124,939
17,015 58,109 39,632 114,756
125,009 - - 125,009
131,700 - 131,700
49,776 - 49,776
1,045,293 1,130,657 99,326 2,275,276
4,001 - 4,001
11,088 - 11,088
3,117 - 3,117
6,901 - 6,901
25,107 - 25,107
45,514 31,411 27,247 8,448 112,620
5,001 - - - 5,001
27,015 14,059 8,698 49,772
9,250 9,848 4,800 23,898
2,139 8,301 23,853 34,293
62,852 - - 62,852
204 886 1,805 2,895
1,089 - 1,089
- 1,237 - 1,237
- 9 9
- - 9,223 9,223
108,899 - 108,899
552,163 - - 552,163
389,100 - 9,282 398,382
3,263 - 3,263
371 - 371
817,760 453,605 67,640 26,962 1,365,967
$ 1,888,160 $ 1,584,262 $ 166,966 $ 26,962 3,666,350
202
7,466
17,392
5,034
7,800
$ 3,704,244

f Equity exchange traded funds, equity mutual funds, and stocks do not have maturities.
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f.  Credit Risk

Generally, credit risk is the risk that an issuer of an investment will not fulfill their obligation to the holder of the
investment. This is measured by the assignment of a rating by a nationally recognized statistical rating
organization. As of June 30, 2014, the City’s investments and corresponding credit ratings are as follows:

Moody's S&P Fair Value Percentage
City Treasurer's Investment Pool

U.S. Treasury Notes Exempt Exempt $ 1125918 49.48%
U.S. Agencies - Federal Farm Credit Bank Aaa Not Provided 50,079 2.20%
U.S. Agencies - Federal Home Loan Bank * Aaa Not Provided 199,788 8.78%
U.S. Agencies - Federal Home Loan Bank ' P-1 Not Provided 26,475 1.16%
U.S. Agencies - Federal Home Loan Mortgage Corporation * Aaa Not Provided 75,055 3.30%
U.S. Agencies - Federal Home Loan Mortgage Corporation ! P-1 Not Provided 44,998 1.98%
U.S. Agencies - Federal National Mortgage Association Aaa Not Provided 64,812 2.85%
U.S. Agencies - Federal National Mortgage Association P-1 Not Provided 14,998 0.66%
Agencies - Int'l Bank of Reconstruction and Development Aaa Not Provided 20,008 0.88%
Agencies - Int'l Bank of Reconstruction and Development P-1 Not Provided 20,000 0.88%
Asset Backed Securities Aaa Not Rated 61,913 2.72%
Asset Backed Securities Not Rated AAA 25,052 1.10%
Commercial Paper P-1 Not Provided 124,939 5.49%
Corporate Notes Aaa Not Provided 5,005 0.22%
Corporate Notes Aa1 Not Provided 9,780 0.43%
Corporate Notes Aa3 Not Provided 52,042 2.29%
Corporate Notes Al Not Provided 29,941 1.32%
Corporate Notes A2 Not Provided 12,965 0.57%
Corporate Notes A3 Not Provided 5,023 0.22%
Negotiable Certificates of Deposit P-1 Not Provided 125,009 5.49%
Repurchase Agreements Not Rated Not Rated 131,700 5.79%
State Local Agency Investment Fund Not Rated Not Rated 49,776 2.19%
2,275,276 100.00%

Non-Pooled Investments with City Treasurer
U.S. Treasury Notes Exempt Exempt 4,001 15.94%
U.S. Agencies - Federal Home Loan Bank ! Aaa Not Provided 7,585 30.21%
U.S. Agencies - Federal Home Loan Bank ' P-1 Not Provided 3,503 13.95%
U.S. Agencies - Federal National Mortgage Association ' P-1 Not Provided 3,117 12.41%
Commercial Paper P-1 Not Provided 6,901 27.49%
25,107 100.00%
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Moody's S&P Fair Value Percentage
Investments with Fiscal Agents/Trustees, Funds Commission,
and Blended Component Units
U.S. Treasury Bonds and Notes Exempt Exempt $ 112,620 8.24%
U.S. Agencies - Federal Farm Credit Bank Aaa Not Provided 5,001 0.37%
U.S. Agencies - Federal Home Loan Bank Aaa Not Provided 22,757 1.67%
U.S. Agencies - Federal Home Loan Bank P-1 Not Provided 15,753 1.15%
U.S. Agencies - Federal Home Loan Bank Not Rated AA+ 11,262 0.82%
U.S. Agencies - Federal Home Loan Mortgage Corporation Aaa Not Provided 17,451 1.28%
U.S. Agencies - Federal Home Loan Mortgage Corporation P-1 Not Provided 6,447 0.47%
U.S. Agencies - Federal National Mortgage Association Aaa Not Provided 34,293 2.51%
Commercial Paper P-1 Not Provided 62,852 4.60%
Corporate Bonds and Notes Aa2 Not Provided 336 0.02%
Corporate Bonds and Notes Al Not Provided 805 0.06%
Corporate Bonds and Notes A2 Not Provided 752 0.06%
Corporate Bonds and Notes A3 Not Provided 440 0.03%
Corporate Bonds and Notes Baa1 Not Provided 172 0.01%
Corporate Bonds and Notes Baa2 Not Provided 390 0.03%
Exchange Traded Funds - Equity Not Rated Not Rated 1,089 0.08%
Exchange Traded Funds - Fixed Income Not Rated Not Rated 1,237 0.09%
Government Mortgage Backed Securities Not Rated Not Rated 9 0.01%
Guaranteed Investment Contracts Not Rated Not Rated 9,223 0.68%
Money Market Mutual Funds Aaa Not Provided 108,899 7.97%
Mutual Funds - Equity Not Rated Not Rated 552,163 40.42%
Mutual Funds - Fixed Income Not Rated Not Rated 398,382 29.16%
Stocks - Common Stock Not Rated Not Rated 3,263 0.24%
Stocks - Preferred Stock Not Rated Not Rated 3N 0.03%
1,365,967 100.00%
Total Investments $§ 3,666,350

"Exempt" - Per GASB Statement No. 40, US Treasury Obligations do not require disclosure of credit quality.
"Not Provided" - S&P rating not provided, Moody's rating disclosed.

! More than 5% of total investments are with U.S. Agencies whose debt is not backed by the full faith and credit of the U.S. Government.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single issuer. As
of June 30, 2014, the City exceeded the 5% limit of total investments for issuers of various U.S. Agencies.
Investments exceeding the 5% limit are referenced in the credit ratings table above. Investments issued or
explicitly guaranteed by the U.S. government and investments in mutual funds, external investment pools and
other pooled investments are exempt.
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g. Custodial Credit Risk

Custodial credit risk is the risk that if a financial institution or counterparty fails, the City would not be able to
recover the value of its deposits or investments. The City does not have a specific policy relating to custodial
credit risk. The City’s exposure to custodial credit risk is further discussed in the following paragraphs.

Deposits

At June 30, 2014, the carrying amount of the City's cash on hand and deposits was approximately $30,094 and
the bank balance was approximately $37,123; the difference is substantially due to outstanding checks. For the
balance of cash deposits in financial institutions, approximately $523 was covered by federal depository insurance
and approximately $36,600 was uninsured. Pursuant to the California Government Code, California banks and
savings and loan associations are required to secure the City’s deposits not covered by federal depository
insurance by pledging government securities as collateral. As such, $36,600 of the City's deposits are pledged at
110% and held by a bank acting as the City’s agent, in the City’s name.

The City also has deposits held in escrow accounts with a carrying amount and bank balance of approximately
$7,800. For the balance of deposits in escrow accounts, approximately $2,294 was covered by federal depository
insurance. The remaining balance of $5,506 was uninsured, but collateralized and pledged at 110%. Pursuant to
the California Government Code, California banks and savings and loans associations are required to secure the
City’s deposits in excess of insurance by pledging government securities as collateral.

Investments
The City's investments at June 30, 2014 are categorized as described below:
Category 1: Insured or registered, with securities held by the City or its agent in the City's name.

Category 2: Uninsured and unregistered, with securities held by the counterparty's trust department
or agent in the City's name.

Category 3: Uninsured and unregistered, with securities held by the counterparty, or by its trust
department or agent but not in the City's name.

Non—Categorized: Includes investments made directly with another party, real estate, direct investments in
mortgages and other loans, open-end mutual funds, pools managed by other
governments, annuity contracts, and guaranteed investment contracts.

At June 30, 2014, the City had investments exposed to custodial credit risk. Investments within the Cemetery
Perpetuity Fund's portfolio were held by Northern Trust Bank, and were not in the City's name. The following
summarizes the investment types and amounts that are exposed to custodial credit risk:

Investment Type Fair Value
Corporate Bonds and Notes $  289%
Exchange Traded Funds - Equity 1,089
Exchange Traded Funds - Fixed Income 1,237
Government Mortgage Backed Securities 9
Stocks - Common Stock 3,130
Stocks - Preferred Stock 3N
U.S. Treasury Bonds and Notes 1,008

Total $ 9739
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h. Restricted Cash and Investments

Cash and investments at June 30, 2014 that are restricted by legal or contractual requirements are comprised of
the following:

Nonmajor Governmental Funds

Special Revenue $ 9,722
Debt Service 29,124
Capital Projects 108,196
Permanent Endowments 24,315
Total Nonmajor Governmental Funds 171,357

Sewer Utility Enterprise Fund

Interest and Redemption Funds 83,008
Water Utility Enterprise Fund

Customer Deposits 6,906

Interest and Redemption Funds 73,497
Total Water Utility Enterprise Fund 80,403

Nonmajor Enterprise Funds
Environmental Services Fund - Funds set aside

for landfill site closure and maintenance costs 48,638
Recycling Fund - Customer deposits 9,161
Total Nonmajor Enterprise Funds 57,799
Trust Funds
Private-Purpose Trust Fund 92,883
Miscellaneous Agency Funds
Special Assessment Funds and Retention Held in Escrow Accounts 33,600
Total Restricted Cash and Investments $ 519,050

Summary of Total Cash and Investments

Total Unrestricted Cash and Investments $ 10,304,320
Total Restricted Cash and Investments 519,050

Total Cash and Investments $ 10,823,370
Total Governmental Activities $ 1,327,188
Total Business-Type Activities 1,096,507
Total Fiduciary Activities 8,399,675

Total Cash and Investments $ 10,823,370
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San Diego City Employees’ Retirement System (SDCERS) - Disclosures for Policy and Specific Risks

Narratives and tables presented in the following sections (i. through t.) are taken directly from the comprehensive
annual financial report of the San Diego City Employees’ Retirement System as of June 30, 2014 (certain terms
have been modified to conform to the City’s CAFR presentation).

Summary of Cash and Investments — SDCERS

Cash on Deposit with Wells Fargo Bank $ 1,167
Cash and Cash Equivalents on Deposit with Custodial Bank and Fiscal Agents 239,361
Investments at Fair Value
Domestic Fixed Income Securities 1,774,200
International Fixed Income Securities 451,069
Domestic Equity Securities 1,703,423
International Equity Securities 1,261,674
Global Equity Securities 364,418
Real Estate 693,636
Private Equity 380,975
Infrastructure 50,805
Securities Lending Collateral 198,398
Total Cash and Investments for SDCERS $ 7,119,126

i.  Investment Policy and Portfolio Risk

The Board of Administration of SDCERS (Board) has exclusive authority over the administration and investment
of SDCERS’ Trust Fund assets pursuant to Section 144 of the City Charter and the California State Constitution
Article XVI, Section 17. The Board is authorized to invest in bonds, notes or other obligations, common stock,
preferred stock, real estate investments, private equity, infrastructure and pooled vehicles. The risks and
correlations of each asset class and investment manager are considered relative to an entire portfolio. Investment
policies permit the Board to invest in financial futures contracts provided the contracts do not hedge SDCERS'
Trust Fund portfolio. Financial futures contracts are recorded at fair value each day and must be settled at
expiration date. Changes in the fair value of the contracts results in the recognition of a gain or loss under GASB
Statement No. 67, Financial Reporting for Pension Plans.

Investment earnings are recorded in accordance with GASB Statement No. 67. Net investment income includes
the net appreciation (depreciation) in the fair value of investments, interest income, dividend income, and other
income not included in the appreciation (depreciation) in the fair value of investments, less total investment
expenses, including investment management and custodial fees and all other significant investment-related costs.
SDCERS’ realized gains totaled $422,500 for the year ended June 30, 2014. Pursuant to the San Diego
Municipal Code, realized gains and losses determine whether certain contingent benefits will be paid each fiscal
year. Realized gains and losses are reported in investment income on the financial statements.

SDCERS' Policy in regard to the allocation of invested assets is established and may be amended by the Board.
The asset allocation policy is reviewed and approved on an annual basis. Through its investment objectives and
policies, the Board emphasizes generating a rate of return above inflation and the preservation of capital.
Investments are made only after the risk/reward trade-offs are evaluated. SDCERS’ assets are managed on a
total return basis, which takes into consideration both investment income and capital appreciation. While
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SDCERS recognizes the preservation of capital, it also adheres to the principle that varying degrees of investment
risk are generally rewarded with compensating returns.

The following was SDCERS’ adopted asset allocation policy as of June 30, 2014:

Target

Asset Class Allocation

U.S. Equity 21.0%
Non-U.S. Equity 14.0%
Emerging Market Equity 1.0%
Global Equity 5.0%
U.S. Fixed Income 22.0%
Emerging Market Debt 5.0%
Real Estate 11.0%
Private Equity 10.0%
Infrastructure 3.0%
Opportunity Fund 8.0%
Total 100.0%

For the year ended June 30, 2014, the annual money-weighted rate of return on pension plan investments, net of
pension plan investment expense was 16.84%. The money-weighted rate of return expresses investment
performance, net of investment expense, adjusted for the changing amounts actually invested.

SDCERS'’ investment portfolio includes fixed income strategies to diversify the investment portfolio. The
percentage allocated to these strategies is based on information derived from the Asset/Liability Study. The
returns of fixed income strategies vary less than equity returns. SDCERS’ target asset allocation policy is
reviewed each year. SDCERS'’ long-term target allocation to fixed income strategies as of June 30, 2014 was
27%, which includes domestic fixed income and emerging market debt. The fixed income allocation is externally
managed and is comprised as follows: 22% to core domestic fixed income (benchmarked to the Barclays Capital
Intermediate Aggregate Bond Index) and 5% to emerging market debt (benchmarked 50% to JP Morgan
Emerging Market Bond Index Global Diversified and 50% to JP Morgan Government Bond Index-Emerging Global
Diversified). A 2% target allocation to convertible bond securities (benchmarked to the Merrill Lynch All
Convertibles All Qualities Index) is not included in the fixed income allocation, but instead is included in the
domestic equity allocation. However, given that these convertible securities have fixed income attributes, the
convertible bond allocation is included in the Portfolio Risk analysis. SDCERS’ overall portfolio diversification
limits the fixed income invested in the debt security of any one issuer to 10% of the portfolio at the time of the
initial commitment, except for U.S. Government obligations (or agencies and instruments of the U.S. Government)
to minimize overall market and credit risk.

A copy of the SDCERS investment policy and additional details on the results of SDCERS’ investment activities
are available at 401 West A Street, Suite 400, San Diego, CA 92101.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of an investment.
Fixed income portfolios use duration to measure how a change in interest rates will affect the value of the
portfolio. SDCERS does not have a general investment policy that addresses interest rate risk. Rather, each
investment manager’s specific investment guidelines place limits on each portfolio to manage interest rate risk.

Convertible bonds are generally less sensitive to changes in interest rates and more sensitive to the profitability of
the underlying issuer. Company fundamentals are the overriding factor in the bond’s return, while fluctuations in

interest rates have significantly less impact.

The following table identifies the durations of SDCERS’ domestic and international fixed income strategies based
on portfolio holdings as of June 30, 2014.

Effective Duration

Type of Security (in years) Fair Value '
Asset-Backed Securities 0.76 $ 51,054
Commercial Mortgage-Backed Securities 1.15 54,031
Collateralized Mortgage Obligations 1.55 31,709
Corporate Bonds 2

Corporate Bonds 1.84 207,168

Bank Loans 0.73 1,600
Government and Agency Obligations

Municipal Securities 6.55 13,793

Foreign Securities 1.69 65,074

Agency and Treasury Securities 3.97 302,688
Mortgage-Backed Securities 3.54 235,303
Short-Term/Other *

Cash Equivalents 043 22,052
Total 2.81 $ 984,472

! Fair Value does not include convertible bonds, mutual funds and derivative instruments of $1,240,797. These securities do not exhibit interest rate risk and
duration cannot be calculated.

2 Corporate Bonds do not include convertible securities of $183,922.

s Short Term/Other does not include derivative instruments, short-term instruments and mutual funds of $1,056,875. Although the duration was not available for
these securities, the weighted average maturity was calculated for the mutual funds. The following table depicts the weighted average maturity for the mutual
funds.

Fair Weighted Average
Name of Institutional Mutual Fund Value Maturity (in years)
BlackRock U.S. Debt NL Fund $ 324,497 4.35
MetWest Floating Rate 6,796 522
PIMCO FDS Pac Mgmt Ser Emrg 575 1.31
PIMCO PAPS Short-Term Floating NAV 1 Portfolio 275,345 0.25
Stone Harbor 119,525 7.57
Wellington Trust Company CIF Il Opportunistic Emerging Markets Debt Portfolio 94,130 12.35
Investec Emerging Market Debt 124,152 6.96
GCM Wind and Sea Fund 108,881 3.60
Total $ 1,053,901
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Investments Highly Sensitive to Interest Rate Changes

Certain terms in fixed income securities may increase the sensitivity of their fair values to changes in interest
rates. The Portfolio Duration Analysis table on the previous page discloses the degree to which SDCERS'
investments are sensitive to interest rate changes due simply to the remaining term to maturity. The total value of
securities, as of June 30, 2014, that are highly sensitive to interest rate changes due to factors other than term to
maturity are shown in the following table.

Percent of
Type of Security Fair Value Fixed Income Portfolio
Floating Rate Notes $ 115,110 5.20%
Asset-Backed Securities 25,329 1.10%
Range Notes 6,300 0.30%
Adjustable Rate Notes 2,988 0.10%
Total $ 149,727 6.70%

Although SDCERS does not have an investment policy that pertains directly to investments that are highly
sensitive to interest changes, this risk is mitigated by diversification of issuer, credit quality, maturity and security
selection.

Credit Risk

Credit risk is the risk that an issuer or other underlying borrower to a debt instrument will not fuffill its obligations.
Nationally-recognized statistical rating organizations (NRSROs) assign ratings to measure credit risk. These
rating agencies assess a firm's or government’s willingness and ability to repay its debt obligations based on
many factors.

SDCERS employs two core bond managers that invest primarily in U.S. fixed income and derivative securities,
fixed income mutual funds, and some non-U.S. fixed income securities. SDCERS also invests in three emerging
market debt commingled funds, one passive core fixed income index fund, and one global credit fund. The
investment management agreements between SDCERS and its two core bond managers contain specific
investment guidelines that identify permitted fixed income investments. One of SDCERS' domestic core fixed
income managers has tactical discretion to invest in non-U.S. fixed income securities while the other domestic
core fixed income manager is limited to U.S. fixed income investments only.

The permitted securities and derivatives for the two domestic core fixed income managers include U.S.
Government and agency obligations, collateralized mortgage obligations, U.S. corporate securities, commercial
mortgage backed securities, asset backed securities, futures, forwards, options, interest rate swaps and credit
default swaps. Investment guidelines include minimum average portfolio quality of AA- rating (market value
weighted) and minimum credit quality at time of purchase of BBB- for the two domestic fixed income managers.

The permitted securities for SDCERS’ domestic convertible bond portfolio include convertible bonds, convertible

preferred stocks, common stocks (due to forced conversions) and synthetic convertibles. SDCERS’ domestic
convertible bond portfolio will generally maintain an average quality rating of at least B.
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The following table identifies the credit quality of SDCERS’ fixed income strategies based on portfolio holdings as
of June 30, 2014.

S&P Asset- Commercial Collateralized Government Mortgage
Quality Total Backed Mortgage- Mortgage and Agency Backed Short-Term/
Rating Fair Value  Securities Backed Securities ~ Obligations Corporates ' Obligations ® Securities Other ®

US Treasuries $ 169,297 $ - $ -3 -3 - 8 169,297 § - 3

GNMA Securities 15,292 - - - - 15,292 -

AAA 57,893 11,412 27,469 139 - 18,873 -

AA+ 33,262 12,776 - 1,484 2,013 16,989 -

AA 12,338 3,396 6,755 72 - 2,115 -

AA- 12,040 4,187 - - 5710 2,143 -

A+ 30,313 8,132 - 9,044 11,080 2,057 -

A 26,953 1,620 172 1,236 22,378 1,547 -

A 85,815 - 6 134 82,703 2,972 -

BBB+ 29,900 166 - 129 29,605 - -

BBB 50,576 308 - 290 22,916 27,062 -

BBB- 33,597 - 4,398 - 29,199 - -

BB+ 12,154 - - - 12,050 104 -

BB 21,518 - - 109 21,409 - -

BB- 18,506 - - 11 18,213 282 -

B+ 13,905 - 88 478 13,339 - -

B 3,074 - 289 101 2,684 - -

B- 15,924 - 25 1,332 13,220 1,347 -

CCC+ 900 - - - 900 - -

ccc 75 - 75 - - - -

Ccc- 2,617 - - - 2,617 - -

D 263 - - 263 - - - -

NR 1,579,057 9,057 14,754 16,887 102,654 121,475 235,303 1,078,927
Totals $ 2225269 § 51,054 § 54031 $§ 31,709 § 392690 $ 381,555 $ 235303 §$ 1,078,927

! Corporate Bonds include convertible bonds from SDCERS' convertible bond manager.
2 |ncludes international and municipal holdings.

® Includes fixed income mutual fund investments of $1,053,901. These institutional quality fund investments are not directly rated by major credit rating agencies.

Obligations of the U.S. Government or obligations explicitly guaranteed by the U.S. Government are not
considered to have credit risk; however, U.S Government Agency securities other than U.S. Treasuries and
GNMA Securities have been included in the credit risk disclosure as AA+. NR represents those securities that are
not rated by one of the NRSROs.
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m. Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the relative size of an investment in a single issuer. As
of June 30, 2014, SDCERS had no single issuer that exceeded 5% of total investments as required to be
disclosed by GASB Statement No. 40, Deposit and Investment Risk Disclosures — an Amendment of GASB
Statement No. 3, or 5% of plan net position as required to be disclosed by GASB Statement No. 67, excluding
investments issued or explicitly guaranteed by the U.S. Government and investments in mutual funds, external
investment pools, and other pooled investments. With respect to the concentration of credit risk by issuer,
SDCERS’ Investment Policy states that not more than 10% of the fixed income portfolio shall be invested in the
debt security of any one issuer at the time of initial commitment, except for U.S. Government and Agency
obligations. While SDCERS does not have a general investment policy on the concentration of credit risk by
issuer, each manager's specific investment guidelines place limitations on the maximum holdings in any one
issuer.

n. Custodial Credit Risk

Custodial credit risk is the risk that if a financial institution or counterparty fails, SDCERS would not be able to
recover the value of its deposits, investments, or securities. SDCERS’ exposure to custodial credit risk is further
discussed in the following paragraphs.

Deposits

At June 30, 2014 SDCERS’ cash balance was $1,167. Cash and cash equivalents on deposit with custodial bank
and fiscal agents was $239,361, which includes cash collateral for SDCERS’ cash overlay program of $58,721
and residual cash held in each manager’s portfolio of $180,640, which is invested overnight by SDCERS'’
custodial bank. SDCERS does not have a target allocation to cash. Any cash or cash equivalent balances on
deposit are reserved for paying benefits and SDCERS’ operational expenses.

SDCERS' un-invested cash balances held in a demand deposit account (DDA) are subject to custodial credit risk.
Such a balance or deposit with the bank establishes a debtor-creditor relationship and is not subject to the
protection afforded SDCERS’ other investments. Cash balances held in Short-Term Investment Funds (STIF) at
State Street are held in SDCERS’ name and are not subject to custodial credit risk. As of June 30, 2014,
SDCERS held $216,322 in STIF and a cash balance of $23,039. SDCERS does not have a specific policy
relating to custodial credit risk because the majority of SDCERS’ assets are held in SDCERS’ name and are not
available to satisfy the obligations of State Street to its creditors.

Investments

As of June 30, 2014, 100% of SDCERS’ investments were held in SDCERS’ name. SDCERS is not exposed to
custodial credit risk related to these investments.

Securities Lending Collateral

SDCERS’ custodial bank acts as its securities lending agent. SDCERS is exposed to custodial credit risk for the
securities lending collateral such that certain collateral is received in the form of letters of credit, tri-party collateral
or securities collateral. The fair value of non-cash collateral totaled $132,500 as of June 30, 2014. The non-cash
collateral is not held in SDCERS’ name and cannot be sold without a borrower default. The cash collateral held
by SDCERS’ custodian in conjunction with the securities lending program, which totaled $198,688 as of June 30,
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2014, is also at risk as it is invested in pooled vehicles managed by the custodian. The investment characteristics
of the collateral pool are disclosed in the Securities Lending section of this note.

0. Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an
investment or a deposit. The following table represents SDCERS’ securities held in a foreign currency as of June

30, 2014.

Local Currency Name Cash Equity Fixed Income Real Estate Total

Australian Dollar $ 2 $ 6,758 $ - $ 3,078 $ 9838
Canadian Dollar 1,005 4,161 1,432 2,176 8,774
Danish Krone - 4,257 - - 4,257
Euro Currency 8,317 77,718 68,825 5,573 160,433
Hong Kong Dollar - 19,245 - 7,497 26,742
Japanese Yen 411 68,417 - 9,077 77,905
Singapore Dollar - 3,495 - 2,932 6,427
South Korean Won - 1,073 - - 1,073
Swedish Krona - 7,016 - 975 7,991
Swiss Franc 9 20,225 - - 20,234
Thai Baht - - - 1,087 1,087
United Kingdom Pound - 53,882 1,100 6,528 61,510
Totals $§ 9744 $ 266,247 $ 71,357 $ 38923 $ 386,271

This schedule does not include the foreign currency exposure to two international equity, one global equity, two emerging market equity
and three emerging market fixed income institutional mutual fund investments.

Foreign currency is comprised of international investment proceeds and income to be repatriated into U.S. dollars
and funds available to purchase international securities. Foreign currency is not held by SDCERS as an
investment. Foreign currency is held temporarily in foreign accounts until it is able to be repatriated or expended
to settle trades. An important component of the diversification benefit of non-domestic investments comes from
foreign currency exposure. SDCERS does not have a general investment policy in place to manage foreign
currency risk or to hedge against fluctuations in foreign currency exposure. Instead, SDCERS’ investment
managers may hedge currencies at their discretion pursuant to their specific investment guidelines included in
each of their investment management agreements.

p. Derivative Instruments

Pursuant to the requirements of GASB Statement No. 53, Accounting and Financial Reporting for Derivative
Instruments, SDCERS has provided a summary of derivative instrument activities during the reporting period and
the related risks. As of June 30, 2014, the derivative instruments held by SDCERS are considered investments
and not hedges for accounting purposes. The gains and losses arising from this activity are recognized in the
SDCERS Statement of Changes in Plan Net Position.

SDCERS' investment managers, as permitted by their specific investment guidelines, may enter into transactions
involving derivative financial instruments, consistent with the objectives established by the SDCERS’ Investment
Policy Statement. These instruments include futures, options, swaps, forwards, warrants and rights. By Board
policy, these investments may not be used to leverage SDCERS'’ portfolio, i.e. use derivatives to increase the
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portfolio’s notional exposure to any given asset class. These instruments are used in an attempt to enhance the
portfolio’s performance and/or reduce the portfolio’s risk.

All investment derivatives discussed below are addressed in the Portfolio Risk discussion (section i). Investment
derivative instruments are disclosed separately to provide a comprehensive and distinct view of this activity and its

impact on the overall investment portfolio.

The following table provides a summary of the derivative instruments outstanding as of June 30, 2014.

Net Appreciation
(Depreciation)
in Fair Value Fair Value at June 30, 2014
Notional Notional
Investment Derivative Instruments Amount Classification Amount (Dollars) (Shares)
Credit Default Swaps $ 470  Domestic Fixed Income § 98 § 56453
Fixed Income Futures 4103  Domestic Fixed Income - 751,550
Fixed Income Options 3,244 Domestic Fixed Income (2,030) (723,780)
Foreign Currency Futures 401  Domestic Fixed Income - 5,300
Foreign Currency Options 1 Domestic Fixed Income - -
Futures Options 155  Domestic Fixed Income - -
Foreign Currency Forwards (1,831)  Domestic Fixed Income (77) 201,757
Index Futures 53,813  Domestic Fixed Income - 106
Interest Rate Swaps (4,480) Domestic Fixed Income 1,812 129,700
Rights 9  Domestic Equity - -
Warrants 5  Domestic Equity 5
Total Derivative Instruments $ 55,890 § 695 § 421,086

Some derivative instruments, such as credit default swaps and interest rate swaps, are not exchange traded and
are priced using quarterly Over-the-Counter trading data.

Futures contracts are financial instruments that derive their value from underlying indices or reference rates and
are marked-to-market at the end of each trading day. Daily settlement of gains and losses occur on the following
business day. As a result, the futures contracts do not have a fair value as of June 30, 2014. Daily settlement of
gains and losses is a risk control measure to limit counterparty credit risk. Futures variation margin amounts are
settled each trading day and recognized in the financial statements under investment income as they are incurred.

Foreign currency forward contracts are obligations to buy or sell a currency at a specified exchange rate and
quantity on a specific future date. The fair value of the foreign currency forwards is the unrealized gain or loss
calculated based on the difference between the specified exchange rate and the closing exchange rate at
June 30, 2014.
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Counterparty Credit Risk

The following table illustrates the counterparty credit ratings of SDCERS’ non-exchange traded investment
derivative instruments outstanding and subject to loss at June 30, 2014:

Counterparty Name Fair Value S&P Rating
Deutsche Bank AG London $ 519 A
Barclays Capital 208 A
Credit Suisse International 124 A
Morgan Stanley CME 105 A-
Citibank N.A. 88 A
UBS AG 80 A
Barclays Bank PLC Wholesale 58 A
Bank of America N.A. 49 A
National Australia Bank Limited 44 AA-
Goldman Sachs Capital Markets LP 16 A-
HSBC Bank USA 16 AA-
JP Morgan Chase Bank N.A. 13 A+
Morgan Stanley Bank N.A. 10 A
Total $ 1,330

The aggregate fair value of investment derivative instruments in an asset position subject to counterparty credit
risk at June 30, 2014 was $1,330. This represents the maximum loss that would be recognized at the reporting
date if all counterparties failed to perform as contracted. At June 30, 2014, SDCERS did not have any significant
exposure to counterparty credit risk with any single party. SDCERS does not have any specific policies relating to
the posting of collateral or master netting agreements.

Custodial Credit Risk

The custodial credit risk disclosure for exchange traded derivative instruments is made in accordance with the
custodial credit risk disclosure requirements of GASB Statement No. 40. At June 30, 2014, all of SDCERS’
investments in derivative instruments were held in SDCERS’ name and were not exposed to custodial credit risk.
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Interest Rate Risk

At June 30, 2014, SDCERS was exposed to interest rate risk on its investments in interest rate swaps, options,
and credit default swaps. The table below illustrates the maturity periods of these derivative instruments.

Investment Maturities (in years)

Investment Type Fair Value Less Than 1 1-5 6-10 More Than 10
Credit Default Swaps $ 95 $ 26 $ 959 § - $ -
Fixed Income Options (2,030) (2,421) 398 (7) -
Interest Rate Swaps 1,812 - 569 - 1,243
Total $ 767 § (2,395) § 1926 § (7 $ 1,243

Derivative Instruments Highly Sensitive to Interest Rate Changes

Credit default swaps, fixed income futures, options and interest rate swaps are highly sensitive to changes in
interest rates. The table below reflects the fair value and notional amount of these derivative instruments as of
June 30, 2014.

Investment Type Fair Value Notional
Credit Default Swaps $ 985 $ 56,453
Fixed Income Futures - 751,550
Fixed Income Options (2,030) (723,780)
Interest Rate Swaps 1,812 129,700
Total $ 767§ 213923

Foreign Currency Risk

At June 30, 2014, SDCERS was exposed to foreign currency risk on its investments in options, currency forward
contracts and interest rate swaps denominated in foreign currencies.

Foreign Currency Forwards

Options/ Net Net

Currency Name Warrants Receivables Payables Swaps Total

Canadian Dollar $ -8 -8 (34 8 -8 (39
Euro Currency - 376 (389) 5 (8)
Pound Sterling - 13 (43) - (30)
Hong Kong Dollar 5 - - - 5
Subtotal 5 389 (466) 5 (67)
Investments Denominated in USD (2,030) - - 2,792 762
Total $ (2,025) $ 389 $  (466) $ 2,797 $ 695
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In addition to the investments listed in the above table, SDCERS has investments in foreign futures contracts with
a total notional value of $5,300 and in foreign index futures with a total notional value of $5,500. As indicated
previously, futures variation margin amounts are settled each trading day and recognized as realized gains/losses
as they are incurred. As a result, the foreign futures contracts have no fair value at June 30, 2014.

Contingent Features

At June 30, 2014, SDCERS did not hold any positions in derivatives containing contingent features.

q. Private Equity

Private Equity assets are generally defined as direct investments in projects or companies that are privately
negotiated and typically do not trade in a capital market. The risk is that these instruments are usually equity
interests, generally illiquid and long-term in nature. SDCERS’ target allocation to private equity is 10%, with a
portfolio composition focused on value and current income producing strategies. As of June 30, 2014, unfunded
capital commitments totaled $242,600 and private equity investments totaled $380,975.

r.  Infrastructure

Infrastructure is a subset of Private Equity, defined as permanent essential assets society requires to facilitate the
orderly operation of the economy, such as roads, water supply, sewers, power and telecommunications. The risk
is that these investments are usually equity interests that are generally illiquid and long-term in nature. SDCERS'’
target allocation to infrastructure is 3%, with a portfolio composition focused on value and current income
producing strategies. Unfunded capital commitments as of June 30, 2014 totaled $147,900. As of June 30, 2014,
infrastructure investments totaled $50,805.

s. Real Estate

SDCERS' target allocation to real estate is 11%. The Board has established the following portfolio composition
targets: 10% in public real estate securities and 90% in private real estate investments. The private portfolio is
further diversified with a target of 70% in core real estate and 30% in value-add and opportunistic real estate. No
more than 40% of SDCERS' real estate portfolio is allocated to non-U.S. real estate investment opportunities.

Certain real estate investments are leveraged. In those cases, partnerships have been established to purchase
properties through a combination of equity contributions from SDCERS, other investors and through the utilization
of debt. SDCERS engages real estate advisors and operating partners who are responsible for managing a
portfolio’s daily activities, performance and reporting. As of June 30, 2014, real estate investments totaled
$693,636 and unfunded capital commitments totaled $190,700. Pursuant to a policy, SDCERS has established a
maximum leverage limit of 50% at the portfolio level. As of June 30, 2014, SDCERS’ real estate portfolio had
leverage of 28.8%. SDCERS' share of outstanding debt in the real estate portfolio is $127,852, excluding
obligations of limited partnership interests in commingled funds. This balance of debt is comprised of all non-
recourse loans that currently bear interest at rates ranging from 3.11% to 6.04% and maturity dates that range
from August 2016 through November 2025.
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The following table illustrates mortgage loans that SDCERS has outstanding as of June 30, 2014.

Fiscal Year

Ending June 30 Principal Interest Total
2015 $ 230 $ 5843 $ 6,073
2016 237 5,842 6,079
2017 25,495 5214 30,709
2018 22,777 3,575 26,352
2019 41,611 2,849 44,460
2020-2024 19,502 5,863 25,365
2025 18,000 1,385 19,385
Total $ 127,852 $§ 30,571 $ 158,423

t.  Securities Lending

SDCERS has entered into an agreement with State Street Bank and Trust Company (State Street), its custodial
bank, to lend domestic and international equity and fixed income securities to broker-dealers and banks in
exchange for pledged collateral that will be returned for the same securities plus a fee in the future. All securities
loans can be terminated on demand by either the lender or the borrower.

State Street manages SDCERS' securities lending program and receives cash and/or securities as collateral.
Borrowers are required to deliver collateral for each loan equal to at least 102% for domestic loans and 105% for
international loans. State Street does not have the ability to pledge or sell collateral securities delivered absent a
borrower default.

SDCERS had no credit risk exposure to borrowers because the amounts provided to State Street on behalf of
SDCERS, in the form of collateral plus accrued interest, exceeded the amounts broker-dealers and banks owed to
State Street on behalf of SDCERS for securities borrowed. State Street has indemnified SDCERS by agreeing to
purchase replacement securities or return cash collateral if a borrower fails to return or pay distributions on a
loaned security. SDCERS incurred no losses during the fiscal year resulting from any reported default of the
borrowers or State Street. Non-cash collateral (securities and letters of credit) are not reported in SDCERS’
financial statements.

When lending its securities on a fully collateralized basis, SDCERS may encounter various risks related to
securities lending agreements. These risks include operational risk, borrower or counterparty default risk, and
collateral reinvestment risk. State Street is required to maintain its securities lending program in compliance with
applicable laws of the United States and all countries in which lending activities take place, as well as all rules,
regulations, and exemptions from time to time promulgated and issued under the authority of those laws.

As of June 30, 2014, securities on loan collateralized by cash had a fair value of $194,700 and SDCERS received
cash collateral of $198,688, which was reported as securities lending obligations in the accompanying Statement
of Fiduciary Net Position in accordance with GASB Statement No. 28, Accounting and Financial Reporting for
Securities Lending Transactions. The collateral value exceeds the fair value of the securities on loan because
borrowers are required to deliver collateral for each loan up to 102% for domestic loans and 105% for international
loans. As of June 30, 2014, securities on loan collateralized by securities, irrevocable letters of credit, or tri-party
collateral had a fair value of $123,900 and a collateral value of $132,500, which were not reported as assets or
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liabilities in the accompanying Statement of Fiduciary Net Position in accordance with GASB Statement No. 28.
The total collateral pledged to SDCERS at June 30, 2014 for its securities lending activities was $331,188.

SDCERS and the borrowers maintain the right to terminate securities lending transactions upon notice. The cash
collateral received for lent securities was invested by State Street, together with the cash collateral of other
qualified tax-exempt plan lenders, in a collective investment fund, or collateral pool. In July 2010, State Street
restructured the securities lending collateral funds creating two pools, a liquidity pool and a duration pool. As of
June 30, 2014, these collateral pools were not rated by the NRSROs.

As of June 30, 2014, SDCERS had $186,377 invested in the Quality D liquidity collateral pool, which had an
average duration of 37.4 days and an average weighted final maturity of 103.7 days. SDCERS had $12,021
invested in the Quality D duration pool, which had an average duration of 41.8 days and an average weighted final
maturity of 1,770.3 days. Duration is the weighted time average until cash flows are received in the collateral
pool, and is measured in days. Alternatively, the weighted average final maturity measures when all final
maturities in the portfolio will occur. The duration of the investments made with cash collateral does not generally
match the duration of the loans. This is because the loans are terminable at any time by SDCERS or the
borrower.

Discretely Presented Component Units — Disclosures for Policy and Specific Risks

Narratives and tables presented in the following sections (u. through v.) are taken directly from the audited
financial statements of the San Diego Convention Center Corporation and the comprehensive annual financial
report of the San Diego Housing Commission as of June 30, 2014.

u. San Diego Convention Center Corporation

Cash, deposits and investments were categorized as follows at June 30, 2014:

Cash on hand $ 109
Deposits 1,274
Certificates of deposit (non-negotiable) 1,277
Bank money market account deposits 5,669

Total cash and investments $ 8329

Deposits

At June 30, 2014, the carrying amount of SDCCC'’s cash on hand, deposits, non-negotiable certificates of deposit
and bank money market account deposits was $8,329 and the bank balance was $8,197. Of the bank balance,
$500 was covered by federal depository insurance. The remaining uninsured balance of $7,697 was
collateralized with the collateral held by an affiliate of the counterparty’s financial institution. Neither the bank
money market account deposits nor the certificates of deposit are rated by credit rating agencies. The $1,277
invested in non-negotiable certificates of deposit bear interest rates of 0.3% and have maturities greater than
three months and less than one year.
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Investments

SDCCC developed a formal deposit and investment policy in August 2010, which addresses custodial credit risk,
credit quality risk and allowable investments. SDCCC places no limit on the amount that may be invested in any
one account or fund. SDCCC’s allowable investments include: obligations of the U.S. government, its agencies
and instrumentalities, investment grade state and local government securities, certificates of deposit, bankers’
acceptances, repurchase agreements, and money market mutual funds whose portfolios consist of only domestic
securities.

v.  San Diego Housing Commission

Cash, cash equivalents, and investments at June 30, 2014 consisted of the following:

Housing Component Grand

Commission Units ' Total
Deposits $ 10,193 $ 10,892 $ 21,085
Petty cash 20 - 20
Agency Bonds 74,896 - 74,896
Local Agency Investment Fund 16,921 - 16,921
Negotiable Certificates of Deposit 3,195 - 3,195
San Diego County Investment Pool 10,011 - 10,011
Total cash and investments 115,236 10,892 126,128
Restricted cash and cash equivalents 3,904 71 3,975
Total $ 119,140 $ 10,963 $ 130,103

! Disclosures for San Diego Housing Commission's Discretely Presented Component Units are not included in the
narratives following this table.

Deposits

The carrying amount of the SDHC'’s cash deposits was $10,193 at June 30, 2014. The bank balances were
insured by the Federal Deposit Insurance Corporation (FDIC) up to $250. For amounts over $250, bank balances
were collateralized with securities held by the pledging financial institutions in SDHC’'s name. The California
Government Code requires California financial institutions to secure cash deposits of public institutions not
covered by federal deposit insurance by pledging securities as collateral. This Code states that collateral pledged
in this manner shall have the effect of perfecting a security interest in such collateral superior to those of a general
creditor. As a result, the collateral for cash deposits is considered to be held in SDHC’s name.

The fair value of pledged securities must equal at least 110% of SDHC's cash deposits. California law also allows
financial institutions to secure SDHC’s deposits by pledging first trust deed mortgage notes having a value of
150% of SDHC's total cash deposits.

Investment Policy

In accordance with state statutes and HUD regulations, SDHC has authorized its Chief Financial Officer or
designee to invest in obligations of the U.S. Treasury, U.S. Government agencies or other investments as outlined
in the SDHC Investment Policy. An Investment Committee, consisting of two SDHC Board members, monitors
the management of funds and compliance with the SDHC Investment Policy.

SDHC utilizes the services of an experienced financial advisor to aid in making investment decisions. Working
with the Investment Committee and staff, the advisor provides guidance on creating a diversified portfolio and a
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secure investment mix. The advisor’s ongoing role is to provide staff with sound investment opportunities that will
maximize liquidity and yield without sacrificing principal value and safety of the investment securities.

Investments in the State’s Local Agency Investment Fund and San Diego County Investment Pool represent
SDHC’s equity in pooled investments. Other investments such as certificates of deposit, bonds, government
agency securities and demand deposit accounts are safe kept with commercial banking institutions.

Investments

As of June 30, 2014, SDHC had investments in agency bonds, negotiable certificates of deposit, California Local
Agency Investment Fund (LAIF) and San Diego County Investment Pool (SDCIP). The following paragraphs
provide further detail for each investment.

SDHC'’s investments under U.S. Government Agency bonds are Mortgage-Backed Security (MBS) bonds and
debentures traded on an active secondary market. MBS Bonds are a security or debt obligation that represents a
claim on the monthly cash flows from mortgage loans. They represent investments in securities that are backed
by pools of high quality consumer or commercial mortgages guaranteed by a government agency or Government
Sponsored Enterprises (GSE). Government Agency Debentures are also bonds traded on an active secondary
market and represent a security or debt obligation of the issuer. While Standard & Poor's and Moody’s do not
specifically rate MBS, they carry an implied rating based on the high quality collateral that backs the bonds and
the AA+ by Standard & Poor’s of the GSE (Fannie Mae/Freddie Mac) that issues/guarantees them. The U.S.
Government Agency securities in SDHC’s portfolio include Federal National Mortgage Association (FNMA),
Federal Home Loan Mortgage Corporation (FHLMC) and Federal Home Loan Bank (FHLB). At June 30, 2014,
SDHC had $74,896 invested in Agency MBS bonds.

SDHC had $3,195 in negotiable certificates of deposit in its investment portfolio. Each certificate of deposit is
issued through a separate legal entity and purchased in an amount under the FDIC insured limit of $250.
According to SDHC's Investment Policy, certificates of deposit are to be collateralized at least 100% of the
amount that is not federally insured. Securities pledged as collateral are held by a third party. Joint custody
safekeeping receipts are held in the name of the depository institution, but pledged to SDHC.

SDHC participates in the State’s LAIF. LAIF is part of the State of California Pooled Money Investment Account
(PMIA) and is protected by statute ensuring invested funds remain SDHC’s assets. PMIA is not registered with
the SEC but is required to invest in accordance with California State Code. As of June 30, 2014, the average
maturity of PMIA investments was 232 days and the balance of the investment portfolio of PMIA was
$64,846,000. SDHC had $16,921 invested with LAIF as of June 30, 2014.

In addition to LAIF, SDHC voluntarily participates in the SDCIP. SDCIP is a Standard & Poor’s AAA rated fund
managed by the San Diego County Treasurer-Tax Collector. The fair value of SDCIP’s investment portfolio at
June 30, 2014 was $7,262,000. The investment portfolio had a weighted average yield to maturity of 0.43%,
weighted days to maturity of 366 days and an effective duration of 0.78 years. As of June 30, 2014, SDHC had
$10,011 invested in SDCIP.

Investment Risk Factors

There are many factors that can affect the value of investments. Some factors, such as credit risk, custodial risk,
concentration of credit risk and market risk, may affect both equity and fixed income securities. Equity and debt
securities respond to such factors as economic conditions, individual company earnings performance and market
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liquidity, while fixed income securities are particularly sensitive to credit risk and changes in interest rates. It is the
investment policy of SDHC to invest substantially all of its funds in fixed income securities, which limits SDHC'’s
exposure to most types of risk.

Market Risk

Market risk is the risk that the value of an investment will change due to changes in the financial market. Changes
in market conditions can increase Interest Rate Risk, Liquidity Risk and Reinvestment Risk.

Interest Rate Risk is the risk associated with declines or rises in interest rates, which cause an investment in
a fixed-income security to increase or decrease in value. The terms of a debt investment may cause its fair
value to be highly sensitive to interest rate changes.

Liquidity Risk is the risk of being unable to liquidate an investment prior to maturity. Related to liquidity risk is
the concept of marketability, or the ability to sell an instrument on short notice without incurring a meaningful
loss in price.

Reinvestment Risk is the risk that the proceeds from a fixed-income security cannot be reinvested at less
than the same rate of return currently generated by that holding. This risk is common with securities that are
callable.

In accordance with its investment policy, SDHC manages market risk by matching portfolio maturities to projected
liabilities and monitoring the weighted average maturity of its portfolio. This is done by maintaining a portion of the
portfolio in readily available funds and investing in securities with limited call features and an active secondary
market. These measures ensure that appropriate liquidity is maintained in order to meet ongoing operations,
maximize return and limit exposure to changing market conditions. SDHC's exposure to interest rate risk as of
June 30, 2014 is as follows:

Less Than
Total Fair Value 3 Months  4-12 Months  1-5 Years

Cash and Cash Equivalents

Deposits $ 10,193 § 10,193 § - 9 -
Petty Cash 20 20 - -
Restricted Cash and Cash Equivalents 3,904 3,904 - -
Total Cash and Cash Equivalents 14,117 14,117 - -
Short-Term Investments
U.S. Government Agency 3,095 332 2,763 -
Negotiable Certificates of Deposit 1,473 - 1,473 -
San Diego County Investment Pool 10,011 - - 10,011
State Local Agency Investment Fund 16,921 - 16,921
Total Short-Term Investments 31,500 332 21,157 10,011
Long-Term Investments
U.S. Government Agency 71,801 - - 71,801
Negotiable Certificates of Deposit 1,722 - - 1,722
Total Long-Term Investments 73,523 - - 73,523

Total Cash, Cash Equivalents, and Investments $ 119140 $ 14449 $§ 21157 $ 83,534
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Credit Risk

Fixed income securities are subject to credit risk, which is the risk that an issuer will fail to pay interest or principal
in a timely manner or that negative perceptions of the issuer’s ability to make these payments will cause security
prices to decline. Certain fixed income securities, including obligations of the U.S. Government or those explicitly
guaranteed by the U.S. Government are considered to have minimal credit risk. SDHC minimizes credit risk by
limiting investments to those listed in the investment policy. In addition, SDHC pre-qualifies the financial
institutions, broker/dealers, intermediaries, and advisors with which SDHC will do business in accordance with the
investment policy. SDHC diversifies the investment portfolio to minimize potential losses from any one type of
security or issuer.

Concentration of Credit Risk

Concentration of credit risk is the risk associated with a lack of diversification, such as having substantial
investments in a few individual issuers, thereby exposing SDHC to greater risks resulting from adverse economic,
political, regulatory, geographic, or credit developments. Investments issued or guaranteed by the U.S.
government and investments in external investment pools such as LAIF and SDCIP are not considered subject to
concentration of credit risk.

Custodial Credit Risk

Custodial credit risk is the risk that, in the event of the failure of the custodian, the investments may not be
returned. All bonds are purchased through SDHC'’s primary financial institution’s clearing account in SDHC's
name where all securities are held in safekeeping.

The exposure of SDHC's debt securities to credit risk as of June 30, 2014 is as follows:

Standard &
Poor's Credit
Rating
Not Subject
Total Fair Value AAA to Rating
Short-Term Investments
U.S. Government Agency $ 3005 § 2,030 $ 1,065
Negotiable Certificates of Deposit 1,473 - 1,473
San Diego County Investment Pool 10,011 10,011 -
State Local Agency Investment Fund 16,921 - 16,921
Total Short-Term Investments 31,500 12,041 19,459
Long-Term Investments
U.S. Government Agency 71,801 - 71,801
Negotiable Certificates of Deposit 1,722 - 1,722
Total Long-Term Investments 73,523 - 73,523
Total Investments $ 105,023 $ 12,041 $§ 92,982
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4. CAPITAL ASSETS (Dollars in Thousands)

Capital asset activities for the year ended June 30, 2014 are as follows:

Primary Government

Beginning Ending
Balance Increases Decreases Transfers Balance
GOVERNMENTAL ACTIVITIES
Non-Depreciable Capital Assets:
Land and Rights of Way $ 1729238  § 46467 $ (10,703)  § (75) ' $ 1,764,927
Easements 656 55 - 58 769
Construction in Progress 389,928 72,948 (5,366) (218,215) 239,295
Total Non-Depreciable Capital Assets 2,119,822 119,470 (16,069) (218,232) 2,004,991
Depreciable Capital Assets:
Structures and Improvements 1,122,932 13,756 (1,464) 186,285 1,321,509
Equipment 366,235 32,736 (11,118) (1,955) 385,898
Equipment (Intangible) 37,708 - - 8,367 46,075
Infrastructure 3,539,237 59,178 (409) 25,535 3,623,541
Total Depreciable Capital Assets 5,066,112 105,670 (12,991) 218,232 5,377,023
Less Accumulated Depreciation/Amortization For:
Structures and Improvements (455,159) (36,578) 857 (581) (491,461)
Equipment (225,459) (32,053) 10,079 8,369 (239,064)
Equipment (Intangible) (14,162) (11,175) - (8,367) (33,704)
Infrastructure (1,994,925) (93,058) 147 579 (2,087,257)
Total Accumulated Depreciation/Amortization (2,689,705) (172,864) 11,083 - (2,851,486)
Total Depreciable Capital Assets - Net of Depreciation 2,376,407 (67,194) (1,908) 218,232 2,525,537
Governmental Activities Capital Assets, Net $ 4496229 § 52276 § (17977) § - $ 4,530,528
BUSINESS-TYPE ACTIVITIES
Non-Depreciable Capital Assets:
Land and Rights of Way $ 97,036 § 46 $ (17§ (52) $ 97,013
Easements 667 767 - 268 1,702
Construction in Progress 191,265 110,498 (798) (74,566) 226,399
Total Non-Depreciable Capital Assets 288,968 111,311 (815) (74,350) 325,114
Depreciable Capital Assets:
Structures and Improvements 1,672,218 1,714 (5,498) 8,335 1,676,769
Equipment 450,905 6,534 (6,750) (1,084) 449,605
Equipment (Intangible) 17,897 - - 6,407 24,304
Distribution and Collection Systems and Other Infrastructure 4,563,701 73,451 (5,612) 60,692 4,692,232
Total Depreciable Capital Assets 6,704,721 81,699 (17,860) 74,350 6,842,910
Less Accumulated Depreciation/Amortization For:
Structures and Improvements (490,765) (34,934) 5,204 (185) (520,680)
Equipment (303,462) (16,117) 6,310 1,772 (311,497)
Equipment (Intangible) (1,958) (1,983) - (2,021) (5,962)
Distribution and Collection Systems and Other Infrastructure (990,320) (72,268) 3,159 434 (1,058,995)
Total Accumulated Depreciation/Amortization (1,786,505) (125,302) 14,673 - (1,897,134)
Total Depreciable Capital Assets - Net of Depreciation 4,918,216 (43,603) (3,187) 74,350 4,945,776
Business-Type Activities Capital Assets, Net $ 5,207,184 § 67,708 § (4002) § - $ 5,270,890
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Depreciation/amortization expense was charged to functions/programs of the primary government are as follows:

GOVERNMENTAL ACTIVITIES
General Government and Support $ 15,596
Public Safety - Police 5,055
Public Safety - Fire and Life Safety and Homeland Security 4,578
Parks, Recreation, Culture and Leisure 42,198
Transportation 81,284
Sanitation and Health 1,240
Neighborhood Services 182
Subtotal 150,133
Internal Service 22,731
Total Depreciation/Amortization Expense $ 172,864
BUSINESS-TYPE ACTIVITIES
Sewer Utility $ 70,585
Water Utility 48,957
Airports 845
Development Services 47
Environmental Services 3,568
Golf Course 1,274
Recycling %
Total Depreciation/Amortization Expense $ 125,302
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Discretely Presented Component Units

Capital asset activities for the City's Discretely Presented Component Units for the year ended June 30, 2014 are as follows:

Discretely Presented Component Unit -
San Diego Convention Center Corporation

Beginning Ending
Balance Increases Decreases Balance
Non-Depreciable Capital Assets:
Land $ 18114 § 731§ (246) § 18,599
Depreciable Capital Assets:
Structures and Improvements 28,260 1,398 (369) 29,289
Equipment 6,684 429 (1,329) 5,784
Total Depreciable Capital Assets 34,944 1,827 (1,698) 35,073
Less Accumulated Depreciation/Amortization For:
Structures and Improvements (17,483) (1,652) 298 (18,837)
Equipment (5,905) (284) 1,307 (4,882)
Total Accumulated Depreciation/Amortization (23,388) (1,936) 1,605 (23,719)
Total Depreciable Capital Assets - Net of Depreciation/Amortization 11,556 (109) (93) 11,354
Capital Assets, Net $ 29670 § 622 § (339) § 29,953

Discretely Presented Component Unit -
San Diego Housing C i

Beginning Decreases/ Ending
Balance Increases Transfers Balance
Non-Depreciable Capital Assets:
Land $ 63,036 § - $ 151 $ 63,187
Construction in Progress 1,854 2,143 (3,246) 751
Total Non-Depreciable Capital Assets 64,890 2,143 (3,095) 63,938
Depreciable Capital Assets:
Structures and Improvements 119,623 - 2,770 122,393
Equipment 3,781 95 229 4,105
Total Depreciable Capital Assets 123,404 95 2,999 126,498
Less Accumulated Depreciation/Amortization For:
Structures and Improvements (19,531) (4,401) - (23,932)
Equipment (2,967) (400) - (3,367)
Total Accumulated Depreciation/Amortization (22,498) (4,801) - (27,299)
Total Depreciable Capital Assets - Net of Depreciation/Amortization 100,906 (4,706) 2,999 99,199
Capital Assets, Net $ 165,796 $ (2563) § 96) $ 163,137
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Discretely Presented Component Units of the San Diego Housing Commission

Capital assets for the discretely presented component units of SDHC as of December 31, 2013 are as follows:

Non-Depreciable Capital Assets:
Land
Construction in Progress

Total Non-Depreciable Capital Assets

Depreciable Capital Assets:
Structures and Improvements
Equipment
Total Depreciable Capital Assets
Less Accumulated Depreciation/Amortization
Total Depreciable Capital Assets - Net of Depreciation/Amortization

Capital Assets, Net

Successor Agency - Private-PurposeTrust Fund

$ 1,655
793

2,448

15,374
612
15,986
(2,479)
13,507

$ 15,955

Capital asset activities for the City's Successor Agency for the year ended June 30, 2014 are as follows:

Successor Agency -

Private-Purpose Trust Fund

Beginning Ending
Bal I Balance
Non-Depreciable Capital Assets:
Land and Rights of Way $ 105947  $ $ 105,947
Total Non-Depreciable Capital Assets 105,947 105,947
Depreciable Capital Assets:
Structures and Improvements 69,732 69,732
Equipment 819 819
Total Depreciable Capital Assets 70,551 70,551
Less Accumulated Depreciation/Amortization For:
Structures and Improvements (12,348) (1,743) (14,091)
Equipment (819) (819)
Total Accumulated Depreciation/Amortization (13,167) (1,743) (14,910
Total Depreciable Capital Assets -
Net of Depreciation/Amortization 57,384 (1,743) 55,641
Capital Assets, Net $ 163,331 § (1,743)  § 161,588
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5. GOVERNMENTAL ACTIVITIES LONG-TERM LIABILITIES (Dollars in Thousands)

a. Long-Term Liabilities

The composition of the governmental long-term liabilities as of June 30, 2014 is reflected in the table below,
followed by additional information on some of these items:

Fiscal Year Balance
Interest Maturity Original Outstanding
Type of Obligation Rates Date Amount June 30, 2014
Compensated Absences $ 70,646
Liability Claims 331,946
Capital Lease Obligations 0.71-5.0% 2023 58,094
Qualified Energy Conservation Bonds (QECB) Lease Obligation 6.16" 2026 $ 13142 10,864
Contracts Payable:
Facilities Financing Reimbursement Agreement Obligations 16,820
Loans Payable:
California Energy Resources Conservation
and Development Commission, dated January 2007 45 2021 1,280 612
California Energy Resources Conservation
and Development Commission, dated March 2007 3.95 2019 2,154 966
California Energy Resources Conservation
and Development Commission, dated December 2011 3.0 2023 2,987 2,839
California Energy Resources Conservation
and Development Commission, dated December 2012 1.0 2027 474 474
Bank of America, N.A. McGuigan Judgment,
dated June 2010 3797 2015 32,762 _ 8p61
Total Loans Payable 13,552
Section 108 Loans Payable 2025 5,910 4,081
Lease Revenue Bonds:
Public Facilities Financing Authority Ballpark Lease
Revenue Refunding Bonds, Series 2007 A 50-5.25° 2032 156,560 129,780
Public Facilities Financing Authority Lease
Revenue Refunding Bonds, Series 2010 A 3.0-5.25° 2040 167,635 155,170
Convention Center Expansion Financing Authority
Lease Revenue Bonds, Series 2012 A 38-525° 2028 140,440 126,610
Public Facilities Financing Authority CIP
Lease Revenue Bonds, Series 2012 A 20-525° 2042 72,000 70,215
Public Facilities Financing Authority Fire and Life Safety
Lease Revenue Refunding Bonds, Series 2012 B 20-50° 2032 18,745 17,720
Public Facilities Financing Authority CIP/Old Town Light Rail
Extension Lease Revenue Refunding Bonds, Series 2013 A 30-50° 2043 43,245 41,590
Public Facilities Financing Authority Balboa Park/Mission Bay Park
Lease Revenue Refunding Bonds, Series 2013 B 30-50° 2024 6,285 5,845
Total Lease Revenue Bonds 546,930
Tobacco Settlement Asset-Backed Bonds:
Tobacco Settlement Revenue Funding Corporation
Asset-Backed Bonds, Series 2006 7.125° 2023* 105,400 77,785
Total Bonds Payable 624,715
Net Other Postemployment Benefits Obligation 188,846
Net Pension Obligation 114,022
Total Governmental Activities Long-Term Liabilities $ 1,433,586

1 Nominal interest rate of 6.16% with a net effective rate of 2.40% inclusive of QECB federal subsidy.

2 McGuigan Judgment loan payable has a 3.79% fixed rate for term of borrowing. The McGuigan Judgment loan was paid in full on July 1, 2014.
3 Interest rates are fixed and reflect the range of rates for various maturities from the date of issuance to maturity.

4 Final maturity date is June 1, 2032. The date listed reflects final turbo redemption payment date projected at the time of issuance.
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Arbitrage rebate liability is calculated via third party providers in accordance with the provisions of the Internal
Revenue Code of 1986, as amended, and the United States Treasury Regulations effective as of July 1, 1993, as
amended. As of June 30, 2014, there was no outstanding arbitrage liability for the governmental funds.

Liability claims are primarily liquidated by the General Fund, Long-Term Disability Internal Service Fund, and
Enterprise Funds. Compensated absences are generally liquidated by the general fund, enterprise funds, and
certain internal service funds. Pension and Other Postemployment healthcare liabilities are paid out of operating
funds based on a percentage of covered payroll.

Taxable QECBs were issued pursuant to the American Recovery and Reinvestment Act of 2009. The QECB
financing is eligible for the direct interest subsidy payment from the U.S. Department of the Treasury within the
meaning of Section 54(D)a of the Internal Revenue Code of 1986, as amended. The QECBs were issued to fund
the Broad Spectrum Street Lighting Conversion Program and will be paid from annual appropriations payable out
of any source of legally available funds.

Facilities Financing Reimbursement Agreements are contract provisions whereby a developer either constructs or
provides funding towards a public improvement project, which is included as part of an approved City Public
Facilities Financing Plan. Typical improvements constructed under this program are transportation projects, parks,
fire stations, and libraries. A developer is obligated to provide the infrastructure and is later reimbursed or
provided program credits against future Facilities Benefit Assessment (FBA) or Development Impact Fees (DIF)
payments due up to the amount of the eligible infrastructure costs as stated in an approved reimbursement
agreement. Provisions of reimbursement agreements permit FBA/DIF cash reimbursement as funds become
available, rather than at a certain time, and these agreements bear no interest.

On June 30, 2010, the City entered into an Agreement Regarding Purchase of McGuigan Judgment with Bank of
America, N.A. (BANA). The Agreement is related to the Settlement Agreement and Judgment between William J.
McGuigan (Class Representative) and the City of San Diego, under which the City agreed to pay SDCERS
$173,000 in excess of the ARC no later than June 8, 2011. Under the terms of the Agreement, the outstanding
balance of $32,762 on the McGuigan Judgment was transferred to BANA as a loan payable of the City and is
repaid in four annual payments beginning in fiscal year 2012. The Judgment Installment Payments to BANA have
a fixed rate of 3.79% and the fourth and final payment was made on July 1, 2014.

Section 108 loans are the loan guarantee provisions of the Community Development Block Grant (CDBG)
program. Section 108 loans provide the community with a source of financing for economic development, housing
rehabilitation, public facilities, and capital improvement and infrastructure projects. The loans are arranged
through the U.S. Department of Housing and Urban Development and a fixed repayment schedule is provided that
allocates a portion of the total obligation issued to each borrower including the City as well as other municipalities.
No interest rate is stated on the repayment schedule.

Lease revenue bonds are lease obligations secured by a lease-back arrangement with a public entity, where the
general operating revenues are pledged to pay the lease payments, which are in turn used to pay debt service on
the bonds. Lease revenue bonds provide long-term financing through a lease agreement, installment sales
agreement, or loan agreement that does not constitute indebtedness under the state constitutional debt limitation
and is not subject to other statutory requirements applicable to bonds.

Tobacco Settlement Asset-Backed Bonds are limited obligations of the TSRFC, which is a separate legal
California nonprofit public benefit corporation established by the City. TSRFC purchased from the City the rights
to receive future tobacco settlement revenues due to the City. The Tobacco Settlement Asset-Backed Bonds are
payable from and secured solely by pledged tobacco settlement revenues.
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b. Amortization Requirements

The annual requirements to amortize such long-term debt outstanding as of June 30, 2014, including interest
payments to maturity, are as follows:

Qualified Energy Conservation

Year Capital Lease Obligations Bonds Lease Obligation Contracts Payable Loans Payable
Ending
June 30 Principal Interest Principal Interest Principal Interest Principal Interest
2015 $ 14,435 $ 970 $ 792 $ 669 $ - $ - $ 9297 § 4718
2016 12,338 726 811 620 - - 660 122
2017 9,194 534 830 570 - - 685 96
2018 6,804 376 850 519 - - 487 73
2019 6,555 250 871 467 - - 504 56
2020-2024 8,768 263 4,678 1,505 - - 1,445 111
2025-2029 - - 2,032 188 - - - -
2030-2034 - - - - - - - -
2035-2039 - - - - - - - -
2040-2044 - - - - - - - -
Unscheduled ' - - - - 16,820 - 474 -
Total $ 58,094 $ 3,119 $ 10,864 $ 4538 $ 16,820 $ - $ 13552 $ 936
Lease Revenue Tobacco Settlement
Year Section 108 Loans Payable Bonds Asset-Backed Bonds
Ending
June 30 Principal Interest Principal Interest Principal® Interest
2015 $ 280 $ 227 $ 20210 $ 26,588 $ 5400 $ 5542
2016 294 212 21,055 25,750 5,700 5,157
2017 310 195 21,945 24,858 6,200 4,751
2018 325 178 22,905 23,888 6,600 4,310
2019 345 159 23,960 22,848 7,000 3,839
2020-2024 2,042 461 136,025 95,122 46,885 9,964
2025-2029 485 14 139,335 59,051 - -
2030-2034 - - 78,045 30,439 - -
2035-2039 - - 55,825 14,474 - -
2040-2044 - - 27,625 2,080 - -
Total $ 4,081 $ 1,446 $ 546,930 $ 325,098 $ 77,785 $ 33,563

' The contracts payable for the Faciliies Financing Reimbursement Agreements in the amount of $16,820 do not have an annual repayment schedule. Annual
payments to the Facilities Financing Reimbursement Agreements are based on availability of Facilities Benefit Assessment (FBA) and Development Impact Fee
(DIF) revenues. Loan Payable of $474 to California Energy Resources Conservation and Development Commission does not have a fixed annual repayment
schedule until construction of the project is completed and final billing submitted.

2 The Tobacco Asset-Backed Bond Principal Debt Service requirements are based upon final turbo redemtion payments projected at time of issuance.
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¢. Change in Long-Term Liabilities

Additions to governmental activities long-term debt for contracts, notes and loans payable may differ from
proceeds reported on the Statement of Revenues, Expenditures, and Changes in Fund Balances, due to funding
received in prior fiscal years being converted from short-term to long-term debt as a result of developers
extending the terms of the obligation.

The following is a summary of changes in governmental activities long-term liabilities for the year ended June 30,
2014. The effect of bond issuance premiums and discounts are reflected as adjustments to the carrying value of
long-term liabilities.

Governmental Activities

Beginning
Balance, as Ending Due Within
Restated ' Additions Reductions Balance One Year
Compensated Absences $ 71,318 $ 52,022 $ (52,694) § 70,646 $ 30,090
Liability Claims 339,002 61,047 (68,103) 331,946 39,485
Capital Lease Obligations 65,369 31,235 (38,510) 58,094 14,435
Qualified Energy Conservation Bonds
Lease Obligation 11,637 - (773) 10,864 792
Contracts Payable 7,454 16,951 (7,585) 16,820 -
Loans Payable 21,638 761 (8,847) 13,552 9,297
Section 108 Loans Payable 5,630 - (1,549) 4,081 280
Lease Revenue Bonds 533,235 49,530 (35,835) 546,930 20,210
Unamortized Bond Premiums and Discounts 24,522 2,183 (1,627) 25,078 1,558
Net Lease Revenue Bonds 557,757 51,713 (37,462) 572,008 21,768
Tobacco Settlement Asset-Backed Bonds 81,635 - (3,850) 77,785 5,400
Net Other Postemployment Benefits Obligation 188,428 418 - 188,846
Net Pension Obligation 115,925 - (1,903) 114,022 -
Total $ 1,465,793 § 214,147 § (221,276)  § 1,458,664 § 121,547

' Beginning balances for liability claims and net lease revenue bonds have been restated, due to the reclassification of components of the Self Insurance Interal Service Fund
to the General Fund, and GASB 65 implementation, respectively. Additional information on the restatements is included in Note 23.

PFFA issued $43,245 of Lease Revenue Bonds and Lease Revenue Refunding Bonds, Series 2013A (Capital
Improvement Projects and Old Town Light Rail Extension Refunding) and $6,285 of Lease Revenue Refunding
Bonds, Series 2013B (Balboa Park/Mission Bay Park Refunding). The Series 2013A fully refunded the
outstanding City of San Diego/MTDB Authority 2003 Lease Revenue Refunding Bonds (San Diego Old Town
Light Rail Transit Extension Refunding). The Series 2013B fully refunded all the outstanding City of San Diego
2003 Certificates of Participation (1993 Balboa Park/Mission Bay Park Refunding). The 2013A and 2013B bonds
are special, limited obligations of PFFA secured solely by the base rental payments paid by the City for the use
and occupancy of the leased property and certain funds held under the indenture.
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Redemption of Debt

The Lease Revenue Refunding Bonds, Series 2013A (Old Town Light Rail Extension Refunding) were issued to
refund the outstanding City of San Diego/MTDB Authority 2003 Lease Revenue Refunding Bonds (San Diego Old
Town Light Rail Transit Extension Refunding) and the Lease Revenue Refunding Bonds, Series 2013B (Balboa
Park/Mission Bay Park Refunding) were issued to refund the outstanding City of San Diego 2003 Certificates of
Participation (1993 Balboa Park/Mission Bay Park Refunding). Since the refunded bonds have been fully
redeemed prior to fiscal year end, the liability has been removed from the Statement of Net Position. The
refunding transaction resulted in a total economic gain of $771 and a cash flow savings of approximately $1,188.
The refunded 2003 Lease Revenue Refunding Bonds were fully redeemed on July 11, 2013 and the refunded
2003 Certificates of Participation were fully redeemed on November 1, 2013.

Long-Term Pledged Liabilities

Governmental long-term pledged liabilities as of June 30, 2014 are comprised of the following:

Fiscal
Year Pledged Debt Pledged
Maturity Revenue to Principal Revenue
Type of Pledged Revenue Date Maturity & Interest Paid Recognized
Pledged Developer Revenue:
Regional Transportation Center Redevelopment
Project (Section 108) 2021 $ $ 1,325 $ 1,325
Pledged Development Impact Fee (DIF) Revenue:
Kearny Mesa Reimbursement Agreement, dated June 2005 309 735 735
Pledged Facilities Benefit Assessment (FBA) Revenue:
Facilities Financing Reimbursement Agreement Obligations 16,511 6,850 6,850
Naval Training Center Civic, Arts, and Cultural
Center (Section 108) 2025 5,527 506 506
Total Pledged Facilities Benefit Assessment (FBA) Revenue 22,038 7,356 7,356
Pledged Tobacco Settlement Revenue:
Tobacco Settlement Revenue Funding Corporation
Asset-Backed Bonds, Series 2006 2023 111,348 9,666 9,082
Total $ 133,695 $ 19,082 $ 18,498
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6.

BUSINESS-TYPE ACTIVITIES LONG-TERM LIABILITIES (Dollars in Thousands)

a. Long-Term Liabilities

Business-type activities long-term liabilities as of June 30, 2014 are comprised of the following:

Fiscal
Year Balance
Maturity Original Outstanding
Type of Obligation Interest Rates Date Amount June 30, 2014
Arbitrage Liability $ 90
Compensated Absences 13,267
Liability Claims 37,844
Capital Lease Obligations 1.665% - 1.838% ' 2022 2,590
Loans Payable:
State Water Resources Control Board, issued
February 9, 2000 1.80%2 2020 $ 10,606 3,590
State Water Resources Control Board, issued
February 9, 2000 1802 2022 6,684 2,965
State Water Resources Control Board, issued
March 30, 2001 1802 2022 33,720 14,944
State Water Resources Control Board, issued
May 17, 2001 1802 2022 7,742 3432
State Water Resources Control Board, issued
May 17, 2001 1807 2021 860 337
State Water Resources Control Board, issued
June 11, 2001 1802 2021 2,525 988
State Water Resources Control Board, issued
October 3, 2002 1.992 2020 3,767 1,408
State Water Resources Control Board, issued
October 3, 2002 1802 2023 8,068 3,987
State Water Resources Control Board, issued
December 14, 2005 1.892 2024 10,093 5,759
Department of Health Services, issued
July 6, 2005 2512 2026 21,525 13,669
State Water Resources Control Board, issued
October 15, 2006 1,992 2024 3,858 2,311
State Water Resources Control Board, issued
February 28, 2007 1.892 2026 11,068 7,439
Department of Health Services, issued
May 30, 2011 2317 2032 12,000 10,783
Department of Health Services, issued
January 1, 2012 2312 2032 20,000 17,971
Department of Health Services, issued
January 1, 2012 2502 2032 18,000 16,576
State Water Resources Control Board, issued
February 17, 2012 2702 2034 21,092 21,092
State Water Resources Control Board, issued
July 10, 2012 2202 2033 16,008 15,472
Department of Health Services, issued
January 29, 2013 20932 2034 4,775 4,775
Department of Health Services, issued
January 29, 2013 20932 2034 2,301 2,301
State Water Resources Control Board, issued
June 26, 2013 220° 2034 3,964 3,964
State Water Resources Control Board, issued
August 22, 2013 2202 2034 7,597 7,597
Total Loans Payable 161,360
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Fiscal
Year Balance
Maturity Original Outstanding
Type of Obligation Interest Rates Date Amount June 30, 2014
Bonds Payable:
Senior Sewer Revenue Bonds, Series 2009 A 2.0-5.375 2039 $ 453,775 $ 394,500
Senior Sewer Revenue Refunding Bonds
Series 2009 B 3.0-55" 2025 634,940 469,640
Water Revenue Refunding Bonds, Series 2009 A 255.25" 2039 157,190 151,520
Water Revenue Bonds, Series 2009 B 25575 2040 328,060 306,140
Senior Sewer Revenue Refunding Bonds
Series 2010 A 5.25 2029 161,930 161,930
Water Revenue Refunding Bonds, Series 2010 A 50-5.25 " 2029 123,075 123,075
Water Revenue Refunding Bonds, Series 2012 A 2.0-5.0" 2033 188,610 171,505
Total Bonds Payable 1,778,310
Estimated Landfill Closure and Postclosure Care 23,290
Net Other Postemployment Benefits Obligation 54,277
Net Pension Obligation 22,610
Total Business-Type Activities Long-Term Liabilities $ 2,093,638

" Interest rates are fixed and reflect the range of rates for various maturities from the date of issuance to maturity.
? Effective rate.
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b. Amortization Requirements

Annual requirements to amortize long-term debt as of June 30, 2014, including interest payments to maturity, are

as follows:
Capital Lease Obligations Loans Payable Revenue Bonds Payable
Year Ending
June 30 Principal Interest Principal Interest Principal Interest

2015 $ 340 $ 41 $ 8,855 $ 2,546 $ 75,370 $ 89,240
2016 357 36 9,038 2,363 79,255 85,847
2017 363 30 9,226 2,175 82,205 82,127
2018 370 24 9,416 1,984 86,410 78,104
2019 376 18 9,612 1,789 90,695 73,819
2020-2024 784 17 40,529 6,050 493,915 298,290
2025-2029 - - 20,735 2,554 414,280 177,179
2030-2034 - - 11,220 485 213,305 95,531
2035-2039 - - - - 221,720 39,780
2040-2044 - - - - 21,155 582
Unscheduled ' - - 42,729 - - -
Total $ 2,590 $ 166 $ 161,360 $ 19,946 $§ 1,778,310 $ 1,020,499

! The loans payable to the State Water Resources Control Board in the amount of $35,653 and loans payable to Department of Health Services in the
amount of $7,076 do not have fixed annual repayment schedules until construction of the projects are completed and final billing submitted.

¢. Change in Long-Term Liabilities

The following is a summary of changes in long-term liabilities for the year ended June 30, 2014. The effect of
bond premiums and discounts are reflected as adjustments to long-term liabilities.

Business-Type Activities

Beginning
Balance, as Ending Due Within
Restated ' Additions Reductions Balance One Year
Arbitrage Liability $ 60 § 30 0§ -3 N $
Compensated Absences 13,347 10,926 (11,006) 13,267 6,016
Liability Claims 37,285 10,333 (9,774) 37,844 6,427
Capital Lease Obligations - 2,590 - 2,590 340
Loans Payable 145,330 24,717 (8,687) 161,360 8,855
Revenue Bonds Payable 1,850,645 - (72,335) 1,778,310 75,370
Unamortized Bond Premiums and Discounts 78,778 - (5,317) 73,461 5,317
Net Revenue Bonds Payable 1,929,423 - (77,652) 1,851,771 80,687
Estimated Landfill Closure/Postclosure Care 22,565 725 - 23,290
Net Other Postemployment Benefits Obligation 54,169 108 - 54,277
Net Pension Obligation 23,076 - (466) 22,610
Totals $§ 2225255 § 49429 §  (107585) § 2,167,099 § 102,325

! Liability Claims and Net Revenue Bonds beginning balances have been restated due to reclassification of components of the Self Insurance Internal Service Fund to the General Fund,
and GASB 65 implementation, respectively. Additional information on the restatements is included in Note 23.
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d. Long-Term Pledged Liabilities

Business-type activities long-term pledged liabilities as of June 30, 2014 are comprised of the following:

Fiscal
Year Pledged
Maturity Revenue to Debt Principal Pledged Revenue
Type of Pledged Revenue Date Maturity & Interest Paid Recognized
Pledged Net Sewer Systems Revenue:
Loans
State Water Resources Control Board,
issued February 9, 2000 2020 $ 3,820 $ 637 $ 637
State Water Resources Control Board,
issued February 9, 2000 2022 3,210 401 401
State Water Resources Control Board,
issued March 30, 2001 2022 16,197 2,025 2,025
State Water Resources Control Board,
issued May 17, 2001 2022 3,717 464 464
State Water Resources Control Board,
issued May 17, 2001 2021 360 52 52
State Water Resources Control Board,
issued June 11, 2001 2021 1,060 152 152
State Water Resources Control Board,
issued October 3, 2002 2020 1,507 251 251
State Water Resources Control Board,
issued October 3, 2002 2023 4,357 484 484
State Water Resources Control Board,
issued December 14, 2005 2024 6,375 638 638
State Water Resources Control Board,
issued October 15, 2006 2024 2,573 257 257
State Water Resources Control Board,
issued February 28, 2007 2026 8,388 699 699
State Water Resources Control Board,
issued February 17, 2012 2034 21,092
State Water Resources Control Board,
issued July 10, 2012 2033 18,394 810 810
State Water Resources Control Board,
issued June 26, 2013 2034 3,964
State Water Resources Control Board,
issued August 22, 2013 2034 7,597
Bonds and Notes
Senior Sewer Revenue Bonds, Series 2009 A 2039 691,706 36,280 32,577
Senior Sewer Revenue Refunding Bonds,
Series 2009 B 2025 608,482 57,702 53,751
Senior Sewer Revenue Refunding Bonds,
Series 2010 A 2029 264,342 8,502 8,502
Total Pledged Net Sewer Systems Revenue 1,667,141 109,354 101,700

Continued on Next Page
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Fiscal
Year Pledged
Maturity Revenue to Debt Principal Pledged Revenue
Type of Pledged Revenue Date Maturity & Interest Paid Recognized
Pledged Net Water Systems Revenue:
Loans
Department of Health Services, issued
July 6, 2005 2026 $ 15,823 $ 1,376 $ 1,376
Department of Health Services, issued
May 30, 2011 2032 13,169 753 753
Department of Health Services, issued
January 1, 2012 2032 21,938 1,254 1,254
Department of Health Services, issued
January 1, 2012 2032 20,689 1,149 1,149
Department of Health Services, issued
January 29, 2013 2034 4775 19 19
Department of Health Services, issued
January 29, 2013 2034 2,301 22 22
Bonds and Notes
Water Revenue Refunding Bonds, Series 2009 A 2039 219,212 8,681 8,468
Water Revenue Bonds, Series 2009 B 2040 565,147 21,735 21,217
Water Revenue Refunding Bonds, Series 2010 A 2029 198,356 6,311 5,802
Water Revenue Refunding Bonds, Series 2012 A 2033 251,564 25,394 25,346
Total Pledged Net Water Systems Revenue 1,312,974 66,694 65,406
Total Pledged Revenues $ 2,980,115  § 176,048  § 167,106
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1. DISCRETELY PRESENTED COMPONENT UNITS LONG-TERM LIABILITIES (Dollars in Thousands)

Narratives and tables presented in the following sections are taken from the audited financial statements of the San
Diego Convention Center Corporation and the comprehensive annual financial report of the San Diego Housing
Commission as of June 30, 2014.

San Diego Convention Center Corporation

Long-term liabilities of SDCCC as of June 30, 2014 are comprised of the following:

Fiscal Year Balance

Interest Maturity Original Outstanding Due Within

Type of Obligation Rate Date Amount June 30, 2014 One Year

Compensated Absences $ 1,245 $ 1,218

Notes Payable:

Fifth Avenue Landing LLC 5.27% 2015 $ 12,500 12,500 12,500
San Diego Gas and Electric -

Retrocommissioning 0.00% 2015 418 127 127

CG 7600 LLC 0.00% 2023 22 19 2

Total Notes Payable 12,646 12,629

Total Long-Term Liabilities $ 13,891 $ 13,847

SDCCC entered into a Note Purchase Contract on May 6, 2010 for $12,500 with Fifth Avenue Landing, LLC, the
proceeds of which were used for the Phase Il expansion site ground lease purchase. The Fifth Avenue Landing LLC
note payable is repaid at the rate of 5.27% per annum, simple interest, with a $12,500 principal payment due by May 6,
2015. SDCCC is required to pay an annual interest payment of $500, while the remaining accrued interest owed in
any one year is payable at the date of final maturity.

On April 25, 2012, SDCCC entered into a Financing Loan Agreement at a zero percent per annum rate with San Diego
Gas & Electric (SDG&E) for $418, the proceeds of which were used to apply “retrocommissioning,” a systematic
process for improving and optimizing a building’s operations through reduced energy usage, lengthened equipment
life, and improved indoor air quality and occupant comfort. The obligation is payable over 23 equal installments
payable through an on-bill financing arrangement through SDCCC'’s monthly utility bill based on estimated energy cost
savings.

On April 15, 2013, SDCCC entered into a commercial lease agreement with CG 7600, LLC (lessor) in which the lessor
financed a warehouse capital improvement for SDCCC valued at $22. The agreement calls for the loan to be
amortized as part of SDCCC’s monthly rent over 10 years at a zero percent per annum rate. In the event SDCCC
does not exercise the option to extend, the amortized portion becomes payable and due upon termination of the
contract.
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Annual requirements to amortize long-term debt as of June 30, 2014, are as follows:

Notes Payable

Year Ending
June 30

Principal

Interest

2015
2016
2017
2018
2019
2020-2023

Total

$ 12,629

2
2
2
2
9

$

1,297
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San Diego Housing Commission

Long-term liabilities of SDHC as of June 30, 2014 are comprised of the following:

Fiscal
Year Balance
Maturity Original Outstanding Due Within
Type of Obligation Interest Rate Date Amount June 30, 2014 One Year
Compensated Absences $ 1,738 § 1,738
Notes Payable:
Debts of SDHC
GE Capital, (Smart Corner & Maya)
dated November 2011 6.08% 2027 $ 15,000 11,344 492
Successor Agency of the Redevelopment
Agency of the City of San Diego 0.00%
dated March 1992 forgivable 2022 696 696 -
Successor Agency of the Redevelopment
Agency of the City of San Diego 1.00%
dated March 18, 2010 forgivable 2065 6,095 6,030 -
State of California, Housing Loan
Conversion Program
dated March 10, 2013 3.00% 2068 4,555 4,555 -
Debts of the LLCs
Greystone Servicing Corp, Inc.
Fannie Mae (Belden) 7.32% 2040 12,320 11,729 162
Greystone Servicing Corp, Inc.
Fannie Mae (Northern) 7.32% 2040 10,810 10,292 142
Greystone Servicing Corp, Inc.
Fannie Mae (Central) 7.32% 2040 14,010 13,338 184
PNC Bank, NA FHA (Southern) 3.76% 2046 25,017 23,627 405
PNC Bank, NA FHA (Northern) 3.76% 2046 17,500 16,528 283
PNC Bank, NA FHA (Central) 3.65% 2046 15,726 14,855 258
Total Notes Payable 112,994 1,926
Total Long-Term Liabilities * $ 114,732 $ 3,664

' Long-term liabilties of the discrete component units of SDHC are not included

In November 2011, SDHC entered into a loan agreement with GE Commercial Finance to refinance the Smart Corner
Building, which houses the administrative offices of SDHC. The term of the loan is for 15 years, amortized over 25
years with a fixed interest rate of 6.08% for ten years. In November 2013, SDHC exercised the annual option to pay
down the loan in the amount of $1.3 million.

In May 2013, the State of California loan was renegotiated through the Housing Loan Conversion Program and
extended for 55 years to 2068. It now bears an interest rate of 3% with required annual interest payments and
potential residual receipt requirements.
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SDHC entered into a loan agreement with the former RDA as of March 18, 2010, for the acquisition and rehabilitation
of the Hotel Sandford. The loan from the former RDA is a forgivable loan, with a term of 55 years and 1% simple
interest. The total approved loan amount is $6,095 with $6,030 disbursed as of June 30, 2014.

On December 30, 2009, Belden SDHC FNMA LLC, Central SDHC FNMA LLC and Northern SDHC FNMA LLC
(blended component units of the SDHC) entered into debt agreements with Greystone Servicing Corp. Inc. in the
amount of $37,140. The debt agreement is to obtain financing towards acquiring over 350 affordable housing units in
the City. The FNMA loans are nonrecourse obligations of the LLCs and not of SDHC. Under the terms of the loan
agreements, the LLCs agree to pay a fixed interest rate of 7.32% on the life of the loan through the maturity date
January 1, 2040.

On August 31, 2010, Northern SDHC FHA LLC, and Southern SDHC FHA LLC entered into debt agreements with
PNC Bank, N. A. On September 20, 2010, Central SDHC FHA LLC entered into a debt agreement with PNC Bank,
N. A. for the combined total amount of $58,243. The debt agreements are to obtain financing towards acquiring
additional affordable housing units in the City. The FHA loans are nonrecourse obligations of the LLCs and not of
SDHC. Under the terms of the loan agreements, the LLCs agree to pay a fixed interest rate not to exceed 4.0% on the
life of the loan through the maturity dates of September 1, 2045 and October 1, 2045, respectively.

The American Recovery and Reinvestment Act of 2009 created the new Build America Bond (‘BABs”) program. State
and local governments receive directly from the U.S. Treasury subsidy payments for a portion of their borrowing costs
on Build America Bonds equal to 35 percent of the total coupon interest paid. The subsidy stream is paid for the full
term of the bonds. The Belden SDHC FNMA LLC, the Northern SDHC FHA LLC and the Southern SDHC FHA LLC
loans have been approved as qualified direct subsidy BABs loans. SDHC has received $753 in fiscal year 2014
subsidy payments.

The annual requirements to amortize such long-term liabilities as of June 30, 2014 are as follows:

Notes Payable
Year Ending
June 30 Principal Interest
2015 $ 1,926 $ 5,485
2016 2,031 5,382
2017 2,143 5,270
2018 2,260 5,152
2019 2,383 5,028
2020-2024 14,743 23,002
2025-2029 18,076 18,377
2030-2034 17,435 13,690
2035-2039 23,009 8,088
2040-2044 14,700 2,933
2045-2068 14,288 4,651
Total $ 112,994 $ 97,058
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Discretely Presented Component Units of the San Diego Housing Commission

The long-term liabilities for the discretely presented component units of SDHC as of December 31, 2013 are as follows:

HDP Mason

Note payable is held by the San Diego Housing Commission in the original amount of $2,365. The
note bears interest at 3% per annum. Beginning May 1, 2014 and annually on May 1 of each year
thereafter, principal and interest are due and payable from 47.8% of “residual receipts” as defined in
the loan agreement through February 2068. The note is secured by a deed of trust on the Mason
Hotel. Accrued interest totaled $115 at December 31, 2013. $ 2,353

Note payable is held by the Successor Agency to the former Redevelopment Agency of the City of San
Diego in the original amount of $1,319. The note bears interest at 5% per annum. Principal and
interest are due and payable from 26.6% of “residual receipts” each operating year as defined in the
loan agreement note through May 2057. The note is secured by a deed of trust on the Mason Hotel.
Accrued interest totaled $81 at December 31, 2013. 1,319

Note payable is held by California Housing Finance Agency in the original amount of $1,181. The note
bears interest at 3% per annum. Annual payments of principal and interest are payable from 23.9% of
the Development's “residual receipts,” as defined in the loan agreement through December 2066. The
note is secured by a deed of trust on the Mason Hotel. Accrued interest totaled $49 at December 31,
2013. 1,181

Note payable is held by the San Diego Housing Commission in the original amount of $226. The note
bears interest at 3% per annum. Annual payments of principal and interest are payable only from
1.7% of “residual receipts,” as defined in the loan agreement through May 2057. The note is secured
by a deed of trust on the Mason Hotel. Accrued interest totaled $21 at December 31, 2013. 69

Note payable is held by the San Diego Housing Commission in the original amount of $230. The note
is noninterest bearing. The note shall be incrementally forgiven beginning May 2013 at 10% per year
provided the Corporation has complied with all provisions of the note. The note is secured by a deed

of trust on the Mason Hotel. Forgiveness of debt totaled $23 for the year ended December 31, 2013. 207

Total HDP Mason 5,129

Continued on Next Page
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Casa Colina

Note payable is held by Red Mortgage Capital, Inc. in the original amount of $3,465. Monthly
payments of $19 including principal and interest at 5.68% are due through February 1, 2039. The note
is secured by a deed of trust on Casa Colina. Accrued interest totaled $14 at December 31, 2013. $ 3,053

Note payable is held by the San Diego Housing Commission in the original amount of $1,600. The
note bears interest at 3% per annum. Annual payments of principal and interest are payable only from
50% of “residual Receipts,” as defined in the loan agreement through February 2059. The note is

secured by a deed of trust on Casa Colina. Accrued interest totaled $132 at December 31, 2013. 1,600
Total Casa Colina 4,653
Logan

The Series A-1 and Series A-2 promissory notes payable to the Housing Authority of the City of San
Diego (Housing Authority) totaling $5,025 were originated on November 7, 2012 in connection with the
Housing Authority’s issuance of Multifamily Housing Revenue Bonds in the amount of $5,300. The
Series A-1 note in the amount of $3,311 and the Series A-2 note in the amount of $1,714 are being
serviced by JP Morgan Chase Bank, N.A. Interest on the notes is payable monthly at a variable rate of
one-month LIBOR rate quoted by JP Morgan Chase Bank, N.A. plus 2.17% (2.42% at December 31,
2013) through May 1, 2014. Principal and interest on the Series A-2 note is due May 1, 2014 at which
time the Series A-1 note converts to a permanent loan. The permanent loan converted on February
28, 2014 and bears interest at a fixed rate of 5.58% and is payable in monthly installments of principal
and interest through May 1, 2044. The note is secured by a deed of trust on Knox Glen Townhomes.
Accrued interest totaled $0 at December 31, 2013. 4,456

The mortgage note which was originated on November 30, 1995 is held by the San Diego Housing
Commission in the original amount of $1,400 and bears interest at 6% per annum. Payments of
principal and interest are payable annually from residual receipts, as defined in the note. Principal and
accrued interest are due November 20, 2050. The note is secured by a deed of trust on Knox Glen
Townhomes. Accrued interest totaled $1,391 at December 31, 2013. 1,400

The mortgage note which was originated on December 1, 1995 is held by the Successor Agency to the
former Redevelopment Agency of the City of San Diego in the original amount of $150. The note
bears interest at 3% per annum. Principal and accrued interest are due in December, 2050. The note
is secured by a deed of trust on Knox Glen Townhomes. Accrued interest totaled $80 at December
31, 2013. 150

Total Logan 6,006
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HDP

Note payable is held by Local Initiatives Support Corporation in the original amount of $711. The note
bears interest at 6% per annum. Interest is payable on a monthly basis until all amounts due under this
note are paid in full. Principal and accrued interest are due and payable on the earlier of the closing
and initial funding date of any construction financing or the first day of the nineteenth full month after
the closing date. The note is unsecured. Accrued interest totaled $0 at December 31, 2013. $ 418

Churchill

Note payable is held by San Diego Housing Commission in the original amount of $3,800. The note
bears interest at 3% per annum. Annual payments of principal and interest are payable only from 75%
of residual receipts as defined in the loan agreement through July 2068. The note is secured by a

deed of trust on Hotel Churchill. Accrued interest totaled $1 at December 31, 2013. 143
Total Notes Payable 16,349
Less: Current Portion (3,423)
Notes Payable, Net of Current Portion $ 12,926

The future principal payments on the notes payable following December 31, 2013 are as follows:

2014 $ 3,423

2015 546
2016 134
2017 141
2018 148
Thereafter 11,957
Total $ 16,349
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8. JOINTLY GOVERNED ORGANIZATIONS (Dollars in Thousands)

San Diego Workforce Partnership

The City and the County jointly govern the San Diego Workforce Partnership (Consortium). The Consortium’s Board of
Directors consists of two members of the City Council, two members from the County Board of Supervisors, and one
member of a charitable organization. The purpose of the Consortium is to provide regional employment and training
services in order to develop and create job opportunities throughout San Diego County. The Consortium is
empowered to make applications for and receive grants from governmental or private sources. The City does not
appoint a majority of the Consortium Board, is not able to impose its will on the Consortium, and the Consortium is not
fiscally dependent on the City. Therefore, it is the City's conclusion that the Consortium is a governmental organization
with a jointly appointed board and not a component unit of the City. However, in the event the Consortium incurs a
liability it cannot financially sustain, the City and the County have agreed to share in the payment of such an obligation.
For the fiscal year ended June 30, 2013, the Partnership reported an increase in net position of $28 and ending net
position of $463.

Complete financial statements can be requested from San Diego Workforce Partnership, Inc. 3910 University Avenue,
Suite 400, San Diego, CA 92105.

San Diego Geographic Information Source (SanGIS)

SanGIS was created in July 1997 as a joint powers agreement between the City and the County. SanGIS is governed
by a Board of Directors consisting of one voting member from the City and one from the County. The Board approves
the annual budget and fiscal audit, sets long range plans and strategic goals, and authorizes major project funding. All
initiatives and decisions must be approved by a consensus of both members of the Board before being implemented.
SanGIS objectives are to create and maintain a geographic information system, to market and license digital
geographic data and software, to provide technical services and to publish geographical and land-related information.
The SanGIS annual budget of $1,235 is funded primarily by equal contributions from the City and County. In its latest
audited report, for the fiscal year ended June 30, 2013, SanGIS reported an increase in net position of $13 and an
ending net position of $333.

Complete financial statements can be requested from SanGlIS, 5510 Overland Ave., Suite 230, San Diego, CA 92123.
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9. LEASE COMMITMENTS (Dollars in Thousands)

The City leases various properties and equipment. Leased property having elements of ownership are recorded as
capital leases and reported as capital assets in the government-wide financial statements, along with a corresponding
capital lease obligation. Leased property that does not have elements of ownership is reported as an operating lease
and is expensed when paid.

Capital Leases

The City has entered into various capital leases for equipment and structures. These capital leases have maturity
dates ranging from July 1, 2014 through June 1, 2023 and interest rates ranging from 0.71% to 5.00%. A schedule of
future minimum lease payments under capital leases as of June 30, 2014 is provided in Note 5. The value of all
governmental capital leased assets as of June 30, 2014 is $64,193, net of accumulated depreciation of $50,941.
These amounts are categorized by major asset class in the table below.

Values of Capital Leased Assets by Major Asset Class

Gross Net Book
Value Depreciation Value
Governmental
Equipment $ 111,500 $ (49,114)  § 62,386
Structures & Improvements 3,634 (1,827) 1,807
Total Governmental $ 115,134 $ (50,941) $ 64,193

Operating Leases

The City’s operating leases consist primarily of rental property occupied by City departments. Lease obligations for
City-leased space include rent, utility charges, common area maintenance, storage, and parking. If a department pays
for parking, storage, etc. that is not contracted for in the lease those charges are not included. Departments are
allocated charges based on the percentage of the total leased space occupied. The following is a schedule of future
minimum rental payments required under operating leases entered into by the City for property that has initial or
remaining non-cancelable lease terms in excess of one year as of June 30, 2014:

Year Ending
June 30 Amount
2015 $ 5,644
2016 4,826
2017 4,596
2018 4,717
2019 4,880
2020-2022 729
Total $ 25,392

Rent expense, as related to operating leases, was $13,930 for the year ended June 30, 2014, of which $12,019 was
reported as governmental activities, and $1,911 as business-type activities.
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Lease Revenues

The City has operating leases for certain land, buildings, and facilities with tenants and concessionaires. Leased
capital asset carrying values of approximately $156,680, as well as depreciation, are reported in Note 4 and are
consolidated with non-leased assets. Minimum annual lease revenues are reported in the following schedule:

Year Ending
June 30 Amount
2015 $ 39,702
2016 38,451
2017 36,123
2018 34,145
2019 33,204
2020-2024 154,689
2025-2029 141,466
2030-2034 132,353
2035-2039 124,662
2040-2044 116,018
2045-2049 88,176
2050-2054 27,710
2055-2059 10,289
2060-2064 2,741
Total $ 979,729

This amount does not include contingent rentals, which may be received under certain leases of property on the basis
of percentage returns. Rental income as related to operating leases was $64,816 for the year ended June 30, 2014,
which includes contingent rentals of $24,676.
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10. DEFERRED COMPENSATION PLAN (Dollars in Thousands)

The City, SDCCC, and SDHC each offer their employees a deferred compensation plan, created in accordance with
Internal Revenue Service Code Section 457, State and Local Government Deferred Compensation Plans. These
plans permit eligible employees to defer, pre-tax, a portion of their salary until future years. Deferred compensation is
not available to employees until termination, retirement, death, disability, or an unforeseeable emergency. All assets
and income of the deferred compensation plans are held in trust for the exclusive benefit of plan participants and their
beneficiaries. The deferred compensation plans are not considered part of the City’s financial reporting entity.

Prior to dissolution, SDDPC offered a 457(b) deferred compensation plan to its employees. The plan was effectively
terminated on December 3, 2013 and, as of the end of fiscal year 2014, was in the process of winding down.
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1. PENSION PLANS (Dollars in Thousands)

The City has a defined benefit pension plan and various defined contribution pension plans covering substantially all of
its employees. The defined benefit pension plan (Pension Plan) has been closed for all new employees hired on or
after July 20, 2012 except for sworn police officers.

An initiative titled “Comprehensive Pension Reform of San Diego” (Proposition B) was approved by voters on June 5,
2012. Generally, the measure amended the City Charter to provide all new City employees hired on or after the
effective date of the amendments, except sworn police officers, with a 401(k)-style defined contribution plan instead of
a defined benefit plan. The initiative contains other provisions intended to limit pension costs for existing employees by
directing the City to seek, through labor negotiations, to limit City employees’ compensation used to calculate pension
benefits. This limitation on the City’s negotiating authority is in effect until June 30, 2018. Pensionable pay increases
may be authorized with a 2/3 vote of the City Council following preparation of an actuarial report that discloses the
impact of any proposed increases in compensation or benefits on the City’s Pension Plan. In fiscal year 2013, the City
reached five year agreements with each of the employees’ collective bargaining units for non-pensionable
compensation increases for fiscal years 2014 through 2018. The labor agreements may be reopened at the option of
employee organizations in fiscal years 2017 and 2018.

Proposition B resulted in increased costs to the City of $27,000 for fiscal year 2014. This is largely a result of the
closing of the non-Police portion of the Pension Plan and the use of the level dollar amortization method for the non-
Police Unfunded Actuarial Accrued Liability (UAAL) used by the actuary in calculating the Annual Required
Contribution (ARC). Proposition B did not affect the City’'s UAAL.

Proposition B is the subject of ongoing litigation before the California Public Employment Relations Board (PERB). On
February 11, 2013, a PERB administrative law judge issued a proposed decision finding that the City violated state
labor laws by failing to meet and confer with City labor organizations prior to placing Proposition B on the ballot. The
City has filed exceptions to the proposed decision, which will be reviewed by the full PERB board. The decision of the
PERB board may also be appealed to the Fourth District Court of Appeal. The actuarial valuation as of June 30, 2013
assumes the validity of Proposition B, that the City has fully implemented its requirements, and that the City intends to
comply with those requirements under the terms specified in the initiative.

DEFINED BENEFIT PLAN

a. Pension Plan Description

SDCERS, as authorized by Article IX of the City Charter, is a public employee retirement system established in
fiscal year 1927 by the City. SDCERS administers independent, qualified, single employer governmental defined
benefit plans and trusts for the City, the Port and the Airport. The assets of the three separate plans and trusts
are pooled in the SDCERS Group Trust for investment purposes. These plans are administered by the SDCERS
Board (Board) to provide retirement, disability, death and survivor benefits for its members. Amendments to the
City's benefit provisions require City Council approval and amendments to retirement benefits require a majority
vote by those SDCERS members who are also eligible City employees or retirees. As of January 1, 2007, benefit
increases also require a majority vote of the public. All approved benefit changes are codified in the City’s
Municipal Code.

The plans cover all eligible employees of the City, the Port, and the Airport. All City employees initially hired
before July 20, 2012 working half-time or greater, all sworn police officers of the City, irrespective of hire date, and
all full-time employees of the Port and the Airport are eligible for membership and are required to join SDCERS.
The Port and Airport are not component units of the City pursuant to GASB Statement No. 14; however, the
financial statements of the SDCERS Pension Trust do include the Port and the Airport activity and are reported in
the fiduciary funds section of this report.
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The information disclosed in this note relates solely to the City’s participation in SDCERS. City employment
classes participating in the City’s Pension Plan are elected officers, general employees and safety employees
(including police, fire and lifeguard members). These classes are represented by various unions depending on
the type and nature of work performed, except for elected officials, unclassified and unrepresented employees.

As a defined benefit plan, retirement benefits are determined under the Pension Plan primarily by a member's
class, hire date, age at retirement, number of years of creditable service, and the member’s final compensation.
The Pension Plan provides annual cost of living adjustments not to exceed 2% to retirees, which is factored into
the actuarial assumptions. Increases in retirement benefits due to cost of living adjustments do not require voter
approval.

Final compensation is based upon either the highest salary earned over a consecutive twelve month period or the
highest average salary earned over three one-year periods, depending on the member’s hire date. To qualify for
a service retirement benefit, the Pension Plan requires ten years of service at age 62 for general members (55 for
safety members) or 20 years of service at age 55 for general members (50 for safety members), which could
include certain service purchased or service earned at a reciprocating government entity. Retirement benefits are
awarded at various rates, ranging from 1.0% to 3.5% per year of service multiplied by final compensation
depending on the member’s plan and hiring date. The actual percentage of final compensation per year served
component of the calculation rises as the employee’s retirement age increases and depends on the retirement
option selected by the employee. The maximum percentage of final compensation per year served is 2.8% for
general members, 3% for safety members and 3.5% for elected officers. Depending on the number of years of
service, participants of the Elected Officer's Retirement Pension component of the Plan can retire earlier than the
age of 55; however, their retirement allowance is reduced by 2.0% for each year under the age of 55.

Deferred Retirement Option Plan (DROP)

DROP is a program designed to allow members an alternate method of accruing additional retirement benefits
from the Pension Plan while they continue to work for the City. Only members hired before July 1, 2005 are
eligible to participate in DROP. A member must be eligible for a service retirement to enter DROP. In addition,
the member must agree to participate in the program up to a maximum of five years. A DROP participant must
agree to end employment with the City on or before the end of the selected DROP participation period. The
member’s decision to enter DROP is irrevocable.

Upon entering DROP, the participant stops making pension contributions to SDCERS and stops earning service
credit. Instead, amounts equivalent to the participant’s retirement benefit plus additional DROP contributions are
credited to an interest bearing individual account held in the participant’s name. While participants were employed
by the City, the annual interest credited to the DROP participant accounts was 1.2%. When the participant leaves
DROP and retires from City service, the participant's DROP account balance may be paid in a lump sum, rolled
over to another plan, or converted to monthly payments.. The DROP annuity factor used to calculate the monthly
payments in the first half of fiscal year 2014 was 3.3% and 3.2% in the second half. During the period of
participation, the participant continues to receive employer offered benefits available to regular employees with
exception to earning service credit, as previously discussed.

Purchase of Service Credits

Pension Plan members hired prior to July 1, 2005 are permitted to purchase service credits to be used in
determining retirement allowances. The cost of purchased service credits is determined by the Board consistent
with the requirements of the San Diego Municipal Code (SDMC).

137



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

Preservation of Benefits Plan (POB Plan)

The POB Plan is a qualified governmental excess benefit arrangement (QEBA) under IRC section 415(m), which
was created by Congress to allow the payment of promised pension benefits that exceed the IRC section 415(b)
limits (and therefore cannot be paid from a qualified retirement plan). As provided in SDMC section 24.1606 and
required by federal tax law, the POB Plan is unfunded within the meaning of the federal tax laws. The City may
not pre-fund the POB Plan to cover future liabilities beyond the current year as it can with an IRC section 401(a)
pension plan. SDCERS has established procedures to pay for these benefits on a pay-as-you-go basis, which is
funded by the City. For purposes of disclosure requirements under GASB Statement No. 67, the City considers
the POB plan to be an arrangement that allows payment of benefits earned under the Pension Plan and does not
consider the POB Plan to be a separate defined benefit plan.

In fiscal year 2014, approximately $1,403 in benefits above 415(b) limits were paid by the City for the POB Plan.
The number of participants in any given year for the POB Plan is determined by the number of Pension Plan
participants who exceed the current year's section 415(b) limitations as calculated by SDCERS'’ actuary. The
maximum annual participant payment from a defined benefit plan for calendar year 2013 was $205 and $210 for
calendar year 2014. For non-safety members, the limit is adjusted downward depending on the age of the
participant when benefits began. In fiscal year 2014, the City's POB Plan pension cost was approximately $662;
however, the City contributed approximately $1,403 to the POB Plan, and therefore, the $741 difference
decreased the City's Net Pension Obligation (NPO). Financial statements for the POB Plan are included in the
fiduciary funds section of this report.

Supplemental Cost-of-Living Benefit

On August 5, 2013, the City Council amended the San Diego Municipal Code to provide a method for funding a
supplemental cost-of-living benefit (the “Supplemental COLA”) previously given to a closed group of retirees who
retired on or before June 30, 1982. The total benefit in fiscal year 2014 was $2,366, of which $1,844 was paid by
the City and $522 from the Supplemental COLA reserve held by SDCERS. Plan assets are not used to pay this
benefit. Any future Supplemental COLA benefits will be paid in cash by the City, less any balance remaining in the
Supplemental COLA reserve. As of June 30, 2014, the Supplemental COLA reserve had a balance of $344.
SDCERS accounts for changes to the Supplemental COLA reserve balances through the use of reserve
accounts.

b. Summary of Significant Accounting Policies — Pension

Basis of Accounting - The pension trust fund uses the economic resources measurement focus and the accrual
basis of accounting. Contributions are recognized as additions in the period in which the contributions are due
and a formal commitment to provide the contributions has been made. Benefits and refunds are recognized when
due and payable in accordance with the Pension Plan. See Note 1(e) for additional disclosures on SDCERS’
method used to value investments.

c. Offset Agreements

The City has historically negotiated employee retirement contribution offset agreements with certain employee
groups, which have required the City to pay a portion of the employees’ retirement contributions. In fiscal year
2014, the City eliminated the retirement contribution offset amounts related to Municipal Employees Association
(MEA) and Teamsters Local 911 employees as a result of the five-year labor agreements. With this reduction, the
retirement contribution offset has now been eliminated for all labor groups.
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d. Funding Policy and Contribution Rates

City Charter Article IX Section 143 requires employees and employers to contribute to the Pension Plan. The
Charter section stipulates that funding obligations of the City shall be determined by the Board of SDCERS and
are not subject to modification by the City. The section also stipulates that under no circumstances may the City
and Board enter into any multi-year funding agreements that delay full funding of the Pension Plan. The City’s
Annual Required Contribution is calculated by SDCERS’ actuary and approved by the Board. The Charter
requires that employer contributions for normal retirement allowances be substantially equal to employee
contributions.

Pursuant to the Charter, City employer contribution rates, adjusted for payment at the beginning of the year, are
actuarially determined rates and are expressed as a fixed Annual Required Contribution. The entire expense of
SDCERS' administration is charged against the earnings and Pension Plan assets of SDCERS.

The following table shows the City’s contribution rates (weighted average of each employee group) for fiscal year
2014, based on the June 30, 2012 actuarial valuation, expressed as percentages of expected payroll:

Employer Contribution Rates

Non-Safety Safety
Members Members
Normal Cost 8.74% 14.55%
Amortization Payment ' 45.53% 56.08%
Normal Cost Adjusted for Amortization Payment ! 52.27% 70.63%
City Contribution Rates Adjusted for
Payment at the Beginning of the Year 50.41% 68.11%

" Rates assume that contributions are made uniformly during the Plan year.

Normal Cost = The actuarial present value of pension plan benefits allocated to the current year by the
actuarial cost method.

Amortization Payment = The portion of the pension plan contribution, which is designed to pay interest
on and to amortize the unfunded actuarial accrued liability.

Members are required to contribute a percentage of their annual salary to the Pension Plan on a biweekly basis.
Rates vary according to entry age. For fiscal year 2014, the City employee weighted average contribution rates
as a percentage of annual covered payroll was 9.93% for general members and 14.67% for safety members.

In accordance with Chapter 2, Article 4, Division 15 of the SDMC, earnings in excess of the assumed actuarial
rate of return are distributed to various SDCERS system reserves, SDCERS budget, and contingent benefits. The
order of distribution and a more detailed discussion of each distribution follows: First, Pension Plan assets are
used to credit interest, at a rate determined by the SDCERS Board, which was 7.5% for fiscal year 2014, to the
Employer and Employee Contribution Reserves and 1.2% to the DROP member accounts. Second, Pension Plan
assets fund the SDCERS Annual Budget. Third, Pension Plan assets are distributed for supplemental or
contingent payments or transfers to reserves. These items include in priority order: 1) Annual Supplement Benefit
Payment (13th Check) paid to retirees, which ranges from $30 to $75 (whole dollars) times the number of years of
service credit. 2) Corbett Settlement Payment paid to retirees who terminated employment prior to July 1, 2000
(Corbett Settlement payments not paid in any one year accrue and remain an obligation of SDCERS until paid). 3)
Crediting interest to the Reserve for Supplemental Cost of Living Adjustment (SCOLA).
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e. Funded Status and Funding Progress

The following table summarizes the Pension Plan’s funding status as reported in the June 30, 2013 valuation:

UAAL as a
Actuarial Actuarial Percentage
Actuarial Value of Accrued Funded Covered of Covered
Valuation Assets Liability UAAL Ratio Payroll Payroll
Date (a) (b) (b-a) (alb) (c) ((b-a)lc)
6/30/2013 $ 5,317,778 $ 7,555,527 $ 2,237,749 70.38% $ 499,463 448.03%

The required schedule of funding progress immediately following the notes to the financial statements presents
multiyear trend information about whether the actuarial value of Pension Plan assets is increasing or decreasing
over time relative to the actuarial accrued liability for benefits.

f.  Annual Pension Cost and Net Pension Obligation

Annual Pension Cost

The City’s annual pension cost for fiscal year 2014 is based on the SDCERS June 30, 2012 Actuarial Valuation.
The following table summarizes the principal actuarial methods and assumptions used in the June 30, 2012 and
June 30, 2013 actuarial valuations:

Method/Assumption for the Valuation Ended
June 30, 2012 June 30, 2013

Description

Actuarial Method Entry Age Normal (EAN) Entry Age Normal (EAN)

Closed; Level % (Police) Level $ (non- Closed; Level % (Police) Level $ (non-

Amortization Method Police) Police)

Equivalent Single Amortization Period
Asset Smoothing Method

Annual Rate of Return on Investments
Inflation Rate

Cost of Living Adjustment

Projected Salary Increases Due to Inflation®

15.117 years '

Expected Value Method

7.50%, net of administrative expenses
3.75% per year, compounded annually

2.00% per year, compounded annually

0% for the next year, 3.75% thereafter

15.233 years

Expected Value Method

7.25% net of administrative expenses
3.3% per year, compounded annually

2.00% per year, compounded annually

0% for FY15-FY18, 3.3% thereafter

115 years for the outstanding balance of the 2007 UAL, 15 years for experienced gains and losses, 30 years for changes in methods and
assumptions, five years for benefit changes, and 15 years for the non-police UAL as of June 30, 2012.

2 14 years for the outstanding balance of the 2007 UAL, 15 years for experienced gains and losses, 30 years for changes in methods and
assumptions, five years for benefit changes, and 15 years for the non-police UAL as of June 30, 2012.

3 Additional merit salary increases of 0.50% to 8.00% based on a participant’s years of service, and membership group are also assumed.
These increases are not used in the amortization of the City's UAL.

The actuarial value of assets was determined using a methodology that smoothes the effects of short-term
volatility in the market value of investments. For valuations effective June 30, 2007, the Board adopted a 20-year
closed amortization schedule with no negative amortization and a 15-year closed amortization schedule for gains

and losses beginning in fiscal year 2008.
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The following table shows the City’s annual pension cost (APC) and the percentage of APC contributed for the
fiscal year ended June 30, 2014 and two preceding years (dollars in thousands):

Net
Fiscal Year Percentage Pension
Ended June 30 APC Contributed Obligation
2012 $ 232,349 100.21% $ 140,763
2013 231,530 100.49% 139,621
2014 274,419 100.87% 137,237

Net Pension Obligation

Net Pension Obligation (NPO) is the cumulative difference between the annual pension cost and the employer’s
contributions to the Pension Plan. This includes the pension liability at transition (beginning pension liability) and
excludes short-term differences and unpaid contributions that have been converted to pension-related debt. As of
June 30, 2014, the City’s NPO is approximately $137,237 and is reported in accordance with GASB Statement

No. 27. See table below.

The change to the NPO is derived by first calculating the City's ARC. The ARC is calculated by actuarially
determining the cost of pension benefits accrued during the year (normal cost) as well as the annual amount
needed to amortize the UAAL (amortization cost) as reported by the actuary, in accordance with the amortization
period and method selected. The ARC is then increased by interest accruing on any outstanding NPO (NPO
Interest) and then reduced by the amortization of the UAAL that is related to the NPO (ARC Adjustment).

The following shows the calculation for NPO based on the actuarial information provided to the City (dollars in

thousands):
Pension POB Total
ARC [Fiscal Year 2014] $ 275,400 $ 708 $ 276,108
Interest on NPO 9,851 271 10,122
ARC Adjustment (11,494) (317) (11,811)
Annual Pension Cost 273,757 662 274,419
Contributions [Fiscal Year 2014] (275,400) (1,403) (276,803)
Change in NPO (1,643) (741) (2,384)
NPO Beginning of Year [July 1, 2013] 135,877 3,744 139,621
NPO End of Year [June 30, 2014] $ 134,234 $ 3,003 $ 137,237

DEFINED CONTRIBUTION PLANS

a.

Supplemental Pension Savings Plan - City

Pursuant to the City's withdrawal from the Federal Social Security System effective January 8, 1982, the City
established the Supplemental Pension Savings Plan (SPSP). Pursuant to the Federal Government’s mandate of a
Social Security Medicare tax for all employees not covered by Social Security hired on or after April 1, 1986, the
City established the Supplemental Pension Savings Plan-Medicare (SPSP-M). The SPSP and SPSP-M were
merged into a single plan (SPSP) on November 12, 2004 for administrative simplification, without a change in
benefits. Pursuant to the requirements of the Omnibus Budget Reconciliation Act of 1990 (OBRA-90) requiring
employee coverage under a retirement system in lieu of coverage under the Federal Insurance Contributions Act
(FICA) effective July 1, 1991, the City Council established the Supplemental Pension Savings Plan-Hourly (SPSP-
H). These supplemental plans are defined contribution plans administered by Wells Fargo to provide pension
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benefits for eligible employees. The City Council can amend any provisions of the plans that are not part of any
employee’s vested retirement benefit. However, if the City amends any non-vested provisions, it must first comply
with procedural requirements, including collective bargaining under the Meyers-Millais-Brown Act. There are no
plan members who belong to an entity other than the City. In a defined contribution plan, benefits depend solely
on amounts contributed to the plan plus investment earnings, less investment losses. The City’s general
members, lifeguard members and elected officers participate in the plan. Eligible employees may participate from
the date of employment; however, the plan was closed to general and lifeguard members hired on or after July 1,
2009 and January 1, 2011, respectively.

The following table details plan participation as of June 30, 2014:

Plan Participants
SPSP 6,787
SPSP - H 5,217

The SPSP requires that both the employee and the City contribute an amount equal to 3% of the employee’s total
salary each pay period. Participants in the plan hired before July 1, 1986 may voluntarily contribute up to an
additional 4.5% and participants hired on or after July 1, 1986 may voluntarily contribute up to an additional 3.05%
of total salary, with the City matching each. Hourly employees contribute 3.75% on a mandatory basis, which is
also matched by City contributions.

Under the SPSP, the City’s contributions for each employee (and interest allocated to the employee’s account)
are fully vested after five years of continuous service at a rate of 20% for each year of service. Hourly employees
are immediately 100% vested. The unvested portion of City contributions and interest forfeited by employees who
leave employment before five years of service are used to reduce the City's SPSP Plan cost.

In fiscal year 2014, the City and the covered employees contributed $21,755 and $21,753, respectively. As of
June 30, 2014, the fair value of plan assets totaled $646,673. SPSP, which includes SPSP-H, is considered part
of the City’s financial reporting entity and is reported as a pension trust fund.

Defined Contribution Plan under Proposition B

Proposition B amended the City Charter to provide all new City employees initially hired on or after July 20, 2012,
except sworn police officers, with a 401(k)-style defined contribution plan. Due to ongoing litigation regarding
Proposition B, the City has not established a new plan for eligible employees. Instead, the City has contributed
funds to SPSP-H, an existing 401(a) plan, to eligible employees in accordance with the SPSP-H plan provisions.
The City will continue to contribute funds for such employees through the SPSP-H, pending resolution of
Proposition B litigation.

b. 401(a) Plan - City

The City Council established a 401(a) Plan for all General Member employees hired on or after July 1, 2009. The
401(a) Plan is a defined contribution plan administered by Wells Fargo to provide pension benefits for eligible
employees. Employees are eligible to participate from the date of employment and are immediately 100% vested.
Employees contribute 1% on a mandatory basis, which is matched by City contributions. Additionally, employees
can make voluntary contributions to their 401(a) Plan accounts through payroll deductions not to exceed IRS
limits.  Voluntary contributions to the plan are not matched by the City. The City Council can amend any
provisions of the plans that are not part of any employee’s vested retirement benefit. However, if the City amends
any non-vested provisions, it must first comply with procedural requirements, including collective bargaining under
the Meyers-Millais-Brown Act.
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The City and employees contributed $335 and $432, respectively, during the year ended June 30, 2014. As of
June 30, 2014, the fair value of plan assets totaled $2,310. The 401(a) Plan is considered part of the City's
financial reporting entity and is reported as a pension trust fund.

c. 401(k) Plan - City

The City Council established a 401(k) Plan effective July 1, 1985. The 401(k) Plan is a defined contribution plan
administered by Wells Fargo to provide pension benefits for eligible employees. Employees are eligible to
participate from the date of employment. Employees make contributions to their 401(k) Plan accounts through
payroll deductions. The City Council can amend any provisions of the plans that are not part of any employee’s
vested retirement benefit. However, if the City amends any non-vested provisions, it must first comply with
procedural requirements, including collective bargaining under the Meyers-Millais-Brown Act.

The employees’ 401(k) contributions are based on IRS calendar year limits. Employees contributed $15,650
during the year ended June 30, 2014. There is no City contribution towards the 401(k) Plan.

As of June 30, 2014, the fair value of plan assets totaled $328,811. The 401(k) Plan is considered part of the
City’s financial reporting entity and is reported as a pension trust fund.

d. Pension Plan - San Diego Data Processing Corporation

On August 5, 2013, acting as the sole member of SDDPC, the City Council elected to take the necessary steps to
wind-up and dissolve SDDPC. Additionally, the City Council directed SDDPC’s board to adopt retirement plan
amendment resolutions ending SDDPC'’s retirement plans and discontinuing funding of the Plans effective on or
before the date of final dissolution of SDDPC.

SDDPC administered a Money Purchase Pension Plan (SDDPC 401(a) Plan), a defined contribution plan
covering all employees of SDDPC who were eligible for membership as defined by the plan document. The
SDDPC 401(a) plan was effectively terminated on December 3, 2013 and is in the process of winding down. The
SDDPC 401(a) Plan was intended to be a “governmental plan” as defined in section 411(e)(1)(A) and section
414(d) of the IRC and section 3(32) of the Employee Retirement Income Security Act of 1974 (ERISA). The
SDDPC 401(a) Plan operated under the authority of section 401(a) of the IRC as well as under the direction of the
SDDPC Board of Directors.

Upon employment and any re-employment, employees could become a member of the SDDPC 401(a) Plan. The
SDDPC 401(a) Plan was an alternative plan to Social Security, and members did not contribute to Social Security
under the Omnibus Budget Reconciliation Act of 1991. SDDPC contributed 20% of plan defined eligible wages for
each participant in the plan. SDDPC contributions for each employee were fully vested after four years of
continuous service. SDDPC'’s required 20% contribution to the SDDPC 401(a) Plan, amounting to $141 for the
year ended June 30, 2014, was funded from forfeited contributions on hand in the Plan. Plan members voluntarily
contributed $4 to the SDDPC 401(a) Plan for the year ended June 30, 2014.

SDDPC also administered a Tax Sheltered Annuity Plan (SDDPC 403(b) Plan), a voluntary defined contribution
plan covering all employees of SDDPC who were eligible for membership as defined by the plan document and
who elect to participate in the SDDPC 403(b) Plan. The SDDPC 403(b) plan was effectively terminated on
December 3, 2013. The SDDPC 403(b) Plan operated under the authority of IRC section 403(b)(7) as well as
under the direction of the SDDPC Board of Directors.

Upon employment and any re-employment, employees could become a member of the SDDPC 403(b) Plan.
There were no employer contributions to the SDDPC 403(b) Plan. SDDPC 403(b) plan members contributed $26
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for the year ended June 30, 2014.

The City does not act in a trustee or agency capacity for the SDDPC 401(a) Plan or the SDDPC 403(b); therefore,
these assets are not reported within the City’s basic financial statements.

Narratives presented in the following sections (e. through g.) are taken directly from the fiscal year 2014 annual
financial reports of the corresponding entity (certain terms have been modified to conform to the City’s CAFR
presentation).

e. Pension Plan - Civic San Diego (CSD)

CSD sponsors and administers a Tax Deferred Annuity Plan (CSD Plan) under section 403(b) of the Internal
Revenue Code of 1986 which is provided to all full-time regular employees. The CSD Plan operates under the
direction of CSD’s Board of Directors, who established the CSD Plan and can amend it. The CSD Plan is a
defined contribution plan under which benefits depend solely on amounts contributed to the CSD Plan by the
employer and the employees, plus investment earnings. Contribution requirements of the CSD Plan are
established and can be amended by the Board of Directors. All full time regular employees are eligible to
participate on their first day of employment an amount equal to 7.5% of their semi-monthly CSD Plan
compensation. Effective on the first payroll following three months of employment, CSD contributes an amount
equal to 12% of the total semi-monthly CSD Plan compensation for all full-time regular employees.

CSD’s contributions for each employee are fully vested at the time of contribution. CSD’s total payroll (excluding
benefits) for fiscal year 2014 was $2,545. CSD'’s contributions were calculated based on the CSD Plan’s
compensation amounts for all eligible employees, which totaled $2,534. CSD made its required contribution
amounting to $299 for fiscal year 2014.

The fiduciary responsibilities of CSD consist of making timely contributions and remitting deposits collected. The
CSD Plan is not a component unit of CSD and is therefore not reported in the basic financial statements.

During the year ended June 30, 2013, there were two amendments made to the CSD Plan. CSD amended the
employer contribution percentage for each eligible participant. Effective July 1, 2012, CSD’s employer contribution
percentage was changed from 16% to 12% of each eligible participant's compensation.

Finally, CSD defined that an eligible participant is a permanent and full-time employee that normally works at least
30 hours per week. An employee is considered to work at least 30 hours per week, if for the 12-month period
beginning on the date the employee’s employment commenced, CSD reasonably expects the employee to work
at least 1,500 service hours and, for each CSD Plan year ending after the close of that 12-month period, the
employee has worked at least 1,500 service hours.

f.  Pension Plan - San Diego Convention Center Corporation

The SDCCC Money Purchase Pension Plan (SDCCC Plan) is a governmental plan under IRC section 414(d),
which was established effective January 1, 1986, by SDCCC’s Board of Directors. The SDCCC Plan is
administered by SDCCC through a Defined Contribution Committee, represented by the SDCCC Board and staff,
who act by a majority of its members in office to carry out the general administration of the plan. Any
recommended plan amendments are subject to the approval and adoption by SDCCC'’s Board of Directors. As
part of the SDCCC Plan, SDCCC through Board action selected Wells Fargo & Company as Trustee, to hold and
administer plan assets subject to the terms of the SDCCC Plan. The SDCCC Plan is a qualified defined
contribution plan and as such, benefits depend on amounts contributed to the plan plus investment earnings less
allowable plan expenses. The SDCCC Plan covers all employees who have completed at least 1,000 or more
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hours in one year and are not covered through a union retirement plan. Employees are eligible to participate in
the SDCCC Plan on the first day of the month after completion of 1,000 hours of service during the twelve-month
period beginning from the employee’s hire date (or during any subsequent plan year). For each plan year,
SDCCC contributes 10% of compensation paid after becoming an eligible participant, which is transferred to the
fund on behalf of each qualifying individual.

SDCCC's Plan year is defined as a calendar year. The balance in the SDCCC Plan for each eligible employee is
vested gradually over five years of continuing service with an eligible employee becoming fully vested after five
years. Forfeitures and SDCCC Plan expenses are allocated in accordance with SDCCC Plan provisions. A
trustee bank holds the SDCCC Plan assets.

For the year ended June 30, 2014, pension expense amounted to $1,107 with no employee contributions made to
the SDCCC Plan. SDCCC records pension expense during the fiscal year based upon employee compensation
that is included in gross income covered compensation.

The City does not act in a trustee or agency capacity for the SDCCC Plan; therefore, these assets are not
reported within the City’s basic financial statements.

g. Pension Plan - San Diego Housing Commission

SDHC provides pension benefits for all its full-time employees through a defined contribution plan (SDHC Plan).
The SDHC Plan is a qualified pension plan under Section 401 of the IRC and is therefore exempt from all Federal
income and California franchise taxes. The plan is an alternative to Social Security under the Omnibus Budget
Reconciliation Act of 1991. The SDHC Plan includes both a pension provision and a voluntary tax sheltered
annuity provision under §401(a) (1) and §401(a) (4) of the IRS code.

In a defined contribution plan, benefits depend solely on amounts contributed to the plan plus investment
earnings. Employees are eligible to participate on the first day of their employment. SDHC'’s contributions for
each employee (and interest allocated to the employee’s account) are fully vested after four years of continuous
service. SDHC'’s contributions for, and interest forfeited by, employees who leave employment before four years
of service are used to reduce SDHC'’s current-period contribution requirement.

The SDHC Plan is administered by SDHC, with outside recordkeeping performed by Diversified. SDHC has the
authority to establish and amend the provisions of the SDHC Plan, including the contribution requirements, with
the approval of the Board of Commissioners. The SDHC Plan is audited by an outside firm and a copy of the
report can be obtained by contacting the San Diego Housing Commission at 1122 Broadway, Suite 300, San
Diego, California 92101.

SDHC'’s covered payroll in fiscal year 2014 was $16,399. SDHC made the required 14% contribution, amounting
to $2,296 and plan members contributed $136 for the fiscal year ended June 30, 2014.

The City does not act in a trustee or agency capacity for the SDHC Plan; therefore, these assets are not reported
within the City’s basic financial statements.
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12. OTHER POSTEMPLOYMENT BENEFITS (Dollars in Thousands)

a. Plan Description

The City provides postemployment healthcare benefits to qualifying general, safety and elected members, as
provided for in SDMC Sections 24.1201 through 24.1204 and 29.0101 through 29.0103. The Other
Postemployment Benefit Plan (OPEB Plan), which includes approximately 6,403 retirees and 6,566 active
employees as of June 30, 2014, is comprised of defined benefit and defined contribution options. The defined
benefit option includes 6,076 retirees and 1,511 active employees and the defined contribution plan includes 327
retirees and 5,055 active employees.

Effective April 1, 2012, pursuant to a memoranda of understanding between the City and employees collective
bargaining units (“Healthcare MOU”), OPEB offerings were modified and a significant group of participants opted
out of the defined benefit plan and into a defined contribution plan. Accordingly, those participants were removed
from the defined benefit plan actuarially accrued liability valuation.

Plan selection is based on hire date, retire date and individual employee elections. The City’s defined benefit
portion of the OPEB Plan is closed to employees hired on or after July 1, 2005. Employees retiring after June 30,
2011 are entitled to an Annual Inflator (described below) with exception of members of the Police Officers
Association (POA) and Local 127.

The City pre-funds future postemployment healthcare benefits for active members through the California
Employers’ Retiree Benefit Trust (CERBT), an investment trust administered by the California Public Employees’
Retirement System (CalPERS) as an agent multiple-employer plan. CalPERS issues a publicly available CAFR
that includes financial statements and required supplementary information for the CERBT, which can be found
online at www.calpers.ca.gov. The OPEB Plan does not issue a separate annual financial report.

Defined Benefit Plan

The defined benefit portion of the OPEB Plan is primarily for health eligible retirees, not inclusive of dependents,
who were actively employed on or after October 5, 1980, but before April 1, 2012, and were otherwise entitled to
retirement allowances. Additionally, employees in the defined benefit plan must have 10 years of service with the
City to receive 50% of the retiree health benefit and receive an additional 5% per year of service in excess of 10
years, resulting in a maximum benefit of 100% at 20 years of service. Health eligible retirees can obtain health
insurance coverage with the plan of their choice, including any City sponsored, union sponsored, or privately
secured health plan. Health eligible retirees who are also eligible for Medicare are entitled to receive
reimbursement/payment of healthcare premiums, ranging from approximately $8,400" to $9,700" per year
depending on retirement date, in addition to reimbursement/payment for Medicare Part B premiums, ranging from
$1,200" to $1,400" per year. Health eligible retirees who are not eligible for Medicare are entitied to receive
reimbursement/payment of healthcare premiums, ranging from approximately $8,900" to $10,300" per year
depending on retirement date. Reimbursements for health eligible retirees are adjusted annually based upon the
projected increase for National Health Expenditures by the Centers for Medicare and Medicaid Services (Annual
Inflator). Annual adjustments may not exceed 10% for any plan year. Non-health eligible employees who retired
or terminated prior to October 6, 1980 and who are otherwise eligible for retirement allowances are also eligible
for reimbursement/payment of healthcare benefits limited to a total of $1,200" per year. Reimbursements for non-
health eligible retirees are not subject to annual adjustments.

' Reported as whole number
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Defined Contribution Plan

The City also provides two defined contribution OPEB Plan options to eligible employees. For employees hired
prior to July 1, 2005 and who elected to participate in the plan, the City provides a lump sum benefit to members
when they become service and age eligible for retirement benefits (Option C Plan). There is no member
contribution to this plan.

For general members hired after July 1, 2009, the City established a trust vehicle for a defined contribution plan
(Medical Trust Plan), which requires a mandatory employee contribution of 0.25% of gross salary with a
corresponding 0.25% match by the City. Contributions to these defined contribution plans are reported in an
agency fund, as the City does not administer them and simply passes through contribution amounts to the plan
administrators. Elected and safety members are ineligible for this plan.

b.  Summary of Significant Accounting Policies

Basis of Accounting - The postemployment healthcare benefit plan trust fund uses the economic resources
measurement focus and the accrual basis of accounting. Contributions are recognized as additions in the period
in which the contributions are due and a formal commitment to provide the contributions has been made. Benefits
and refunds are recognized when due and payable in accordance with the OPEB Plan.

Method Used to Value Investments — CalPERS, which administers the CERBT, states investments at fair value.
The diversity of the investment types in which CalPERS invests requires a wide range of techniques to determine
fair value. CalPERS has established internal unitized investment pools whereby multiple funds, including the fund
used to account for the CERBT, can participate in the unitized pools. These internal investment pools are valued
at net asset value (NAV), which includes investment receivables, payables, interest, and dividend income. For
financial reporting purposes, in accordance with GASB Statement No. 31, each fund participating in the unitized
pool reports the fund’s pro rata share of participation in the pool.

c. Contributions and Reserves

In accordance with SDMC Section 24.1204, postemployment healthcare benefits are to be paid directly by the
City from any source available to it other than the Pension Plan. Member contributions to the OPEB Plan are
dependent upon plan election. In addition, members are required to pay for the benefits of their beneficiaries
(amounts vary based on coverage elections). The ARC for the OPEB Plan is calculated by the City’s actuary on
an annual basis.

Pursuant to the Healthcare MOU, the City’s total retiree healthcare payment is not anticipated to be more than
$57,782 annually for fiscal years 2013-15. The City’s payment will increase by up to 2.5% annually thereafter and
the terms of the Healthcare MOU may not be renegotiated until fiscal year 2015 at the earliest. In addition, the
City makes contributions to the Medical Trust Plan (for General members hired after July 1, 2009).

The Healthcare MOU payment is allocated to various components of the OPEB Plan based on the following
priority order: (1) fund current year defined benefit plan pay-as-you-go postemployment healthcare benefits,
including administrative costs; (2) fund contributions to the defined contribution Option C Plan for those
employees who become service and age eligible for retirement benefits during the fiscal year; and (3) contribute
the residual balance to the CERBT. To the extent the planned contribution of $57,782 is insufficient to cover (1)
and (2) above, funds are drawn from the CERBT to fund the difference.
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In fiscal year 2014, the City made Healthcare MOU payments of $57,782 related to the postemployment
healthcare benefit plan as follows: (1) $31,540 was contributed to the defined benefit plan, (2) $603 was incurred
for administration of the defined benefit plan; and (3) $25,639 was contributed to the Option C Plan. In addition to
the $31,540 funded by the Healthcare MOU payments, the City also paid $2,634 of pay-go defined benefit costs
by drawing funds from the CERBT. The City also contributed $137 to the defined contribution Medical Trust Plan.

All contributions to the CERBT become trust assets, which can only be used to pay for expenses of the defined
benefit plan. As of June 30, 2014, the fair value of the City's assets invested in the CERBT was approximately
$128,238. This balance is net of all contributions to and distributions from the plan, as well as fiscal year 2014
annual investment eamings and administrative expenses amounting to approximately $17,637 and $169,
respectively.

Funded Status and Funding Progress

The following table summarizes the OPEB Plan’s funding status as of the most recent valuation date:

Actuarial Actuarial UAAL as % of
Value of Accrued Funded Covered Covered
Valuation Assets Liability (AAL) Unfunded AAL Ratio Payroll ! Payroll
Date (a) (b) (b-a) (alb) (c) ((b-a)/c)
6/30/2014 $ 128,238 $ 607,712 $ 479,474 21.10% $ 98,742 485.58%

" Includes pay roll for active employ ees in the defined benefit plan only .

The schedules, presented as required supplementary information following the notes to the financial statements,
present information regarding the funded status and employer contributions for the current and preceding fiscal
years. The Schedule of Funding Progress is intended to present information about whether the actuarial value of
plan assets is increasing or decreasing over time relative to the actuarial accrued liabilities for benefits.

The Schedule of Employer Contributions is intended to present trend information about the amounts contributed to
the OPEB Plan by employers in comparison to the ARC determined in accordance with the parameters of GASB
Statement No. 43. The ARC represents a level of funding that, if paid on an ongoing basis, is projected to cover
normal cost for each year and amortize any unfunded actuarial liabilities (or funding excess) over a closed 23 year
period commencing with fiscal year 2014.

Actuarial valuations involve estimates of the value of reported amounts and assumptions about the probability of
events far into the future. Actuarially determined amounts are subject to continual revision as actual results are
compared to past expectations and new estimates are made about the future. Actuarial calculations are based on
the benefits provided under the terms of the substantive plan in effect at the time of each valuation and on the
pattern of sharing costs between the City and plan members through June 30, 2014. Additionally, actuarial
calculations reflect a long-term perspective and include methods and assumptions that are designed to reduce
short-term volatility of actuarial accrued liabilities and the actuarial value of assets.

The table on the following page summarizes the more significant actuarial methods and assumptions used to
calculate the ARC for the fiscal year 2014 (actuarial valuation as of June 30, 2013), as well as for the most current
actuarial valuation (as of June 30, 2014):
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Method/Assumption

Description

June 30, 2013 June 30, 2014

Actuarial Cost Method
Amortizaton Method

Remaining Amortizaton Period
Actuarial Asset Valuaton Method
Discount Rate

Inflaion Rate

Projected Payroll Increases

Healthcare Cost Trend Rate

FY13 8.5% grading down
0.5% each year 10 4.5%

Entry Age Normal Entry Age Normall

Level Dollar Level Dollar

23 years, closed 23 years, closed

Market Value Market Value
6.81% 6.81%
N/A' N/A'
N/A' N/A'

FY14 8.0% grading down
0.5% each year o 4.5%

! Postemploy ment healthcare benefits are not based on inflation or pay roll, but rather are determined based on the Health Care Cost

Trend Rate.

Source: Buck Consultants

Other Postemployment Benefit Cost and Net OPEB Obligation (NOPEBO)

The following table presents the annual NOPEBO cost, the percentage of annual NOPEBO cost contributed
during the fiscal year, and the NOPEBO at the end of fiscal year 2014, as well as for the two preceding fiscal

years:

Fiscal Annual Net

Year OPEB Percentage OPEB

Ended Cost Contributed Obligation
6/30/2012 $ 54,027 44.16% $ 247467
6/30/2013 34,078 109.94% 244,081
6/30/2014 34,773 98.48% 244,610

The following table shows the calculation of the City’'s NOPEBO for the fiscal year ended June 30, 2014 (based on

the valuation as of June 30, 2013):

ARC [Fiscal Year 2014]
Intereston NOPEBO

ARC Adjustment

Annual OPEB Cost
Contributions [Fiscal Year 2014]
Change in NOPEBO

NOPEBO Beginning of Year [July 1, 2013]
NOPEBO End of Year [June 30, 2014]
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13. INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS (Dollars in Thousands)

Interfund receivable and payable balances are the result of loans between funds that are expected to be repaid during
the next fiscal year, as well as amounts due for services provided. The $38,805 balance is mainly comprised of a
$29,670 loan from the General Fund to PFFA in order to fund expenditures related to the PFFA Lease Revenue Bonds
Series 2012A and 2013A until eligible costs are reimbursed from the trustee held funds, and a $9,100 loan from the
General Fund to the Capital Grants Fund, in order to cover negative cash resulting from deferred inflows of resources
(unavailable grant revenue).

Benefitting Fund (Payable)
Contributing Fund (Receivable) Nonmajor Governmental

General Fund $ 38,805

Interfund Working Capital Advance (WCA) balances are the result of loans between funds (recorded as advances
to/from other funds) that are expected to be repaid in excess of one year. The $6,754 balance is comprised of a
$1,548 advance from the General Fund to Civic San Diego, mainly for administrative costs, and $5,206 advanced from
the Capital Outlay Fund to Civic San Diego for various construction projects.

Benefitting Fund (Payable)

Contributing Fund (Receivable) Nonmajor Governmental

General Fund $ 1,548
Nonmajor Governmental 5,206
Total $ 6,754

Interfund transfers result from the transfer of assets without the expectation of repayment. Transfers are most
commonly used to (1) move revenues from the fund in which it is legally required to collect them into the fund which is
legally required to expend them, including TOT and TransNet funds collected in said funds but legally spent within the
General Fund, (2) utilize unrestricted revenues collected in the General Fund to finance various programs accounted
for in other funds, in accordance with budgetary authorizations, and (3) move tax revenues collected in the special
revenue funds to capital projects and debt service funds to pay for the capital projects and debt service needs during
the fiscal year. During fiscal year 2014, there was a net transfer of capital assets of $3,259 from the SDDPC Internal
Service Fund to the governmental activities, mainly related to the dissolution of SDDPC and the transfer of their
remaining assets to the City. Interfund transfer balances for the year ended June 30, 2014 are as follows:

Benefiting Fund

Nonmajor Sewer Water Nonmajor Internal

Contributing Fund General Fund Governmental Utility Utility Enterprise Service Total

General Fund $ - $ 37,804 $ 19 § 3608 $ 6 $ 5501 $ 46,938
Nonmajor Governmental 27,798 98,455 - - - 58 126,311
Sewer Utility 6,924 31 - - - 2,077 9,032
Water Utility 7,083 " - - - 356 7,450
Nonmajor Enterprise 1,983 566 - - 535 24 3,108
Internal Service 1,119 275 7 44 32 - 11,547
Total $ 54,907 $ 137,142 $ 96 § 3652 $ 573 $ 8016 $ 204,386
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14. RISK MANAGEMENT (Dollars in Thousands)

The City is exposed to various risks of loss related to torts, including theft of, damage to, and destruction of assets,
errors and omissions, injuries to employees, and natural disasters. The City has established various self-insurance
programs and maintains contracts with various insurance companies to manage excessive risks.

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) for amounts up to $50,000 per
occurrence. The City's self-insurance retention amount for public liability is $3,000.

The City is self-insured for workers’ compensation and long-term disability (LTD). Workers’ compensation activity is
reported within the General Fund. All operating departments of the City contribute an amount equal to a specified rate
multiplied by the gross salaries of the fund. These payments are treated as operating expenses in the contributing
funds and operating revenues in the General Fund. The Long-Term Disability Fund is included in the Miscellaneous
Internal Service Fund. Similarly, all operating departments of the City contribute an amount equal to a specified rate
multiplied by the gross salaries of the fund. These payments are treated as operating expenses in the contributing
funds and operating revenues in the Miscellaneous Internal Service Fund.

Public liability, workers’ compensation, and long-term disability estimated liabilities as of June 30, 2014 were
determined based on results of independent actuarial valuations and include amounts for claims incurred but not
reported. Claims liabilities were calculated considering the effects of inflation, recent claim settlement trends including
frequency and amount of payouts, and other economic and social factors. Nonincremental claims adjustment
expenses have been included in the actuarial calculations for public liability. Estimated liabilities for public liability
claims have been recorded in the government-wide financial statements, Sewer Utility Fund, Water Utility Fund, and
the Successor Agency Private Purpose Trust Fund. Estimated liabilities for workers’ compensation claims have been
recorded in the government-wide financial statements, the Water Utility Fund, Sewer Utility Fund, Nonmajor Enterprise
Funds, and Internal Service Funds. Estimated long-term disability liabilities were recorded in the Internal Service
Funds.

A reconciliation of total liability claims for the City’s Public Liability, Workers’ Compensation, and Long-Term Disability
obligations, showing current and prior year activity is presented below:

Workers'
Compensation &
Public Liability1 Long-Term Disability Total
Balance, July 1, 2012 $ 114,918 $ 174,480 $ 289,398
Claims and Changes in Estimates 134,683 73,325 208,008
Claim Payments (24,186) (26,535) (50,721)
Balance, June 30, 2013 225,415 221,270 446,685
Claims and Changes in Estimates 26,367 45,013 71,380
Claim Payments (52,373) (25,695) (78,068)
Balance, June 30, 2014 $ 199,409 $ 240,588 $ 439,997

! Fiscal year 2013 amounts have been restated to include the Successor Agency Private-Purpose Trust Fund.
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The City, in collaboration with CSAC-EIA, maintains an “All Risk” policy, which includes flood coverage for scheduled
locations for amounts up to $25,000 per occurrence under the primary policy, with a $25 deductible. Limits include
coverage for business interruption losses for designated lease-financed locations. There is no sharing of limits among
the City and member counties of the CSAC-EIA pool, unless the City and member counties are mutually subject to the
losses due to the same occurrence. Limits and coverage may be adjusted periodically in response to the requirements
of bond financed projects, grant requirements, acquisitions, and in response to changes in the insurance marketplace.

Earthquake coverage is provided for designated buildings/structures and certain designated City lease-financed
locations in the amount of $65,000, including coverage for business interruption caused by earthquake at certain
designated locations. Earthquake coverage is subject to a deductible of 5% of total insured values per unit per
occurrence, subject to a $100 minimum. The City’s earthquake coverage is purchased jointly and limits are shared
with the member counties in the CSAC-EIA pool. Due to the potential for geographically concentrated earthquake
losses, the CSAC-EIA pool is geographically diverse to minimize any potential sharing of coverage in the case of an
individual earthquake occurrence. Depending upon the availability and affordability of earthquake insurance, the City
may elect not to purchase such coverage in the future, or the City may elect to increase the deductible or reduce the
coverage from present levels.

The City is a public agency subject to liability for the dishonest and negligent acts or omissions of its officers and
employees acting within the scope of their duty (‘employee dishonesty” and “faithful performance”). The City
participates in the joint purchase of insurance covering employee dishonesty and faithful performance through the
CSAC-EIA pool. Coverage is provided in the amount of $15,000 per occurrence, subject to a $25 deductible.

During fiscal year 2014, there were no significant reductions in insurance coverage from the prior year. For each of the
past three fiscal years, settlements which were covered by insurance have not exceeded such insurance coverage.

See Note 17 for additional information.
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15. FUND BALANCE / NET POSITION DEFICITS (Dollars in Thousands)

The Capital Grants Capital Projects Fund has a fund balance deficit of $9,997, which represents deferred inflows of
resources related to grant revenue which did not meet the City’s availability criteria.

The Development Services Enterprise Fund and Publishing Services Internal Service Fund have net position deficits of
$9,447 and $272, respectively. These deficits are primarily due to the accumulation of unfunded expenses related to
the NPO and NOPEBO long-term liabilities. Generally, the NPO and NOPEBO liabilities are reduced yearly as the City
continues to fully pay its ARC for the Pension and OPEB Plan, which includes amortized payments of the unfunded
actuarial accrued liability for both plans (see Notes 11 and 12). The cost recovery rates for these funds are developed
to fully fund the ARC payment for Pension and Postemployment benefits. As the City continues to fully pay its ARC for
the Pension and Postemployment defined benefit plans, the net position deficit of these funds will be corrected.

The Private-Purpose Trust Fund (Successor Agency) has a net position deficit of $504,753 which represents unfunded
liabilities of the former RDA mainly related to long-term debt. Every six months, the Successor Agency submits
funding requests to the County of San Diego, through Recognized Obligation Payment Schedules (ROPS). Funding is
then allocated to the Successor Agency from the County’s Redevelopment Property Tax Trust Fund (RPTTF) to satisfy
obligations of the corresponding six month period. As obligations are funded every six months and liabilities are paid,
the net position deficit will continue to decrease until being eliminated once all the obligations of the Successor Agency
are fully satisfied.
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16.

COMMITMENTS (Dollars in Thousands)

The City has contractual and regulatory commitments that will result in expenses/expenditures in future years. These
include operating and capital contractual commitments for which funds have been encumbered as of June 30, 2014
and are reflected in the table below. It is the City’s policy to pay for operating encumbrances remaining at the end of
the fiscal year from the following year's appropriations. Encumbrances related to capital projects are funded through
current year appropriated budget, which carries over to the following fiscal year. Additional commitments resulting
from regulatory matters are described following the table.

General Fund $ 21,773
Nonmajor Governmental Funds 101,563
Sewer Utility 95,412
Water Utility 81,998
Nonmajor Enterprise Funds 9,322

Total Contractual Commitments $ 310,068

California Regional Water Quality Control Board Administrative Proceeding — Municipal Storm Water Permit

On May 8, 2013, the Regional Water Quality Control Board (RWQCB), the State agency charged with implementing
the federal Clean Water Act, adopted the City’s Municipal Storm Water Permit (Order No. R9-2013-0001), which
incorporated Dissolved Metals and Bacteria Total Maximum Daily Loads (TMDLs) into the Municipal Storm Water
Permit in order to limit pollution in the San Diego region watersheds. On July 14, 2014, the State Office of
Administrative Law approved a TMDL for Sediment in Los Penasquitos Lagoon. The RWQCB is currently amending
the Municipal Storm Water Permit to incorporate the Sediment TMDL requirements. A TMDL is a numeric limitation on
the maximum amount of a pollutant that a natural body of water can legally receive while still meeting water quality
standards under the federal Clean Water Act. By incorporating the TMDLs into the Municipal Storm Water Permit, the
RWQCB made numeric measurements of pollutants a basis for enforcing violations of the Municipal Permit, and not
solely on the basis of the City failing to control pollutants to the maximum extent practical. Additionally, the permit also
requires that the City implement a schedule of operation and maintenance activities and verify proper operation of all
municipal structures in order to minimize the possibility of erosion and sedimentation due to pipe and other system
failures. The City Storm Water Division’s estimated operating and capital costs to comply with the TMDLs and with
flood risk management from fiscal years 2015 through 2019 will be approximately $882,000. Compliance costs from
fiscal years 2020 through 2031 are expected to be up to approximately $3,022,000, of which an estimated $1,994,000
are projected capital expenses and $1,028,000 are operating expenses. These estimates could be higher or lower
depending on numerous factors including but not limited to changes in regulatory standards, science and technology
advancements. The City is currently negotiating with the RWQCB to update the Dissolved Metals TMDL which could
result in a cost reduction of approximately $980,000 in capital expenditures between Fiscal Year 2019 and 2031.

The City is developing a plan to fund the increased expenditures and implementing a capital program for compliance
with the storm water permit requirements. Currently, the available funding sources are storm water fees, general City
revenues and bond proceeds. The City Storm Water Division's estimated costs to comply with the TMDLs are
significantly higher compared to current spending levels. Estimated expenses for fiscal year 2015 are approximately
$44,800. If no alternate funding sources are established, increased compliance costs will be paid by the General Fund.
The City expects to continue to use proceeds from future bond issues to finance the storm water program and water
quality capital projects.
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If compliance activities are deferred to later fiscal years, the City would risk falling into non-compliance. The Storm
Water Permit contains regulatory deadlines including (1) compliance with Areas of Special Biological Significance
Structural Controls by March 2018; (2) wet weather Bacteria reduction by April 2018; (3) metal reduction in Chollas
Creek by October, 2018; and (4) sediment reductions in the Los Penasquitos Lagoon Watershed and establishment of
84 acres of new salt marsh habitat in the Lagoon by July 2034. Most of these activities represent pollution prevention
or control obligations with respect to current storm water operations and are not subject to accrual in the basic financial
statements. The habitat restoration requirements identified in (4) above represent pollution remediation obligations
subject to accrual, however the related costs cannot be reasonably estimated as of the issuance of this report. The City
expects to have reasonable cost estimates in calendar year 2015 as the RWQCB amends the Municipal Storm Water
Permit to incorporate Sediment TMDL requirements. Penalties may be assessed for non-compliance, which can
amount to $10 per day per violation from the State, and federal EPA penalties of $16 per day per violation. Each storm
drain outfall that flows to a receiving water body may be assessed as a separate violation. Additionally, should the City
fall out of compliance, it could be exposed to litigation from third parties.

Consent Decree

In October 2007, the City settled litigation filed by the U.S. Environmental Protection Agency (EPA) and two
environmental groups by agreeing to additional requirements to reduce sewer spills, which are set forth in a court
approved Consent Decree (Consent Decree). A provision of the Consent Decree allows for the extension of any CIP
schedule for up to one year upon written notification to the EPA. The City requested an extension through December
2013. The City has completed all terms of the Consent Decree as of December 2013 and is in process of preparing
documents to submit to EPA for final certification by the end of calendar year 2014.

The City has a condition assessment program and will continue to replace and upgrade its wastewater collection
system as dictated by the results of this program. It is anticipated that the City will continue to replace or rehabilitate at
least 45 miles of pipeline per year at a cost of $60,000 per year.

California Department of Public Health Compliance Order

In 1997, the State of California Department of Public Health (DPH) issued a Compliance Order requiring the City to
correct operational deficiencies and begin necessary capital improvements related to the City’s water system. The
Compliance Order was last amended in May of 2007 (Amendment 11) and included additional items that were not in
the original Compliance Order. As amended, the Compliance Order will remain in effect until the required projects are
completed. Presently, the City is meeting all such requirements, including the progress of mandated projects and the
ongoing obligation to provide DPH with quarterly progress reports.

For fiscal years 2015 through 2019, the City estimates Compliance Order project costs to total $90,827. Water Utility
expects to fund these commitments through a combination of existing net position, system revenues, and financing
proceeds from future bond issuances or loans. Water Utility expects to substantially fulfill all terms of the Compliance
Order by fiscal year 2018.

Additionally, the City plans to continue water main replacement of 28 miles in fiscal year 2015 at an estimated cost of
$50,000 to $60,000. The City will continue to evaluate the water main replacement program for the remaining 70 to 80
miles of distribution cast iron mains and progress with a condition assessment program for the 2,100 miles of asbestos
cement water pipeline to determine the appropriate replacement rate for the next 10 years.
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1. CONTIN ENCIES(Dollars in Thousands)
FEDERAL AND STATE GRANTS

The City recognizes as revenue grant monies received as reimbursement for costs incurred related to certain Federal
and State programs it administers. Although the City's federal grant programs are audited in accordance with the
requirements of the Federal Single Audit Act of 1984, the Single Audit Act Amendments of 1996 and the related U.S.
Office of Management and Budget Circular A-133, these programs may be subject to financial and compliance audits
by the reimbursing agencies. The amount, if any, of expenditures which may be disallowed by the granting agencies
cannot be determined at this time. The Single Audit for fiscal year 2014 is in process.

Eligibility to Receive State Funding or Financial Assistance under Proposition A

On June 5, 2012, San Diego voters passed Proposition A, amending Municipal Code Section 22.4402 to prohibit the
City from requiring a Project Labor Agreement (PLA) on City construction projects, except where required by state or
federal law as a contracting or procurement obligation, or as a condition of the receipt of state or federal funds. A PLA
is generally defined as a collective bargaining agreement between a contractor and a labor organization setting terms
and conditions of employment for a given project. State Public Contract Code Section 2503 states that if a charter
provision, initiative, or ordinance of a charter city prohibits, limits, or constrains in any way the governing board's
authority or discretion to adopt, require, or utilize a project labor agreement that includes all the taxpayer protection
provisions of Public Contract Code Section 2500 for some or all of the construction projects to be awarded by the city,
then state funding or financial assistance shall not be used to support any construction projects awarded by the city.
The City believes that the exception clause, allowing PLAs where required by state or federal law, meets the conditions
for receipts of funds under State Law. On October 16, 2014, the State Water Resources Control Board, a State agency
that provides funding to cities for water and wastewater projects, sent a letter to the City tentatively accepting the City’s
interpretation of Proposition A assuming the City Council concurs with the interpretation. On October 20, 2014, the City
Council adopted a resolution confirming that under the exception in Proposition A, the City is not prohibited, limited, or
constrained in any way from considering PLAs as a condition of state funding or financial assistance. It is reasonably
possible that other State agencies could disagree with the City’s position, but the City has not been notified by any
other State agency that Proposition A is an obstacle to future state and federal funding or financial assistance to the
City.

LITIGATION AND REGULATORY ACTIONS

The City is a defendant in lawsuits pertaining to material matters, including claims asserted, which are incidental to
performing routine governmental and other functions. This litigation includes, but is not limited to: actions commenced
and claims asserted against the City arising out of alleged torts; alleged breaches of contracts; alleged violations of
law; and condemnation proceedings. The City received 1,439 notices of claims in fiscal year 2014.

As of June 30, 2014, the City estimates the amount of tort and non-tort liabilities to be $199,409, which has been
reported in the government-wide statement of net position, the proprietary funds financial statements, and the fiduciary
funds financial statements. The liability was actuarially determined and was supplemented by information provided by
the City Attorney with respect to certain large individual claims and proceedings. The liability recorded is the City's
best estimate based on information available as of the issuance of this report. The City Attorney also estimates that in
the event of an adverse ruling, certain pending lawsuits and claims have a reasonable possibility of resulting in an
additional liability, in the aggregate, ranging from $0 to $337,554. However, the potential liabilities related to these
claims are not individually accrued because it is not probable that a loss has been incurred as of June 30, 2014.

Additional information on litigation regarding the Pension Plan can be found in the introductory section of Note 11.
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Adverse Fiscal Impacts to the City

Pursuant to ABX1 26, the former RDA dissolved as of February 1, 2012, at which time the City, as Successor Agency,
received the former RDA’s assets and assumed the responsibility for winding down the former RDA’s operations. The
City also chose to serve as the Housing Successor Entity and retain the former RDA’s affordable housing assets and
assume related responsibilities. The Successor Agency is an entity separate from the City and is reported as a private-
purpose trust fund even though the City serves as the Successor Agency. The Housing Successor Entity is the City,
not a separate legal entity, and is reported as a special revenue fund.

The dissolution of the former RDA has resulted in adverse fiscal impacts to the City, mainly from the general rule in
ABX1 26 that purports to invalidate agreements between the City and the former RDA, subject to limited exceptions.
The California Department of Finance (DOF) has relied upon this general rule to object to payments owed by the
Successor Agency to the City under several agreements between the City and the former RDA. For instance, the DOF
has invalidated two agreements that involve repayment obligations for federal funds derived from the United States
Department of Housing and Urban Development (HUD). These agreements include a repayment agreement for
Community Development Block Grant funds by which the Successor Agency owed a remaining principal and interest
balance of approximately $64,040 to the City in scheduled annual installments through FY 2019, as well as a loan
agreement for Naval Training Center Section 108 loan funds by which the Successor Agency owed a remaining
balance of approximately $4,346 to the City in scheduled semi-annual installments through FY 2025. If the DOF or a
court of law does not restore these loan obligations, it is possible that the City will be required to make the future
scheduled installments for the benefit of HUD under the two invalidated agreements.

Additionally, there are interfund loans between the City and the former RDA with total principal and accrued interest
balances, as of June 30, 2014, of approximately $193,759. In consultation with legal counsel, management has taken
the position that the obligations of the former RDA due to the City are valid enforceable obligations payable by the
Successor Agency. The City’s position on this issue is not a position of settled law, and there is considerable legal
uncertainty regarding this issue. On October 28, 2014, the DOF disallowed the reinstatement of a modified version of
the Long-Term Debt Agreement. At the conclusion of a statutory meet and confer process, the DOF will issue a final
determination that could uphold, modify, or reverse its October 28 decision. It is reasonably possible that the DOF’s
final determination, and if applicable, a subsequent determination in a court of law, may resolve this issue unfavorably
to the City. The City reports the balance of these interfund loan receivables in the fund level financial statements, net
of allowances for uncollectible amounts. Allowances have been established in the funds to reflect the legal uncertainty
regarding collectability of these loans (see Note 1(f) and Note 18(j) for additional information).

While the City is not currently projecting any new potential losses arising from the dissolution of the former RDA
relative to the City’s prior disclosures, the City could incur new potential losses depending on variables such as
pending litigation, future litigation, future decisions and review/audit processes by the DOF and the State Controller,
and future potential amendments to the redevelopment dissolution laws.

Agreement Relative to Modified Permit for the Point Loma Wastewater Treatment

In December 2008, the City received a second renewal of a modified permit for the Point Loma Wastewater Treatment
Plant (Point Loma) and agreed to identify opportunities to maximize recycling wastewater for potable and non potable
uses. In August 2010, the EPA issued another waiver and renewed the modified permit for 5 more years. If the City
cannot operate under a modified permit, there could be significant future obligations to fund the secondary treatment
requirements. If the City is required to upgrade to secondary treatment, the estimated cost could be approximately
$2,100,000, based on an estimate in 2014, not including financing costs.
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The City has worked with stakeholder groups, including the Participating Agencies and the environmental community
to develop strategies for the next permit application. As a result of this effort, a consensus has been reached on a
recommended strategy. This strategy includes submitting a modified permit renewal application, implementing a
potable water reuse program, and based on reduced wastewater discharge to the ocean, seeking approval from the
EPA to consider Point Loma to be equivalent to a secondary treatment plant for purposes of compliance with the
Federal Clean Water Act (CWA). Because present law does not recognize this form of secondary equivalency, an
administrative solution or change to the CWA would be required. Approval of secondary equivalency would mean that
Point Loma would be permitted like any other secondary treatment facility, no future modified permits or waivers would
be required, and the remaining flow at Point Loma would not have to be converted to secondary treatment.

The City intends to submit the modified permit renewal application by the end of January 2015, six months in advance
of the permit expiration in July 2015. The permit will be based on compliance with CWA requirements as modified by
the Ocean Pollution Reduction Act, the proposed requirements for secondary equivalency, and a reduction in permitted
emissions from the current permit level by December 31, 2015. Additionally, the City will commit to starting the design
and environmental review of the first phase of the potable water program. The total capital cost of the potable water
program is estimated to be between $2,500,000 and $3,000,000, not including financing costs. If the City does not
obtain approval of secondary equivalency, it will need to reevaluate its overall compliance strategy, including funding
and implementation of the potable water program. See Note 24 for additional information regarding the modified
permit renewal application.

POLLUTION REMEDIATION OBLIGATIONS

California Regional Water Quality Control Board (RWQCB) Administrative Proceeding — San Diego Bay

This matter involves cleanup and abatement order No. R9-2012-0024 adopted by the California RWQCB on March 14,
2012. The order names the City as one of the responsible parties for conditions of pollution in San Diego Bay and
requires remediation of polluted bay sediments near historic shipyards on San Diego Bay. The City is named as a
“Discharger” in the order along with other entities, which include shipyard operators, the local electric utility SDG&E,
and the U.S. Navy.

A Remedial Action Plan for the cleanup project has been submitted by the Dischargers to the RWQCB. The cleanup
project has an estimated cost of $78,000 plus an additional $6,000 to $9,000 of costs related to site investigation,
assessment and RWQCB oversight. Actual costs could be higher. The order includes post-remedial monitoring
requirements, which, depending on monitoring results and trends, may lead to further cleanup orders. The
Comprehensive Environmental Response, Compensation, and Liability Act (CERCLA) litigation is pending for
contribution levels among the Dischargers; however, the parties are continuing to address allocation of these costs in
mediation while the litigation is pending. Many variables exist, which make accurate estimation of the City’s share of
the total costs impossible at this time. A conservative, high estimate of the City's exposure is 25% of cleanup and
associated response costs; however, a lesser percentage is possible. The remediation costs are an estimate and are
subject to changes resulting from price increases or reductions, technology, or changes in applicable laws or
regulations. The City has tendered claims on insurance policies in regard to this order, which remain pending.

On October 8, 2013, the City Council passed a resolution authorizing, subject to a full reservation of rights in the
litigation and the insurance claims, to cooperate with the cleanup by committing $6,541 so that the remediation of the
South Shipyard (National Steel and Shipbuilding Co.) sediments can commence according to the ordered schedule.
On July 28, 2014, the City Council passed a second resolution authorizing, subject to a full reservation of rights in the
litigation and insurance claims, to cooperate with the cleanup by committing an additional $9,190 so that the
remediation of the North Shipyard (BAE Systems, Inc.) sediments can continue according to the ordered schedule.
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This action brings the Council authorized amount to date to $15,731. The City’s total share of the cost is expected to
be approximately $19,500. The City has tendered claims on insurance policies which, collectively, may cover
approximately half of the City’s cost. Notwithstanding, this estimate of coverage could be significantly higher or lower.
As of June 30, 2014, the City has incurred expenditures totaling $4,083 and has accrued an additional $5,667 in the
government-wide financial statements.
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18.

DEBT WITHOUT GOVERNMENT COMMITMENT (Dollars in Thousands)

The City and former RDA of the City have authorized the issuance of certain Mortgage Revenue Bonds, Parking
Revenue Bonds, Tax Allocation Bonds, Pooled Financing Bonds, Special Assessment/Special Tax Bonds, and Loans.
The City has no legal obligation to make payment on these bonds, loans or notes and has not pledged any City assets
as a guarantee to the bondholders/lenders. These bonds and loans do not constitute indebtedness of the City. The
bonds are payable solely from payments made on and secured by a pledge of the acquired mortgage loans, certain
funds and other monies held for the benefit of the bondholders pursuant to the bond indentures, property liens and
other loans. Accordingly, no liability has been recorded in the City's Government-Wide Statement of Net Position.
Long-term liabilities of the former RDA are reported in the Successor Agency Private-Purpose Trust Fund.

The following describes the outstanding debt without government commitment:

a. Mortgage Revenue Bonds

Single-family mortgage revenue bonds have been issued to provide funds to purchase mortgage loans secured by
first trust deeds on newly constructed and existing single-family residences. The purpose of this program is to
provide low interest rate home mortgage loans to persons of low or moderate income who are unable to qualify for
conventional mortgages at market rates. Multi-family housing revenue bonds are issued to provide construction
and permanent financing to developers of multi-family residential rental projects located in the City to be partially
occupied by persons of low income.

As of June 30, 2014, the status of mortgage revenue bonds issued is as follows:

Balance
Original Amount June 30, 2014
Mortgage Revenue $ 15700 §$ 2,605

b. Special Assessment/Special Tax Bonds

The City has issued, on behalf of the Special Assessment Districts and the Community Facilities Districts, debt to
finance infrastructure improvements and facilities necessary to facilitate development of the properties within the
respective districts located in the City. The special assessment and special tax bonds are secured by special
assessment and special tax liens, respectively, on the real property within the districts and are not direct liabilities
of the City. The City has no fiscal obligation beyond the balances in designated District funds for any related bond
payments. If delinquencies occur beyond the amounts held in the reserve funds created from bond proceeds, the
City has no duty to pay the delinquency out of any available funds of the City. The City acts solely as the agent in
the collection and remittance of the special taxes and assessments for these Districts and initiates foreclosure
proceedings as required under the bond covenants.
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As of June 30, 2014, the status of each of the special assessment/special tax bonds issued is as follows:

Original Balance
Amount June 30, 2014
Reassessment District No. 1999-1, Issued February 1999 $ 38,145 $ 4,083
Communities Facilities District No.2 (Santaluz), Improvement Area No. 3, Series 2000 B 4,350 3,475
Reassessment District No. 2003-1, Issued August 2003 8,850 3,125
Communities Facilities District No.2 (Santaluz), Improvement Area No. 4, Series 2004 A 9,965 6,840
Communities Facilities District No.4 (Black Mountain Ranch Villages), Series 2008 A 12,365 11,180
Communities Facilities District No.2 (Santaluz), Improvement Area No. 1, Series 2011 A 51,680 46,735
Communities Facilities District No.1 (Miramar Ranch North), Series 2012 24,795 22,160
Communities Facilities District No.3 (Liberty Station), Series 2013 15,770 15,495
Assessment District No.4096 (Piper Ranch), Issued July 2013 3,830 3,830
Total Special Assessment / Special Tax Bonds $ 169,750  $ 116,923

c. Refunding Revenue Bonds

PFFA issued Refunding Revenue Bonds in February 1999 for the purpose of acquiring the Limited Obligation
Refunding Bonds issued by the City of San Diego Reassessment District No.1999-1 and sold to PFFA for the
purpose of refunding certain outstanding prior assessment district bonds of the City. The Bonds are special
obligations of PFFA, payable solely from and secured by, amounts received from the acquired Limited
Obligations, investment income with respect to any monies held by the Trustee in the funds and accounts
established under the indenture, and any amounts, including proceeds from the sale of the Bonds, held in any
fund or account established pursuant to the Indenture.

As of June 30, 2014, the status of each of the refunding revenue bonds issued is as follows:

Original Balance
Amount June 30, 2014
Reassessment District No. 1999-1, Series 1999 A Senior Lien Bonds $ 30,515 $ 2,695
Reassessment District No. 1999-1, Series 1999 B Subordinate Lien Bonds 7,630 660
Total Refunding Revenue Bonds $ 38,145 $ 3,355

d. Parking Revenue and Tax Allocation Bonds

The former RDA issued parking revenue bonds for the purpose of financing certain public parking facilities and tax
allocation bonds for the purpose of financing or refinancing redevelopment activities. The parking revenue and
tax allocation bonds are secured by certain pledged revenues of the former RDA and are not direct liabilities of the
City. In no event will the bonds be payable out of any funds or properties other than those of the Successor
Agency or former RDA, along with any monies held by the Trustee in the funds and accounts established under
the indenture, and any amounts, including proceeds of the sale of the Bonds, held in any fund or account
established pursuant to the Indenture.
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As of June 30, 2014, the status of each of the parking revenue and tax allocation bonds issued is as follows:

Original Balance
Amount June 30, 2014
Revenue Bonds:
Centre City Parking Revenue Bonds, Series 1999 A $ 12,105 $ 7,905
Centre City Parking Revenue Bonds, Series 2003 B 20,515 14,075
Total Revenue Bonds 32,620 21,980
Tax Allocation Bonds:
Mount Hope Redevelopment Project Tax
Allocation Bonds, Series 1995 A 1,200 465
Horton Plaza Redevelopment Project Tax
Allocation Refunding Bonds, Series 1996 A 12,970 2,085
Centre City Redevelopment Project Tax
Allocation Bonds, Series 1999 A 25,680 16,570
Centre City Redevelopment Project Tax
Allocation Bonds, Series 1999 C 13,610 10,355
City Heights Redevelopment Project Tax
Allocation Bonds, Series 1999 A 5,690 4,255
City Heights Redevelopment Project Tax
Allocation Bonds, Series 1999 B 10,141 6,679
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2000 A 6,100 3,730
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2000 B 21,390 15,260
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2000 15,025 9,610
North Bay Redevelopment Project Tax
Allocation Bonds, Series 2000 13,000 9,720
North Park Redevelopment Project Tax
Allocation Bonds, Series 2000 7,000 5,240
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2001 A 58,425 53,155
Mount Hope Redevelopment Project Tax
Allocation Bonds, Series 2002 A 3,055 3,055
Centre City Redevelopment Project Tax
Allocation Bonds, Series 2003 A 31,000 11,980
City Heights Redevelopment Project Tax
Allocation Bonds, Series 2003 A 4,955 4,955
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 A 6,325 6,325
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 B 4,530 3,615
Horton Plaza Redevelopment Project Tax
Allocation Bonds, Series 2003 C 8,000 4,705
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North Park Redevelopment Project Tax
Allocation Bonds, Series 2003 A

North Park Redevelopment Project Tax
Allocation Bonds, Series 2003 B

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 A

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 C

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2004 D

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2006 A

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2006 B

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2008 A

North Park Redevelopment Project Tax
Allocation Bonds, Series 2009 A

City Heights Redevelopment Project Tax
Allocation Bonds, Series 2010 A

City Heights Redevelopment Project Tax
Allocation Bonds, Series 2010 B

Crossroads Redevelopment Project Tax
Allocation Bonds, Series 2010 A

Housing Set-Aside Tax Allocation
Bonds, Series 2010 A

Naval Training Center Redevelopment Project
Tax Allocation Bonds, Series 2010 A

San Ysidro Redevelopment Project Tax
Allocation Bonds, Series 2010 A

San Ysidro Redevelopment Project Tax
Allocation Bonds, Series 2010 B

Total Tax Allocation Bonds

Total Parking Revenue and Tax Allocation Bonds

Accreted Interest Payable on Tax Allocation Bonds:

City Heights Redevelopment Project Tax
Allocation Bonds, Series 1999 B

Centre City Redevelopment Project Tax
Allocation Bonds, Series 2001 A

Total Accreted Interest Payable
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Original Balance

Amount June 30, 2014
7,145 $ 4,950
5,360 5,360
101,180 74,440
27,785 20,695
8,905 6,655
76,225 66,525
33,760 29,095
69,000 45,335
13,930 13,930
5,635 5,635
9,590 9,590
4,915 4,770
58,565 57,840
19,765 18,775
2,900 2,900
5,030 4,735
697,786 542,989
730,406 $ 564,969
$ 10,334
13,420
$ 23,754
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e. Pooled Financing Bonds

PFFA issued Pooled Financing Bonds in July 2007 for the purpose of making loans to the former RDA to be used
for financing and refinancing redevelopment activities. The bonds are obligations of PFFA payable solely from
and secured by amounts received from the loan agreement, certain pledged revenues, and monies held by
trustee in the funds and the accounts established under the indenture, and any amounts, including proceeds from
the sale of the bonds, held in any fund or account established pursuant to the indenture. The loan between PFFA
and the former RDA has been eliminated from this note since the pooled financing bonds and related loans are
both obligations transferred to the Successor Agency.

Original Balance
Amount June 30, 2014
Pooled Financing Bonds:
Public Facilities Financing Authority
Pooled Financing Bonds, Series 2007 A $ 17,230 $ 14,240
Public Facilities Financing Authority
Pooled Financing Bonds, Series 2007 B 17,755 15,185
Total Pooled Financing Bonds $ 34,985 $ 29,425

f.  Loans Payable

The former RDA issued loans for the purpose of financing redevelopment activities. The loans are secured by
certain pledged revenues of the former RDA. Additional information on obligations due to the City is included in

Note 17.
Original Balance
Amount June 30, 2014
Loans Payable:
California Housing Financing Agency (HELP) Loan
dated October 2008 $ 1,250 $ 1,250
City San Diego - Naval Training Center Section 108 Loan
dated June 2004 5,910 4,346
City San Diego - HUD Settlement Agreement
dated various dates 45,311 30,948
City of San Diego - Miscellaneous
dated various dates 65,167 65,795
Total Loans Payable $ 117,638 $ 102,339
Accrued Interest Payable:
City San Diego - HUD Settlement Agreement $ 33,476 $ 33,092
City of San Diego - Miscellaneous - 127,964
Total Accrued Interest Payable $ 33,476 $ 161,056
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g. Amortization Requirements

The annual requirements to amortize the private-purpose trust fund long-term debt outstanding as of June 30,
2014, including interest payments to maturity, are as follows:

Year Loans Payable Revenue Bonds
Ending
June 30 Principal Interest Principal Interest
2015 $ 6,445 $ 582 $ 1,255 $ 1,194
2016 8,516 1,146 1,320 1,127
2017 11,687 1,614 1,390 1,055
2018 788 14,488 1,465 976
2019 673 16,233 1,545 893
2020-2024 2,042 461 9,140 3,001
2025-2029 485 14 5,865 445
Unscheduled * 71,703 128,393 - -

Total $ 102,339 $ 162,931 $ 21,980 $ 8,691

Tax Allocation

Year Bonds Pooled Financing Bonds
Ending Unaccreted
June 30 Principal Appreciation ' Interest Principal Interest
2015 $ 27,103 $ 2,459 $ 29,122 $ 9550 § 1,671
2016 28,502 2,440 27,724 1,000 1,621
2017 30,006 2,414 26,222 1,050 1,568
2018 31,572 2,376 24,648 1,105 1,511
2019 33,188 2,325 22,986 1,175 1,450
2020-2024 143,025 8,824 90,729 5,725 6,246
2025-2029 115,593 2,182 57,265 6,880 4,470
2030-2034 67,850 - 32,509 7,895 2,155
2035-2039 45,405 - 15,579 3,645 446
2040-2044 20,745 - 1,382 - -
Total 542,989 23,020 328,166 29,425 21,138
Add: Accreted Appreciation
through June 30, 2014 23,754 - - - -

Total $ 566,743 $ 23,020 $ 328,166 $ 29425 § 21,138

" Unaccreted Appreciation represents the amount to be accreted in future years regardless of the timing of cash flows.

2 The loans payable to the City in the amount of $70,453, loan payable to the California Housing Financing Agency in the amount of $1,250 and
accrued interest associated with loans payable of $128,393 are payable when practicable under the original loan terms prior to dissolution of the
former RDA, but could be disallowed under provisions of AB X1 26 (see Note 17).
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h. Change in Long-Term Liabilities

The following is a summary of changes in long-term liabilities reported in the private-purpose trust fund for the
year ended June 30, 2014. The effects of bond accretion, bond premiums and discounts are reflected as
adjustments to long-term liabilities.

Beginning
Balance, as Ending
Restated ' Additions Reductions Balance
Arbitrage Liability $ 3 $ 1 $ - $ 4
Liability Claims 70,398 - (191) 70,207
Note Payable 8,300 - (8,300)
Loans Payable 105,324 - (2,985) 102,339
Revenue Bonds 23,175 - (1,195) 21,980
Unamortized Bond Premiums and Discounts (68) - 6 (62)
Net Revenue Bonds 23,107 - (1,189) 21,918
Tax Allocation Bonds 569,238 - (26,249) 542,989
Interest Accretion 21,993 2,455 (694) 23,754
Balance with Accretion 591,231 2,455 (26,943) 566,743
Unamortized Bond Premiums and Discounts 3,265 - (218) 3,047
Net Tax Allocation Bonds 594,496 2,455 (27,161) 569,790
Pooled Financing Bonds 30,325 - (900) 29,425
Unamortized Bond Premiums and Discounts 304 - (14) 290
Net Pooled Financing Bonds 30,629 - (914) 29,715
Interest Accrued on City Loans and Note 172,138 270 (11,352) 161,056
Total $ 1,004,395 $ 2,726 $ (52,092 $ 955,029

" Net Tax Allocation Bonds Beginning Balance has been restated due to GASB 65 implementation. Additional information on the restatements is included in
Note 23.

i.  Reinstatement of Naval Training Center Interfund Loan

On June 26, 2000, the City and the former RDA entered into a Cooperation Agreement for the Naval Training
Center Redevelopment Project. Pursuant to the agreement, the City sold to the former RDA the majority of the
Naval Training Center site, comprising approximately 259 acres, for the purchase price of $8,300. The former
RDA acquired the site by executing a loan agreement of $8,300, payable to the City, which accrued interest at a
rate of 8 percent per annum (NTC Loan Agreement). Pursuant to ABX1 26, the former RDA dissolved as of
February 1, 2012. Under ABX1 26, agreements between the City and the former RDA were invalidated, including
the NTC Loan Agreement.

California Health and Safety Code Section 34191.4(b) enabled the Successor Agency and the City to reinstate,
subject to certain conditions and on modified terms, any loan agreement between the former RDA and the City.
On August 6, 2014, the Successor Agency Oversight Board passed and adopted a resolution approving the
reinstatement of a modified version of the NTC Loan Agreement. However, on September 19, 2014, the California
Department of Finance (DOF) disallowed the reinstatement of the original loan stating that the loan was not valid
because the June 2000 agreement conveyed the property to the former RDA but no money was actually
borrowed.
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In consultation with legal counsel, management has taken the position that the obligations of the former RDA due
to the City are valid enforceable obligations payable by the Successor Agency. The City’s position on this issue is
not a position of settled law, and there is considerable legal uncertainty regarding this issue. In the case of the
NTC loan, the DOF has made a final determination on the validity of the loan. As such, the City has written off the
principal and accrued interest payable on the note and the related interfund note receivable related to the NTC
Loan Agreement. The principal component of the note payable which was written off was $8,300 and the accrued
interest component was $11,310. See Note 17 for additional information on interfund loans between the City and
the former RDA.

j- Reinstatement of Modified Long-Term Debt Interfund Loan

On March 1, 2011 the City and the former RDA entered into a Long-Term Debt Agreement memorializing various
forms of unpaid debt in the aggregate amount of $193,759 that had been issued from the City to the former RDA
since the late 1970’s. On February 1, 2012, pursuant to Assembly Bill x1 26 (“AB 26”), the former RDA was
dissolved and all City/Agency loans were purportedly nullified, subject to limited exceptions, pursuant to AB 26
and subsequent legislation. On December 27, 2012, as part of its review of the third Recognized Obligation
Payment Schedule (‘ROPS”), the California Department of Finance (‘DOF”) disallowed any payments on the third
ROPS, or future ROPS, of certain City/Agency loans or cooperation agreements, including the Long-Term Debt
Agreement.

California Health and Safety Code Section 34191.4(b) enabled the Successor Agency and the City to reinstate,
subject to certain conditions and on modified terms, any loan agreement between the former RDA and the City.
On September 10, 2014, the Successor Agency Oversight Board passed and adopted a resolution approving the
reinstatement of a modified version of the Long-Term Debt Agreement. However, on October 28, 2014, the DOF
disallowed the reinstatement of the original loan on modified terms, stating that the original loan was not valid
because the DOF could not determine if there was an actual exchange of monies, or if any exchange of monies
were legally required to be repaid.

In consultation with legal counsel, management has taken the position that the obligations of the former RDA due
to the City are valid enforceable obligations payable by the Successor Agency. The City’s position on this issue is
not a position of settled law, and there is considerable legal uncertainty regarding this issue. In the case of the
Long-Term Debt Agreement, the DOF has made a final determination on the validity of the loan. However, the
City is currently seeking remedy of the 2011 agreement through the appellate court process and has additional
recourse for the 2014 modified agreement through an anticipated ROPS 14-15B meet and confer process with the
DOF. Therefore, the City continues to recognize this obligation of the Successor Agency on its financial
statements. See Note 17 for additional information on interfund loans between the City and the former RDA.
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19. CLOSURE AND POSTCLOSURE CARE COST (Dollars in Thousands)

State and federal laws and regulations require that the City place a final cover on its Miramar Landfill site when it stops
accepting waste and to perform certain maintenance and monitoring functions at the site for thirty years after closure.
In addition, federal and state regulations also require that the City set aside funds annually to fund closure and
postclosure care costs and to demonstrate financial resources sufficient to meet certain corrective actions.

Postclosure Care Liability

The City currently expects to close the landfill in fiscal year 2022. Although closure and postclosure care costs will be
paid only near or after the date that the landfill stops accepting waste, the City reports a portion of these closure and
postclosure care costs as an operating expense in each period based on landfill capacity used as of each financial
statement date.

The $23,290 reported as landfill closure and postclosure care liability as of June 30, 2014 represents the cumulative
amount reported to date based on the use of 85% of the estimated capacity of the landfill. The City will recognize the
remaining estimated cost of closure and postclosure care of $4,150 as the remaining estimated capacity is filled.
These amounts are based on what it would cost to perform all closure and postclosure care as of June 30, 2014. The
costs are estimates and subject to changes resulting from inflation, deflation, technology, or changes in applicable laws
or regulations.

Funding Requirements

As of June 30, 2014, the City is working with the State to comply with the new capacity calculations and to determine
the fiscal year 2014 annual contributions that are required by state and federal laws and regulations to finance closure
and postclosure care costs. At the end of fiscal year 2014, cash or equity in pooled cash and investments of $47,075
was currently held for this purpose. The net position related to this amount is reported as restricted in the statement of
net position for the Environmental Services fund. The City expects that future inflation costs will be paid from interest
earnings on the balance of these annual contributions. However, if interest earnings are inadequate or additional
postclosure care requirements are imposed (due to changes in technology or applicable laws or regulations, for
example), these costs may need to be paid by charges to future landfill users or from other sources.

As of June 30, 2014, the City is working with the State to comply with the new capacity calculations and to determine
the fiscal year 2014 annual contributions that are required by state and federal laws and regulations to demonstrate
financial resources sufficient to conduct corrective action for all known or reasonably foreseeable releases from the
Miramar Landfill site, meeting the cost estimate approved by the San Diego Regional Water Quality Control Board. At
the end of fiscal year 2014, cash or equity in pooled cash and investments of $1,563 was currently held for this
purpose. This amount is reported as restricted assets in the statement of net position in the Environmental Services
fund. The City expects that future inflation costs will be paid from interest earnings on these annual contributions.
However, if interest earnings are inadequate or additional postclosure care requirements are imposed (due to changes
in technology or applicable laws or regulations, for example), these costs may need to be paid by charges to future
landfill users or from other sources.

168



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

20. OPERATING AGREEMENTS (Dollars in Thousands)

City of San Diego and Padres L.P.

On February 1, 2000, the City entered into a Joint Use and Management Agreement (Agreement) with the San Diego
Padres baseball team (Padres) governing the rights and duties of the City and Padres with respect to the use and
operation of the Petco Park Ballpark Facility (Facility). The Padres own 30% and the City owns 70% of the Facility,
which is shown as a capital asset on the City's statement of net position. The occupancy agreement expires on
December 14, 2033 and includes the right of the Padres to exercise two five-year extensions. Upon expiration, the
Padres’ ownership interest will automatically transfer to the City. Under the terms of the Agreement, the Padres are
responsible for Facility operation and management, including maintenance, repairs and security required to preserve
its condition. The City is responsible for paying certain expenses associated with the operation and maintenance of
the Facility, subject to certain inflationary adjustments. In fiscal year 2014, the City paid approximately $4,269 related
to the operation and maintenance of the Facility.
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21.

FUND BALANCES (Dollars in Thousands)

The following table provides additional detail regarding the City’s governmental fund balances:

NONSPENDABLE
Not in Spendable Form

Legally/Contractually Required to be Maintained Intact

Total Nonspendable

RESTRICTED
Low and Moderate Income Housing
Facilities Benefit Assessments
Public Facilities Financing Authority
Impact Fees
Emergency Reserve
Underground Surcharge
Capital Outlay
Traffic Congestion Relief (Prop 42)
TransNet
Maintenance Assessment Districts
Developer Contributions
Mission Bay Reserve

Tobbacco Settlement Revenue Funding Corporation

Regional Parks

Tourism Marketing Districts
Grants 2

Fiesta Island Sludge Mitigation
Special Gas Tax Street Improvement
Library Donations

Section 108

Environmental Growth

Animal Shelter Campaign
Storm Drain

Prop C Implementation

Other '

Total Restricted

Other Total

General Governmental Governmental

Fund Funds Funds
1,248 $ 19 $ 1,267
- 24,307 24,307
1,248 24,326 25,574
- 277,139 277,139
- 185,398 185,398
- 90,397 90,397
- 88,574 88,574
85,600 - 85,600
- 68,139 68,139
- 40,878 40,878
- 32,786 32,786
- 22,675 22,675
- 20,607 20,607
- 15,171 15,171
- 12,633 12,633
- 12,415 12,415
- 10,268 10,268
- 24,420 24,420
4,258 68,206 72,464
- 7,042 7,042
6,701 - 6,701
- 6,307 6,307
- 5,596 5,596
4,204 - 4,204
- 1,770 1,770
1,547 - 1,547
- 1,056 1,056
2,575 20,398 22,973
104,885 1,011,875 1,116,760

' The amounts reported in the Restricted and Committed categories as “Other” are composed of a variety of small
restrictions/commitments, none of which are significant enough to be identified separately in this schedule.

2 Restricted Fund Balance for Grants of $64,040 and Committed Fund Balance for Capital Outlay of $31,360 represent long-term
receivables due from the Successor Agency. These amounts are not available to satisfy liabilities of the current period.
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Other Total
General Governmental Governmental
Fund Funds Funds
COMMITTED
Workers' Compensation $ 47196  $ -3 47,196
Public Liability 39,590 - 39,590
Capital Outlay 2 - 62,800 62,800
Parking Meter Districts 26,724 - 26,724
Transient Occupancy Tax - 17,228 17,228
De Anza Operating/Settlement 11,140 - 11,140
Sea World Traffic Mitigation - 9,471 9,471
Parks and Recreation Districts - 6,207 6,207
SAP Support 4,185 - 4,185
Qualcomm Stadium Operations - 4124 4124
Tobacco Settlement Revenue - 3,790 3,790
Civil Penalty Enforcement - 3,771 3,771
Foreign Trade Zone Expansion - 3,674 3,674
City TV - 3,485 3,485
Library Improvement 4,242 - 4,242
Police Decentralization 3,219 - 3,219
Information Technology 2,687 - 2,687
Miscellaneous Public Safety Funds - 2,122 2,122
Seized Assets - 1,870 1,870
Wireless Communications Technology 1,569 - 1,569
Cemetery Pre-Need Trust - 1,524 1,524
Automated Refuse Containers - 1,378 1,378
Civic San Diego - 1,244 1,244
Imperial Marketplace 1,130 - 1,130
Emergency Medical Services 1,003 - 1,003
Other ' 4,368 17,580 21,948
Total Committed 147,053 140,268 287,321
ASSIGNED
Encumbrances 5,575 - 5,575
UNASSIGNED 91,353 (15,156) 76,197
GRAND TOTAL $ 350,114 $ 1,161,313 $ 1511427

171



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

22, EXTRAORDINARY GAIN (LOSS) (Dollars in Thousands)

The redevelopment dissolution laws require an independent accounting firm to complete a two-part due diligence
review (DDR) of the housing assets and the non-housing assets of the Successor Agency to determine the amount of
uncommitted cash or cash equivalents available for transfer by the Successor Agency to the County Auditor. The
State issued a final determination letter on the housing DDR in late March 2013 and on the non-housing DDR in late
October 2013, concluding that the Successor Agency must pay to the County Auditor approximately $13,300 in
housing cash and approximately $167,250 in non-housing cash (including accrued interest). The $13,300 housing
obligation was paid in fiscal year 2013 from the Successor Agency Private-Purpose Trust Fund.

The Successor Agency paid the full demanded amount under the non-housing DDR in November 2013, under protest
and with a full reservation of rights. In order to allow the Successor Agency to make the full payment, the City loaned
approximately $21,067 from the General Fund to the Successor Agency in November 2013. The loan corresponded to
certain prior interagency payments that were reversed through the non-housing DDR. The loan repayment was
contingent upon the Oversight Board and the Department of Finance approval of the Successor Agency's repayment of
the loan amount as an enforceable obligation. Because the Oversight Board did not approve the Successor Agency’s
repayment as an enforceable obligation, the loan was written-off, resulting in an extraordinary loss to the General Fund
of $21,067 and a corresponding extraordinary gain in the Successor Agency Private-Purpose Trust Fund of the same
amount. Because a loss of $6,239 had been accrued in the government-wide statement of activities as a contingent
liability in fiscal year 2013, the extraordinary loss in the government-wide statement of activities in fiscal year 2014 is
$14,828.

Pursuant to Assembly Bill (AB) 1484, the DOF retroactively invalidated a $3,000 loan from the former RDA and
determined the loan agreement between SDCCC and the Successor Agency to be a non-enforceable obligation per
the redevelopment dissolution laws. As a result of the elimination of the debt, SDCCC recognized an extraordinary gain
of $3,000 in fiscal year 2014. The Successor Agency Private-Purpose Trust Fund recognized a corresponding
extraordinary loss of the same amount.

California Health and Safety Code Section 34191.4(b) enabled the Successor Agency and the City to reinstate, subject
to certain conditions and on modified terms, any loan agreement between the former RDA and the City. On August 6,
2014, the Successor Agency Oversight Board passed and adopted a resolution approving the reinstatement of a
modified version of the NTC Loan Agreement. However, on September 19, 2014, the California Department of Finance
(DOF) disallowed the reinstatement of the original loan, stating that the loan was not valid because the June 2000
agreement conveyed the property to the former RDA but no money was actually borrowed. Since the DOF has made a
final determination on the validity of the loan and there is no current litigation challenging such determination, the City
has written off the principal and accrued interest payable on the note and the related note receivable related to the
NTC Loan Agreement. The principal component of the note payable written off was $8,300 and the accrued interest
component was $11,310, resulting in an extraordinary gain to the Successor Agency Private-Purpose Trust Fund of
$19,610. The loan payable was owed to the Capital Outlay Fund. Due to the legal uncertainty surrounding this loan,
the City recorded an extraordinary loss in fiscal year 2013 and established an allowance for uncollectable notes
receivable, bringing the value of the receivable in the Capital Outlay Fund to $0.
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23. RESTATEMENTS OF FUND BALANCE / NET POSITION (Dollars in Thousands)

Implementation of GASB Statements No. 65 and 67

The City implemented GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities. The
implementation of this statement resulted in reclassification of assets and liabilities as deferred outflows of resources
and deferred inflows of resources and recognition of outflows of resources or inflows of resources for certain items that
had previously been reported as assets and liabilities, such as bond issuance costs. Accounting changes adopted to
conform to the provisions of this Statement were applied retroactively by restating the City’s beginning net position for
its governmental and business-type activities, and the Private-Purpose Trust Fiduciary Fund. The restatements
resulted from expensing cost of issuance, which was previously reported as deferred charges, excluding prepaid bond
insurance.

As a result of the implementation of GASB Statement No. 67, Financial Reporting for Pension Plans, the Deferred
Retirement Option Program (DROP) benefit, reported in prior years as a liability, has been reclassified as a component
of Net Position to conform to the provisions of GASB Statement No. 67. The restatement resulted in an increase to the
Pension fund Net Position of $490,931.

Reclassification of the Self Insurance Internal Service Fund to the General Fund

In the current fiscal year, the balances and activity related to workers’ compensation and public liability claims have
been reported as part of the General Fund. In previous years, these balances and activities were reported as an
internal service fund. The Self Insurance Fund had reported a deficit net position for the past several years since the
full amount of the workers’ compensation liability was recorded in the Self Insurance Fund. The cost recovery rates
charged to other funds were established to fund only the pay-go costs and to establish a reserve balance equal to a
percentage of workers’ compensation claims, as required by the City’s reserve policy. Similarly, cost recovery rates for
public liability claims were also established to fund pay-go costs and to establish a reserve balance.

The reclassification of balances related to workers’ compensation resulted in restatements to the net position beginning
balances for governmental activities of $25,655 and a corresponding decrease of the same amount for business-type
activities. The increase in business-type activities was due to the allocation of a proportionate share of the workers’
compensation long-term liability to proprietary funds. Because governmental funds do not report long-term liabilities,
the General Fund's beginning fund balance increased by $39,692 as current assets, mostly cash associated with the
workers’ compensation reserve, were transferred to the General Fund without a corresponding transfer of related long-
term liabilities. The Internal Service funds’ beginning net position increased by approximately $160,658 since the
workers’ compensation component of the Self Insurance Fund had a deficit net position at June 30, 2013.

The effect of the public liability claims reclassification on the General Fund’s beginning fund balance was an increase
of $57,123. As in the case of the workers’ compensation reclassification, this was due to the fact that current assets,
mostly cash associated with the public liability reserve, are being reported in the General Fund but the related long-
term liabilities are not. Internal Service funds’ beginning net position decreased by approximately $24,276 since this
component of the Self Insurance Fund had a positive net position at June 30, 2013.

Special Revenue Funds consolidated with the General Fund

In the current fiscal year, the balances and activity of certain funds, previously reported as special revenue funds, were
consolidated with the General Fund. These funds were no longer meeting the definition of special revenue funds due
to the fact that the majority of their revenue collected was transferred out each year, in order to fund expenditures
incurred by the General Fund. This consolidation resulted in an increase in beginning fund balance of $17,864 for the
General Fund and a corresponding decrease of the same amount for Nonmajor Governmental Funds.
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Discretely Presented Component Units of the San Diego Housing Commission (SDHC):

SDHC had one discretely presented component unit as of June 30, 2013, with net position of $1,956. In fiscal year
2013, the City determined that the assets, liabilities, and current year activity of SDHC’s discretely presented
component units did not represent a material component of the City’s basic financial statements and therefore, did not
include them in the City’s basic financial statements for fiscal year 2013. As of June 30, 2014, SDHC reported nine
discretely presented component units in their stand alone financial statements. The City included in its June 30, 2014
basic financial statements the balances and activity of the nine discretely presented component units as part of
SDHC’s Statement of Net Position and Statement of Activities. This resulted in a restatement of net position totaling
$1,956.

Correction of Accrued Neighborhood Services Expenses/Expenditures

In fiscal year 2013, the City incorrectly accrued neighborhood services expenses/expenditures related to the downtown
parking meter district. The resulting adjustment was an increase in Net Position for governmental activities of $9,607
and an increase to the General Fund Beginning Fund Balance of the same amount.
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The tables below summarize the net position and fund balance beginning balance restatements:

Net Position and Fund Balances as of June 30, 2013,
as Previously Reported

1 GASB Statement No. 65 Adjustment for bond
issuance costs, excluding prepaid insurance

2 Reclassification of Workers' Compensation
Balances

3 Reclassification of Public Liability Balances

4 Consolidation of Certain Special Revenue
Funds with the General Fund

5 Correction of accrued neighborhood services
expense/expenditure

Net Position and Fund Balances as of June 30,
2013, as Restated

Net Position as of June 30, 2013, as Previously
Reported

1 GASB Statement No. 65 Adjustment for bond
issuance costs, excluding prepaid insurance

2 Reclassification of Workers' Compensation
Balances

3 Reclassification of Public Liability Balances

Net Position and Fund Balances as of June 30,
2013, as Restated

Net Position as of June 30, 2013, as Previously
Reported

1 GASB Statement No. 65 Adjustment for bond
issuance costs, excluding prepaid insurance

2 GASB Statement No. 67 Adjustment to
reclassify DROP liability as Net Position

3 Addition of SDHC Discretely Presented
Component Units

Net Position as of June 30, 2013, as Restated

Governmental Funds

Governmental Business-Type Nonmajor
Activities Activities General Fund Governmental
$ 4628301 § 4113010 § 222498 § 1,047,633
(5,637) (10,528)
25,655 (25,655) 39,692
- 57,123
- 17,864 (17,864)
9,607 - 9,607
$ 4657926 § 4076827 § 346,784  § 1,029,769
Proprietary Funds
Sewer Utility Water Utility Other Enterprise Internal Service
$ 2290918 $ 1652310 § 176,312 § 32,211
(5,564) (4,964)
(9,931) (8,929) (6,795) 160,658
(24,276)
$ 2275423 § 1638417 § 169,517 168,593
Fiduciary Funds Component Unit
Private-Purpose
Pension Trust SDHC
§ 6204043 5 (537.744) § 444,054
(4,384) -
490,931 -
1,956
$ 6694974 § (542,128) § 446,010

175



CITY OF SAN DIEGO COMPREHENSIVE ANNUAL FINANCIAL REPORT

24, SUBSEQUENT EVENTS (Dollars in Thousands)

The following information describes certain events that occurred after the end of the fiscal year.

San Diego Convention Center Expansion

For the past several years, the City has been seeking to expand the San Diego Convention Center. In 2012, the City
Council approved the formation of the Convention Center Facilities District (CCFD) as a mechanism to finance the
expansion. The CCFD is a special tax district that would levy a tax on all hotel properties within the City. The special
tax proceeds would be used to support bonds, the proceeds of which would be used to fund the construction of the
expansion in conjunction with lease revenue bonds supported by the General Fund. In August 2014, the Court of
Appeals invalidated the formation of the CCFD as violating the California Constitution and the City Charter. The CCFD
never levied any special tax and there is no financial impact resulting from the invalidation. As part of the expansion
plan, SDCCC purchased the right to build the expansion on a leasehold interest owned by Fifth Avenue Landing, LLC
(FAL). This purchase was secured by a $12,500 non-recourse promissory note given to FAL by SDCCC. Unless
SDCCC renegotiates the note, without the Convention Center expansion financing, it is expected that SDCCC will
default on the note when it comes due on May 6, 2015. |f SDCCC defaults on the note, the leasehold will revert back
to FAL and SDCCC will have no further obligation to FAL. At this time, the City has no approved plan to move forward
with the Convention Center expansion.

Loan Agreements

On August 4, 2014, the City received an additional $1,079 disbursement from a $29,961 State Revolving Fund Loan
agreement with the California State Water Resources Control Board for the Point Loma Grit Processing Improvement
Project. The interest rate on the loan is 2.70% and the repayment period for the loan is 20 years, beginning one year
after the completion of construction on the project.

On September 30, 2014, the City received $3,112 disbursement from a $11,571 State Revolving Fund Loan
agreement with the California Department of Public Health for the Harbor Drive Project. The interest rate on the loan is
2.093% and the repayment period for the loan is 20 years, beginning one year after completion of the construction
project.

In February, 2014, the City Council authorized the issuance of PFFA lease revenue bonds in an amount of
approximately $120,000 for various General Fund capital improvements. The issuance of these bonds was delayed
due to litigation challenging the bond financing structure. On November 3, 2014, the Superior Court ruled in favor of the
bond issuance. The City expects to issue the PFFA lease revenue bonds in calendar year 2015.

Changes in Other Postemployment Benefit Actuarial Assumptions

The City pre-funds future defined benefit postemployment healthcare benefits for active members through the
California Employers’ Retiree Benefit Trust (CERBT), administered by CalPERS. On September 17, 2014, the
CalPERS Board of Administration approved a change to the expected long-term rate of return for the investment
strategy selected by the City under the CERBT, from 6.81% to 6.73%, beginning with the June, 30, 2015 valuation.
The OPEB actuarial valuation assumes a discount rate based on the expected long-term rate of return of the
investment strategy selected by the City under the CERBT. If all other assumptions remain constant, a decrease in the
assumed discount rate on investments increased the City’s OPEB Actuarial Accrued Liability. The City funds its OPEB
Plan pursuant to a 15 year Postemployment Health Benefit Memorandum of Understanding. The City's total retiree
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healthcare payment is not required to exceed $57,782 annually for fiscal years 2013-15, with an annual escalator of
2.5% thereafter, which is allocated to the various components of the OPEB plan, including the defined benefit plan’s
ARC.

Reinstatement of Redevelopment Interfund Loans

On September 19, 2014, the California Department of Finance (DOF) disallowed the reinstatement of the Naval
Training Center loan between the City and the former RDA, stating that the loan was not valid because the June 2000
agreement conveyed the property to the former RDA but no money was actually borrowed (see Note 18(i)).

On October 28, 2014, the DOF also disallowed the reinstatement of a Long-Term Debt Agreement memorializing
various forms of unpaid debt in the aggregate amount of $193,759 that had been issued from the City to the former
RDA since the late 1970's. The DOF stated that the loan was not valid because the department could not determine if
there was an actual exchange of monies, or if any exchange of monies were legally required to be repaid (see Note

18()))-

San Vicente Dam and Reservoir

On September 25, 2014, the City assumed the maintenance and operation responsibilities of the San Vicente Dam and
Reservoir. The San Diego County Water Authority raised San Vicente Dam by 117 feet, which more than doubled the
reservoir's capacity. The cost of the expansion was approximately $280,770. Upon completion, the City assumed
ownership and will share maintenance and operating costs of the expanded dam and reservoir. Fiscal year 2015
operating costs of $840 are budgeted in the Water Utility Fund. The book value of the asset at the time of conveyance,
including the expansion, was $281,450.

Dissolution of the City of San Diego/Metropolitan Transit Development Board Authority (City/MTDB Authority)

On October 2, 2014, a Council resolution was passed authorizing and directing the City Comptroller to take appropriate
measures to terminate the City of San Diego/Metropolitan Transit Development Board Authority (City/MTDB Authority).
All related funds and accounts have been closed and the filing of dissolution with the Secretary of the State to fully
dissolve the entity was completed on October 31, 2014.

Litigation - De Anza Cove Homeowners Association, Inc. et al. v. City of San Diego et al.

A class action suit for relocation benefits was filed by residents of the De Anza Cove Mobilehome Park, which sits on
City-owned property. The suit was filed against the City on November 18, 2003, alleging the City was required to
prepare a tenant impact report and pay relocation benefits to the residents prior to park closure pursuant to the
Mobilehome Residency Law (“MRL”) and Government Code. This case has now settled. On October 24, 2014, the
plaintiffs accepted the City's offer to accept the terms of the Amended Judgment, which require the City to pay
$32,042. This amount has been accrued in the government-wide financial statements.

Council District 6 Election

On November 4, 2014, the City held a General Election for Council District No. 6 between candidates Chris Cate and
Carol Kim. Preliminary results report candidate Chris Cate receiving a majority of the votes cast and is expected to be
sworn into office on December 10, 2014.
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Issuer Rating Upgrade

On November 12, 2014, Moody's Investors Service upgraded the City’s issuer rating to Aa2 from Aa3 and upgraded
the City's outstanding Lease Revenue Bonds to A1 from A2. Moody’s outlook on the ratings is stable.

Modified Permit Renewal Application for the Point Loma Wastewater Treatment Plant

On November 18, 2014, the City Council passed a resolution approving the application to renew the National Pollutant
Discharge Elimination System (NPDES) permit for the Point Loma Wastewater Treatment Plant. As part of the
application, the City will commit to starting the design and environmental review of the first phase of the potable water
program, referred to as Pure Water San Diego. The total capital cost of the potable water program is estimated to be
between $2,500,000 and $3,000,000, not including financing costs.
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GENERAL FUND

The General Fund is the chief operating fund of the City. It is used to account for all financial resources except those required to
be accounted for in another fund.

General Fund revenues are derived from such sources as: Taxes; Licenses and Permits; Fines, Forfeitures, and Penalties;
Revenue from the Use of Money and Property; Revenue from Federal and Other Agencies; Charges for Current Services; and
Other Revenue.

Current expenditures are classified by the following functions: General Government and Support; Public Safety -Police; Public
Safety - Fire and Life Safety and Homeland Security; Parks, Recreation, Culture and Leisure; Transportation; Sanitation and
Health; Neighborhood Services; Capital Outlay; and Debt Service Principal and Interest. This fund is appropriated annually.

Financial statements prepared on a GAAP basis include additional funds that do not meet the criteria to be classified as special
revenue funds, pursuant to GASB Statement No. 54. The City administers certain of these funds as separate budgetary entities.
The budgeted funds are listed below.

e Concourse and Parking Garages Operating Fund
e  Environmental Growth One Third Fund

e  Environmental Growth Two Thirds Fund

e  Fire and Lifeguard Facilities Fund

e  Fire Emergency Medical Services Transport Program Fund
e (Gas Tax Fund

e  Geographic Information System (GIS) Fund

e Information Technology Fund

e OneSD Support Fund

e Police Decentralization Fund

e  Public Safety Needs and Debt Service Fund

e  Storm Drain Fund

o  Wireless Communications Technology Fund
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GENERAL FUND

SCHEDULE OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL (BUDGETARY BASIS)

Year

Ended June 30, 2014

(Dollars in Thousands)

REVENUES
Property Taxes.

Sales Taxes..

Transient Occupancy Taxes.

Other LOCal TAXES. ... ..uuuiiiieiiieeeiee e e
Licenses and Permits................cccccoiiiiiiiiiiiiiiiiii
Fines, Forfeitures and Penalties.................ccoiveiiiiieiiiiiiiiieeie e

Revenue from Use of Money and Property.

Revenue from Federal Agencies.

Revenue from Other Agencies....

Revenue from Private SOUrCes. ...............ooooiiiiiiiiiiiiii e,
Charges for CUImeNnt SErviCesS. ...........couuuiiiiiiieiiiiie e

Other ReVENUE...........ooiiiiiiii e

TOTAL REVENUES........oooiiiiiii e

EXPENDITURES
Current:
General Government and SUPPOTt...........c...iviiiiiiiiiiiiiiiieeiieeeis
Public Safety - POICE. .........cuuuiiiiieii e
Public Safety - Fire and Life Safety and Homeland Security.

Parks, Recreation, Culture and Leisure...

Transportation
Sanitation and Health.........................oo
Neighborhod ServiCes. ...........ooouuiiiiiiiiiiiiie e
Capital OULIAY. ... e
Principal Retirement..

Interest..

TOTAL EXPENDITURES.......ooiiiiiiiiiiiiiiiieeeee e

EXCESS (DEFICIENCY) OF REVENUES
OVER EXPENDITURES.........coiiiiiiiiiiiiiii e

OTHER FINANCING SOURCES (USES)
Transfers from Proprietary Funds................coooiiiiiiiiii
Transfers from Other FuNds..............ccccccoiiiiiiiiiiii
Transfers to Proprietary FUNdS................ooiiiiiiiiiiiii e

Transfers to Other Funds..................oooooi

TOTAL OTHER FINANCING SOURCES (USES)..

NET CHANGE IN FUND BALANCES..............coooiiiiiiiiicciceee,

Fund Balances - BeginNing..........c..oiiuiiiiiiieiiee e

FUND BALANCES - ENDING..........coooiiiiiiiiiiiiiiiiiieeecceee e

General Fund '

Variance with
Final Budget

Positive
Original Budget Final Budget Actual Amounts (Negative)

$ 408,003 $ 443,930 $ 460,592 $ 16,662
248,139 248,139 245,932 (2,207)
87,858 87,858 89,673 1,815
75,457 75,458 80,262 4,804
31,827 31,837 34,952 3,115
29,350 29,350 30,327 977
47,255 47,254 48,952 1,698
2,975 2,975 302 (2,673)
5,873 5,873 8,120 2,247
2,069 2,069 2,645 576
176,657 176,658 164,739 (11,919)
2,753 2,753 5,170 2,417
1,118,216 1,154,154 1,171,666 17,512
226,386 261,221 248,164 13,057
404,846 417,333 416,956 377
215,958 219,548 218,906 642
131,293 133,094 132,968 126
65,273 62,830 62,166 664
69,878 69,445 68,110 1,335
25,199 25,604 23,832 1,772

- 3,056 3,022 34

3,564 2,980 2,784 196
3,858 3,859 1,193 2,666
1,146,255 1,198,970 1,178,101 20,869
(28,039) (44,816) (6,435) 38,381

- 10,100 10,100 -

87,464 83,243 94,619 11,376
(5,409) (5,409) (5,409) -
(76,457) (67,883) (67,881) 2
5,598 20,051 31,429 11,378
(22,441) (24,765) 24,994 49,759
179,540 179,540 179,540 -

$ 157,099 $ 154,775 $ 204,534 $ 49,759

" Amounts include funds associated with General Fund operations as reported in the City's budget. Financial statements prepared on a GAAP basis include
additional funds that do not meet the criteria to be classified as special revenue funds, pursuant to GASB Statement No. 54.
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NOTE TO REQUIRED SUPPLEMENTARY INFORMATION
Year Ended June 30, 2014

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Budgetary Data

On or before the first meeting in May of each year, the Mayor submits to the City Council a proposed operating and capital
improvements budget for the fiscal year commencing July 1. This budget includes annual budgets for the following
governmental funds:

e  General Fund
e  Special Revenue Funds
City of San Diego:
Acquisition, Improvement and Operations
Qualcomm Stadium Operations
Transient Occupancy Tax
Underground Surcharge
Zoological Exhibits
Other Special Revenue
Civic San Diego
e Capital Projects Funds
City of San Diego:
TransNet
Capital Outlay

Included in the budget are funds that include appropriations for personnel expenses and capital projects and certain funds that
collect restricted or committed revenue sources. For those funds not specifically included in the budget, the Appropriation
Ordinance includes authorization to appropriate funds for the purpose established by applicable laws and/or in accordance with
provisions of agreements authorized by the City Council.

Public hearings are conducted to obtain residents’ comments on the proposed budget. A budget resolution legally adopting the
budget for the next fiscal year is passed prior to June 30. During the month of July, the Appropriation Ordinance is passed by
the City Council appropriating funds according to the budget resolution. Budgets are prepared on the modified accrual basis of
accounting, with the exception that any increase/decrease in advances to other funds and agencies are considered as
additions/deductions of expenditures. The City budget is prepared excluding unrealized gains or losses resulting from the
change in fair value of investments and proceeds from capital leases.

Budgetary control is established at the highest level by the City Charter and further defined by the City Council in the
Appropriation Ordinance. The level of budgetary control for all City funds is exercised at the salaries and wages and non-
personnel expenditures level. Budgetary control for the General Fund is at the department level. All amendments to the adopted
budget require City Council approval except as delegated in the Appropriation Ordinance.

Reported budget figures are as originally adopted or subsequently amended. Appropriations lapse at year-end to the extent that
they have not been expended except for those of a capital nature, which continue to subsequent years.
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The following is a reconciliation of the net change in fund balance for the General Fund prepared on a GAAP basis to that

prepared on the budgetary basis for the year ended June 30, 2014 (dollars in thousands):

Net Change in Fund Balance - GAAP Basis
Add (Deduct):
Extraordinary Loss
Unrealized Gain, June 30, 2014
Unrealized Loss, June 30, 2013
Working Capital Advance, June 30, 2014
Working Capital Advance, June 30, 2013
Other Fund Activity *
Net Change in Fund Balance - Budgetary Basis

General
Fund

$ 3330

21,067
(321)

(336)
(1,248)
1,593

909

$ 24,99

1 The General Fund budgetary schedule includes funds associated with General Fund operations as reported in the City’s budget.
General Fund financial statements prepared on a GAAP basis include additional funds that do not meet the criteria to be classified as
special revenue funds, pursuant to GASB Statement No. 54. The City administers certain of these funds as separate budgetary entities.

Encumbrances

Encumbrance accounting, under which purchase orders, contracts and other commitments for the expenditure of funds are
recorded in order to reserve that portion of the applicable appropriation, is employed as an extension of formal budgetary
control. It is the City's policy to pay for operating encumbrances remaining at the end of the fiscal year from the following year's
appropriations, except for encumbrances related to capital projects which are funded through current year appropriated budget
that carries over to the following fiscal year. Encumbrances outstanding at year-end are disclosed as commitments since they
will be honored through subsequent years’ appropriations and are included within the Restricted, Committed and Assigned fund

balance categories.
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CITY OF SAN DIEGO
PLEDGED-REVENUE COVERAGE - SEWER BONDS (UNAUDITED)
Last Ten Fiscal Years
(Dollars in Thousands)

Total
Maintenance Senior Debt Service
Fiscal Year and Operation
Ended Total System  Costs (Excludes  Net System
June 30 Revenues Depreciation) Revenues Principal Interest Total
2005 $ 322542 $ 204,163 § 118379 § 26,120 $ 50,935 § 77,055
2006 320,288 202,111 118,177 27,390 49,662 77,052
2007 343,921 202,632 141,289 28,760 48,291 77,051
2008 361,511 211,449 150,062 30,250 46,805 77,055
2009 353,446 197,379 156,067 31,700 45,356 77,056
2010 406,076 220,701 185,375 43,320 59,909 103,229
2011 380,575 198,773 181,802 42,620 59,868 102,488
2012 391,588 202,132 189,456 44,230 58,253 102,483
2013 385,211 205,215 179,996 46,120 56,368 102,488
2014 396,042 210,981 185,061 48,821 54,473 103,294

Footnotes:

! Net System Revenues is defined as "System Revenues" less "Maintenance and Operation Costs" of the Wastewater System for the fiscal year.
2 All Obligations include Senior, Subordinate and State Revolving Fund (SRF) Loans.

3 Senior Debt Service principal and interest amounts for fiscal year 2007 were updated for correct amounts.

Source: Comprehensive Annual Financial Reports
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Table 14
All Obligations 2
Senior Aggregate
Debt Service Total Debt Service
Coverage Debt Service Coverage
154 § 84,789 1.40
1.53 86,802 1.36
1.83 96,408 1.47
1.95 94,555 1.59
2.03 94,305 1.65
1.80 109,288 1.70
1.77 108,547 1.67
1.85 108,542 1.75
1.76 108,547 1.66
1.79 109,353 1.69
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APPENDIX B

SUMMARY OF PRINCIPAL LEGAL DOCUMENTS

The following is a summary of certain definitions and provisions set forth in the Indenture and the
Installment Purchase Agreement. This summary does not purport to be comprehensive, and reference
should be made to the Indenture and the Installment Purchase Agreement for a full and complete
statement of the definitions and provisions contained in such documents. Copies of these documents are
available from the Trustee. See “INTRODUCTION—Miscellaneous™ in the forepart of this Official
Statement.

INDENTURE

The Indenture sets forth certain terms of the Bonds, the nature and extent of the security for the
Bonds, the rights of the Owners of the Bonds, rights, duties and immunities of the Trustee and the rights
and obligations of the Authority with respect to the Bonds. Certain provisions of the Indenture are
summarized below. Other provisions are summarized in the forepart of this Official Statement under the
captions “DESCRIPTION OF THE SERIES 2015 BONDS” and “SECURITY AND SOURCES OF
PAYMENT FOR THE SERIES 2015 BONDS.” Capitalized terms used in connection with the Indenture
but not defined below have the meanings ascribed thereto in the forepart of this Official Statement;
certain capitalized terms are defined herein following the description of the Indenture, in connection with
the description of the Installment Purchase Agreement.

Selected Definitions

“Additional Bonds” means those Bonds authorized and issued under the Indenture on a parity
with the Series 2015 Bonds, in accordance with Indenture.

“Agreement” means the Master Installment Purchase Agreement, dated as of September 1, 1993,
as supplemented and amended (as applicable) by a 1993-1 Supplement dated as of September 1, 1993, a
1994-1 Supplement dated October 3, 1994, a 1995-1 Supplement dated as of December 1, 1995, a 1997-1
Supplement dated as of February 1, 1997, a 1998-1 Supplement dated as of September 1, 1998, a 1999-1
Supplement dated as of March 1, 1999, a First Amendatory Supplement dated as of August 15, 2003, a
2004 Supplement dated as of June 1, 2004 (as amended), a 2009-1 Supplement dated as of May 1, 2009, a
2009-2 Supplement, dated as of June 1, 2009, a 2010-1 Supplement, dated as of April 1, 2010, and the
2015-1 Supplement, each by and between the City and the Authority.

“Amendment Effective Date” means the date the amendments to the Indenture described under the
caption “INTRODUCTION—Amendments to Indenture” in the forepart of this Official Statement and in
Appendix E of this Official Statement become effective.

“Federal Certificates” means evidences of indebtedness or ownership of proportionate interests
in future principal and interest payments of Federal Securities, including depository receipts thereof,
wherein (i) a bank or trust company acts as custodian and holds the underlying Federal Securities; (ii) the
owner of the Federal Certificate is a real party in interest with the right to proceed directly and
individually against the obligor of the underlying Federal Securities; and (iii) the underlying Federal
Securities are held in trust in a special account, segregated from the custodian’s general assets, and are not
available to satisfy any claim of the custodian or any person claiming through the custodian, or any
person to whom the custodian may be obligated.”
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“Authority” means the Public Facilities Financing Authority of the City of San Diego, a
California joint exercise of powers entity.

“Authorized Denominations” means, with respect to the Bonds, $5,000 and any integral multiple
thereof and with respect to any Additional Bonds, the authorized denominations specified in a
Supplemental Indenture related to such Additional Bonds.

“Beneficial Owners” means those individuals; partnerships, corporations or other entities for
whom the Participants have caused the Depository to hold Book-Entry Bonds.

“Board” means the Board of Commissioners of the Authority.

“Bond” or “Bonds” means the nonrefunded Series 2009A Bonds, the nonrefunded Series 2009B
Bonds, the nonrefunded Series 2010A Bonds, the Series 2015 Bonds and any Additional Bonds
authorized and issued under the Indenture on a parity with the nonrefunded Series 2009A Bonds, the
nonrefuned Series 2009B Bonds, the nonrefunded Series 2010A Bonds and the Series 2015 Bonds in
accordance with Indenture.

“Bond Counsel” means a firm of attorneys that are nationally recognized as experts in the laws
governing and relating to municipal finance.

“Bond Law” means the Marks-Roos Local Bond Pooling Act of 1985, as amended, being Section
6584 et seq. of the Government Code of the State.

“Book-Entry Bonds” means Bonds executed and delivered under the book-entry system described
in the Indenture.

“Business Day” means a day of the year which is not a Saturday or Sunday, or a day on which
banking institutions located in California or New York are required or authorized to remain closed, or an
which the New York Stock Exchange is closed. If the date for making any payment or the last date for
performance of any act or the exercising of any right, as provided in the Indenture, is not a Business Day,
such payment may be made or act performed or right exercised on the next succeeding Business Day,
with the same force and effect as if done on the nominal date provided in the Indenture, and, unless
otherwise specifically provided in the Indenture, no interest will accrue for the period from and after such
nominal date.

“Certificate of the Authority” means an instrument in writing signed by the Chair, the Vice Chair
or the Secretary of the Authority, or by any other officer of the Authority duly authorized by the
Authority for that purpose. If and to the extent required by the provisions of the Indenture, each
Certificate of Authority will include the statements provided for in the Indenture.

“Certificate of the City” means an instrument in writing signed by the Chief Financial Officer, the
Chief Operating Officer or any of their respective designees.

“Charter” means the Charter of the City as it now exists or may be amended and any new or
successor Charter.

“City” means the City of San Diego, a municipal corporation and a charter city duly organized
and existing under the Charter and the Constitution of the State.

“Closing Date” means any date upon which a Series of Bonds is purchased.
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“Code” means the Internal Revenue Code of 1986, as amended, and the regulations thereunder,
and any successor laws or regulations.

“Components” means components of the Project for which the City makes Installment Payments
or Subordinated Installment Payments pursuant to any Supplement.

“Comptroller” means the Comptroller of the City.

“Corporate Trust Office of the Trustee” means the corporate trust office of the Trustee at the
address set forth in the Indenture or such other or additional offices as may be specified to the Authority
by the Trustee in writing, except that with respect to presentation of Bonds for payment or for registration
of transfer and exchange such term will mean the office or agency of the Trustee at which, at any
particular time its corporate trust agency business will be conducted.

“Costs of Issuance” means all items of expense directly or indirectly payable by or reimbursable
to the City or the Authority relating to the issuance, sale and delivery of any Bonds under the Indenture,
including but not limited to, costs of preparation and reproduction of documents; fees and expenses of the
Feasibility Consultant; fees and expenses of the Authority (including its counsel); expenses of City and
Authority staff; fees of the City’s Financial Advisor; initial fees, expenses and charges of the Trustee
(including its counsel); Rating Agency fees; Underwriters’ discount; legal fees and charges of Bond
Counsel, Disclosure Counsel, Underwriters’ counsel, and the City Attorney; and any other cost, charge or
fee in connection with the issuance and delivery of the Bonds.

“Costs of Issuance Account” means, with respect to the Series 2015 Bonds, the City of San Diego
Wastewater System Improvement Project Costs of Issuance Account—Series 2015 Bonds established
under the Indenture for the payment of Costs of Issuance related to the Series 2015 Bonds.

“Depository” means the securities depository acting as Depository pursuant to the Indenture.
“DTC” means The Depository Trust Company, New York, New York, and its successors.

“Event of Default” will have the meaning set forth in the Indenture, as described below under the
heading “—Events of Default and Remedies of Holders”.

“Feasibility Consultant” means the consultant who, or whose firm, provides services to the City
respecting the future ability of Project components being acquired, installed or constructed with proceeds
of sale of the Bonds to generate sufficient Net System Revenues to permit the City to incur Additional
Obligations, as set forth in the Agreement.

“Federal Securities” means the following securities: direct obligations of the United States of
America (including obligations issued or held in book-entry form on the books of the Department of the
Treasury, and United States Treasury Obligations, State and Local Government Series) or evidence of
ownership in a portion thereof (which may consist of specified portions of interest thereon and obligations
of the Resolution Funding Corporation which constitute interest strips) if held by a custodian on behalf of
the Trustee; obligations the principal of and interest on which are unconditionally guaranteed by the
United States of America; prerefunded municipal obligations rated, at the time of purchase, by Moody’s
and S&P in their highest Rating Category; provided that “structured securities” (including flip notes,
range notes, inverse floaters and step-ups) will not be considered Federal Securities; provided further that
floaters (based on single, interest rate based indices) and callable securities of the above-enumerated
agencies may be treated as Federal Securities.
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“Fiscal Year” means the fiscal year of the Authority which, as of the date of the Indenture, is the
period from July 1 to and including the following June 30.

“Fitch” means Fitch Ratings and its successors, and if such company will for any reason no
longer perform the functions of a securities rating agency, “Fitch” will be deemed to refer to any
nationally recognized securities rating agency designated by the Authority and the City.

“Indenture” means the Indenture, dated as of May 1, 2009, as amended and supplemented by the
First Supplemental Indenture, dated as of June 1, 2009, the Second Supplemental Indenture, dated as of
April 1, 2010, and the Third Supplemental Indenture, dated as of | | 1, 2015, by and between the
Authority and the Trustee.

“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service,” 10th
Floor, 30 Montgomery Street, Jersey City, New Jersey 07302, Attention: Editor; Moody’s “Municipal and
Government,” 8th Floor, 99 Church Street, New York, New York 10007, Attention: Municipal News
Reports; and Xcitek’s “Called Bond Service,” 5 Hanover Square, New York, New York 10004, Attention:
Bond Redemption Group; provided, however, in accordance with then current guidelines of the Securities
and Exchange Commission, Information Services means such other organizations providing information
with respect to called bonds as the Authority may designate in writing to the Trustee.

“Interest Account” means the account by that name established under the Indenture.

“Interest Payment Date” means, with respect to the Series 2015 Bonds, each May 15 and
November 15, commencing November 15, 2015, until the Series 2015 Bonds are paid or redeemed in full.

“Letter of Representations” means the letter of the Authority delivered to and accepted by the
Depository on or prior to the delivery of any Book-Entry Bonds setting forth the basis on which the
Depository serves as depository for such Book-Entry Bonds, as originally executed or as it may be
supplemented or revised or replaced by a letter to a substitute Depository.

“Moody’s” means Moody’s Investors Service, a corporation organized and existing under the
laws of the State of Delaware, and its successors, and if such corporation will for any reason no longer
perform the functions of a securities rating agency, “Moody’s” will be deemed to refer to any other
nationally recognized securities rating agency designated by the Authority and the City.

“Nominee” means the nominee of the Depository, which may be the Depository, as determined
from time to time pursuant to the Indenture.

“Original Indenture” means the Indenture, dated as of May 1, 2009, as amended, by and between
the Authority and the Trustee.

“QOutstanding” means when used as of any particular time with reference to Bonds (subject to the
provisions of the Indenture) all Bonds theretofore or thereupon executed by the Authority and
authenticated and delivered by the Trustee pursuant to the terms of the Indenture, except:

@ Bonds theretofore cancelled by the Trustee or surrendered to the Trustee for
cancellation;

(b) Bonds paid or deemed to have been paid within the meaning of the Indenture;

(©) Bonds beneficially owned by the City or the Authority; and
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(d) Bonds in lieu of or in substitution for which other Bonds will have been executed
by the Authority and authenticated and delivered pursuant to the terms of the Indenture.

“Qutstanding Parity Bonds” means the outstanding principal amount of the Public Facilities
Financing Authority of the City of San Diego Senior Sewer Revenue Bonds, Series 2009A (to the extent
any of such securities are outstanding after the issuance of the Series 2015 Bonds and the refunding
described in the 2015-1 Supplement), the Public Facilities Financing Authority of the City of San Diego
Senior Sewer Revenue Refunding Bonds, Series 2009B (to the extent any of such securities are
outstanding after the issuance of the Series 2015 Bonds and the refunding described in the 2015-1
Supplement), and Public Facilities Financing Authority of the City of San Diego Senior Sewer Revenue
Refunding Bonds, Series 2010A (to the extent any of such securities are outstanding after the issuance of
the Series 2015 Bonds and the refunding described in the 2015-1 Supplement).

“Owner” means any Person who will be the registered owner of any Outstanding Bond, as shown
on the registration books required to be maintained by the Trustee pursuant to the Indenture.

“Parity Installment Payments” means Installment Payments that are Parity Obligations (as
defined in the Agreement), scheduled to be paid by the City under and pursuant to any Supplement that
has been assigned to the Trustee (as assignee of the Authority) to secure any Senior Bonds or Notes.

“Parity Obligations” means any Obligations payable from Net System Revenues that are secured
by a first priority lien on Net System Revenues and are senior in priority to payment of Subordinated
Obligations, including Subordinated Installment Payments.

“Participants” means those broker-dealers, banks and other financial institutions from time to
time for which the Depository holds Book-Entry Bonds as securities depository.

“Payment Fund” means the fund by that name established under the Indenture.

“Permitted Investments” means any of the following to the extent then permitted by law and the
Indenture:

1) Federal Securities or Federal Certificates;

2 The following listed obligations of government-sponsored agencies which are not
backed by the full faith and credit of the United States of America:

(A) Federal Home Loan Mortgage Corporation (FHLMC) senior debt
obligations and Participation certificates (excluded are stripped mortgage securities
which are purchased at prices exceeding their principal amounts);

(B) Farm Credit System (formerly Federal Land Banks, Federal Intermediate
Credit Banks and Banks for Cooperatives) consolidated system-wide bonds and notes;

©) Federal Home Loan Banks (FHL Banks) consolidated debt obligations;
(D) Federal National Mortgage Association (FNMA) senior debt obligations

and mortgage-backed securities (excluded are stripped mortgage securities which are
purchased at prices exceeding their principal amounts);
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(E) The senior debt obligations of Resolution Funding Corporation (RFCO),
Financing Corporation (FICO) and Tennessee Valley Authority (TVA);

3 Obligations of any state, territory or commonwealth of the United States of
America or any political subdivision thereof or any agency or department of the foregoing, that
are rated, at the time of purchase, in the highest Rating Category by two Rating Agencies;

(@) United States dollar denominated senior unsecured unsubordinated obligations
issued or unconditionally guaranteed by the International Bank for Reconstruction and
Development, International Finance Corporation, or Inter-American Development Bank.
Investments under this subdivision will be rated “AA” or better by a Rating Agency;

(5) Bonds, notes, debentures or other evidences of indebtedness issued or guaranteed
by any corporation which are rated, at the time of purchase, “A1/P1/F1” by two Rating Agencies
or, if the term of such indebtedness is longer than one year, rated in the highest Rating Category
by two Rating Agencies;

(6) Taxable commercial paper or tax-exempt commercial paper with a maturity of
not more than 270 days, which are rated, at the time of purchase, “A1/P1/F1” by two Rating
Agencies;

@) Deposit accounts or certificates of deposit, whether negotiable or non-negotiable,
issued by a state or national bank (including the Trustee) or a state or federal savings and loan
association or a state-licensed branch of a foreign bank; provided, however, that such certificates
of deposit or deposit accounts will be either (A) continuously insured by the Federal Deposit
Insurance Corporation; or (B) have maturities of not more than 365 days (including certificates of
deposit) and are issued by any state or national bank or a state or federal savings and loan
association, the short-term obligations of which are rated, at the time of purchase, in the highest
short term rating by two Rating Agencies;

(8) Bills of exchange or time drafts drawn on and accepted by a commercial bank,
otherwise known as bankers acceptances, which bank has short-term obligations outstanding
which are rated, at the time of purchase, by two Rating Agencies in the highest short-term Rating
Category, and which bankers acceptances mature not later than 365 days from the date of
purchase;

€)] Any repurchase agreement: (A) with (i) any bank or trust company organized
under the laws of any state of the United States or any national banking association (including the
Trustee), or a state-licensed branch of a foreign bank, having a minimum permanent capital of
one hundred million dollars ($100,000,000) and having short-term debt which is rated, at the time
of the purchase, by two Rating Agencies in one of the three highest short-term Rating Categories;
or (ii) any government bond dealer reporting to, trading with, and recognized as a primary dealer
by, the Federal Reserve Bank of New York; and (B) which agreement is secured by any one or
more of the securities and obligations described in clause (1) or (2) of this definition and having
maturities equal to or less than 5 years from the date of delivery, which will have a market value
(valued at least monthly) not less than 102% of the principal amount of such investment and will
be placed with the Trustee or other fiduciary, as custodian for the Trustee, by the bank, trust
company, national banking association or bond dealer executing such repurchase agreement. The
entity executing each such repurchase agreement required to be so secured will furnish the
Trustee with an undertaking satisfactory to the Trustee that the aggregate market value of all such
obligations securing each such repurchase agreement (as valued at least monthly) will be an
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amount equal to 102% the principal amount of such repurchase agreement, and the Trustee will
be entitled to rely on each such undertaking;

(10)  Any cash sweep or similar account arrangement of or available to the Trustee, the
investments of which are limited to investments described in clauses (1), (2), (3) and (4) of this
definition and any money market fund, the entire investments of which are limited to investments
described in clauses (1), (2), (3) and (4) of this definition and which money market fund is rated,
at the time or purchase, by at least one Rating Agency in the highest Rating Category;

(11)  Any guaranteed investment contract, including forward delivery agreements
(“FDASs”) and forward purchase agreements (“FPAs”), with a financial institution or insurance
company which has (or which is unconditionally guaranteed by a legal entity which has), at the
date of execution thereof, an outstanding issue of unsecured, uninsured and unguaranteed debt
obligations or a claims-paying ability which is rated, at the time of purchase, by two Rating
Agencies in one of two highest long-term Rating Categories. Only Permitted Investments
described in clause (1) and (2) of this definition and having maturities equal to or less than 30
years from their date of delivery will be considered eligible for any collateralization/delivery
purposes for guaranteed investment contracts, FDAS or FPAS;

(12) Certificates, notes, warrants, bonds or other evidence of indebtedness of the State
or of any political subdivision or public agency thereof which are rated, at the time of purchase,
by two Rating Agencies in the highest short-term Rating Category or within one of the three
highest long-term Rating Categories, but excluding securities that do not have a fixed par value
and/or whose terms do not promise a fixed dollar amount at maturity or call date;

(13)  For amounts less than $250,000, interest-bearing demand or time deposits
(including certificates of deposit) in a nationally or state-chartered bank, or a state or federal
savings and loan association in the State, fully insured by the Federal Deposit Insurance
Corporation, including the Trustee or any affiliate thereof;

(14)  Investments in Constant Net Asset Value taxable money market funds or
portfolios restricted to obligations with an average maturity of one year or less and which funds
or portfolios are: (A) rated, at the time of purchase, by two Rating Agencies in one of the two
highest Rating Categories; or (B) have or are portfolios guaranteed as to payment of principal and
interest by the full faith and credit of the United States of America;

(15)  Investments in the City’s pooled investment fund;

(16)  Shares of beneficial interest in diversified management companies investing
exclusively in securities and obligations described in clauses (1) through (13) of this definition
and which companies are: (A) rated, at the time of purchase, by two Rating Agencies in the
highest Rating Category; or (B) have an investment advisor registered with the Securities and
Exchange Commission with not less than five years’ experience investing in such securities and
obligations and with assets under management in excess of five hundred million dollars
($500,000,000);

(17)  Shares in a California common law trust established pursuant to Title 1, Division
7, Chapter 5 of the Government Code of the State which consists exclusively of investments
permitted by Section 53601 of Title 5, Division 2, Chapter 4 of the Government Code of the
State, as it may be amended; and
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(18)  Any other investment, with confirmation (or other action, satisfactory to the City)
from each rating agency that has a current rating on the Bonds at the time of initial purchase
thereof, that its rating on the Bonds will not be lowered or withdrawn as a result of such
investment.

“Person” means any legal entity or natural person, as the context may require.

“Pre-Refunded Municipals” means any bonds or other obligations of any state of the United
States of America or of any agency, instrumentality or local governmental unit of any such state which
are not callable at the option of the obligor prior to maturity or as to which irrevocable instructions have
been given by the obligor to call on the date specified in the notice.

“Principal Account” means the account of that name established under the Indenture.

“Principal Payment Date” means each May 15, commencing May 15, 20[__], until the Series
2015 Bonds are paid or redeemed in full.

“Project” means the acquisition, construction, installation and improvements to the Wastewater
System described in Exhibit A to the Agreement and as modified with respect to Components in
conformance with the Agreement.

“Project Costs” means the costs of the Project disbursed from time to time by the Comptroller
from the Acquisition Fund pursuant to the Indenture.

“Purchase Price” means the principal amount plus interest thereon owed by the City under the
terms of the Agreement as provided in the Indenture thereof and as specified in a Supplement.

“Rating Agency” means Fitch, Moody’s, S&P or any other nationally recognized statistical rating
organization.

“Rating Category” means one of the generic categories of rating by a Rating Agency, without
regard to any refinement or graduation of such rating category by a plus or minus sign or a numeral.

“Rebate Fund” means the fund by that name created under the Indenture and any other accounts
thereunder.

“Record Date” means the fifteenth day of the calendar month immediately preceding an Interest
Payment Date, whether or not such day is a Business Day.

“Redemption Account” means the account by that name established under the Indenture.

“Refunded Bonds” means the Outstanding Parity Bonds to be refunded with a portion of the
proceeds of the Series 2015 Bonds.

“Representative” means Merrill Lynch, Pierce, Fenner & Smith Incorporated, as representative of
the Underwriters.

“Reserve Fund” means the fund by that name established under the Indenture, in which the
Reserve Requirement will be held and invested.

“Reserve Fund Participating Bonds” means the Outstanding Series 2009A Bonds, the
Outstanding Series 2009B Bonds, the Outstanding Series 2010A Bonds, any Outstanding Additional
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Bonds issued prior to the Amendment Effective Date and any all of other series of Outstanding Bonds
participating in the Reserve Fund.

On and after the Amendment Effective Date, the City on behalf of the Authority may elect that
one or more series of the Outstanding Additional Bonds issued prior to the Amendment Effective Date
will no longer be included as Reserve Fund Participating Bonds. Under no circumstances will the
Outstanding Series 2009A Bonds, the Outstanding Series 2009B Bonds or the Outstanding Series 2010A
Bonds be released from the Reserve Fund Participating Bonds. Upon release of any Outstanding
Additional Bonds from the Reserve Fund Participating Bonds, such Additional Bonds will no longer be
secured by or have a lien on the Reserve Fund. Prior to releasing any Outstanding Additional Bonds from
the Reserve Fund Participating Bonds, the City will provide:

@ Written notice to the Authority, the Trustee, the Owners of the applicable
Outstanding Additional Bonds being released from the Reserve Fund Participating Bonds, the
Owners of the Bonds that will remain as Reserve Fund Participating Bonds after the release date,
and the Rating Agencies then rating the Reserve Fund Participating Bonds that it has elected to
release the applicable Outstanding Additional Bonds from the Reserve Fund Participating Bonds
and that such Additional Bonds will no longer be secured by or have a lien on the Reserve Fund.

(b) Directions to the Trustee to (i) calculate the Reserve Requirement on the
applicable release date, and (ii) if the amounts on deposit in the Reserve Fund are greater than the
Reserve Requirement on the applicable release date, transfer such excess to the Payment Fund or
such other fund or account as directed by the City; and

) An opinion of Bond Counsel to the Trustee to the effect that the release of the
applicable Outstanding Additional Bonds from the Reserve Fund Participating Bonds and from
the pledge and lien on the Reserve Fund will not, in and of itself, cause the interest on any of the
Outstanding Reserve Fund Participating Bonds and any Outstanding Additional Bonds to be
included in the gross income of the Owners of such Bonds for purposes of federal income taxes.”

“Reserve Requirement” means, as of any date of calculation, the least of (i) ten percent (10%) of
the proceeds (within the meaning of Section 148 of the Code) of the Reserve Fund Participating Bonds;
(i) 125% of average annual debt service on the then-Outstanding Reserve Fund Participating Bonds; and
(iii) Maximum Annual Debt Service with respect to the Reserve Fund Participating Bonds for that and
any subsequent Fiscal Year. Upon early redemption of any of the Reserve Fund Participating Bonds, the
Authority, at the request of the City, may request the Trustee to recalculate and reduce the Reserve
Requirement, whereupon any excess in the Reserve Fund over and above the Reserve Requirement will
be transferred to the Payment Fund or such other fund or account as directed by the City.

“Revenues” means all Installment Payments received by or due to be paid to the Authority
pursuant to all Supplements executed and delivered by the City and the Authority to secure the payment
of principal of and interest on Bonds issued under the Indenture and the interest or profits from the
investment of money in any account or fund (other than the Rebate Fund) pursuant to the provisions of
the Indenture.

“S&P” means Standard & Poor’s Ratings Group, a division of The McGraw-Hill Companies,
Inc., a corporation organized and existing under the laws of the State of New York, and its successors,
and if such corporation will for any reason no longer perform the functions of a securities rating agency,
“S&P” will be deemed to refer to any other nationally recognized securities rating agency designated by
the Authority and the City.
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“Securities Depository” means The Depository Trust Company, 50" Floor, 55 Water Street,
New York, New York 10041-0099, Attention: Call Notification Department, Facsimile: (212) 855-7232,
or, in accordance with then-current guidelines of the Securities and Exchange Commission, such other
securities depositories, or no such depositories, as the Authority may indicate in a Written Request of the
Authority delivered to the Trustee.

“Series 2009A Bonds” means the Public Facilities Financing Authority of the City of San Diego
Senior Sewer Revenue Bonds, Series 2009A (payable Solely From Installment Payments Secured By
Wastewater System Net Revenues) issued under the Indenture.

“Series 2009B Bonds” means the Public Facilities Financing Authority of the City of San Diego
Senior Sewer Revenue Bonds, Series 2009B (Payable Solely From Installment Payments Secured By
Wastewater System Net Revenues) issued under the Indenture.

“Series 2010A Bonds” means the Public Financing Authority of the City of San Diego Senior
Sewer Revenue Refunding Bonds, Series 2010A (Payable Solely From Installment Payments Secured By
Wastewater System Net Revenues) issued under the Indenture.

“Series 2015 Bonds” means the Public Financing Authority of the City of San Diego Senior
Sewer Revenue Refunding Bonds, Series 2015 (Payable Solely From Installment Payments Secured By
Wastewater System Net Revenues) issued under the Indenture.

“State” means the State of California.

“Subordinated Installment Payments” means Installment Payments that are Subordinated
Obligations (as defined in the Agreement), scheduled to be paid by the City under and pursuant to any
Supplement that has been assigned to the Trustee (as assignee of the Authority) to secure any
Subordinated Bonds or Notes.

“Subordinated Obligations” means any Obligations payable from Net System Revenues that are
secured by a second priority lien on Net System Revenues and are subordinate in priority to payment of
Parity Obligations, including the Parity Installment Payments.

“Supplement” means a supplement to the Agreement providing for the payment of specific
Installment Payments as the Purchase Price for Components of the Project, executed and delivered by the
City and the Authority.

“Supplemental Indenture” means any indenture supplemental to the Indenture or amendatory
hereof duly executed and delivered by the Authority and the Trustee as authorized under the Indenture.

“Surety Bond” means a reserve surety bond, insurance policy, letter of credit or other similar
instrument providing, by its terms, a stated amount as a credit towards or in satisfaction of all or part of
the Reserve Requirement, which will be held by the Trustee in trust, pursuant to the Indenture.

“Tax Certificate” means the tax and nonarbitrage certificate delivered with respect to each series
of Tax-Exempt Bonds on their respective Closing Date.

“Tax Code” means the Internal Revenue Code of 1986, as amended, and the Regulations
promulgated by the Internal Revenue Service pursuant thereto.
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“Tax-Exempt Bonds” means those Bonds which, by their terms, bear interest that is excluded
from gross income for federal income tax purposes, pursuant to the Tax Code.

“Third Supplemental Indenture” means the Third Supplemental Indenture, dated as of | | 1,
2015, by and between the Authority and the Trustee.

“Treasurer” means the Office of the City Treasurer of the City of San Diego.

“Trustee” means U.S. Bank National Association, a national banking association existing under
and by virtue of the laws of the United States, or any other bank or trust company which may at any time
be substituted in its place as provided in the Indenture.

“2009-1 Installment Payments” means those Installment Payments scheduled to be paid by the
City under the 2009-1 Supplement.

“2009-1 Supplement” means the 2009-1 Supplement to the Agreement, by and between the City
and the Authority, dated as of May 1, 2009, with respect to the Series 2009A Bonds.

“2009-2 Installment Payments” means those Installment Payments scheduled to be paid by the
City under the 2009-2 Supplement.

#2009-2 Supplement” means the 2009-2 Supplement to the Agreement, by and between the City
and the Authority, dated as of June 1, 2009, with respect to the Series 2009B Bonds.

“2010-1 Installment Payments” means those Installment Payments scheduled to be paid by the
City under the 2010-1 Supplement.

“2010-1 Supplement” means the 2010-1 Supplement to the Agreement, by and between the City
and the Authority, dated as of April 1, 2010, with respect to the Series 2010A Bonds.

“2015 Closing Date” means , 2015.

“2015-1 Installment Payments” means those Installment Payments scheduled to be paid by the
City under the 2015-1 Supplement.

“2015-1 Supplement” means the 2015-1 Supplement to the Agreement, by and between the City
and the Authority, dated as of | | 1, 2015, with respect to the Series 2015 Bonds.

“Underwriters” means, collectively, the underwriters listed in the bond purchase agreement
pursuant to which the Series 2015 Bonds are sold.

“Wastewater System” means any and all facilities, properties, and improvements at any time
owned, controlled or operated by the City as part of the Sewer Revenue Fund (defined in the Agreement)
for collection, treatment, distribution, administration, disposal or reclamation of waste.

“Written Request of the Authority” means an instrument in writing signed by the Chair, the Vice
Chair, or the Secretary of the Authority, or by any other officer or Commissioner of the Board duly
authorized by the Authority for that purpose.

“Written Request of the City” means an instrument in writing signed by the Chief Operating

Officer, the Chief Financial Officer or any of their respective designees, or by any other official of the
applicable administrative departments of the City duly authorized by the City for that purpose.
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Establishment of Funds; Deposit and Application
Establishment of Funds and Accounts.
@) The Trustee will establish and maintain the Costs of Issuance Account.

(b) The Trustee will maintain the Payment Fund, including the Interest Account, the
Principal Account, and the Redemption Account.

(c) The Trustee will maintain the Reserve Fund.
Use of moneys in Costs of Issuance Account.

@ The Trustee will make disbursements from the Costs of Issuance Account from
time to time upon receipt of a written request of the City on behalf of the Authority signed by an
authorized representative of the Debt Management Department and an authorized representative
of the Comptroller.

(b) On the 181% day after the 2015 Closing Date, or such earlier date on which the
City informs the Trustee in writing that all Costs of Issuance of the Series 2015 Bonds have been
paid, the Trustee will transfer any remaining balance in the Costs of Issuance Account first to the
Reserve Fund to the extent necessary to make the amount on deposit therein equal to the then
Reserve Requirement and thereafter to the account or accounts of the Payment Fund as directed
by the City on behalf of the Authority.

Reserve Fund.

@ The Reserve Fund is a separate fund held in trust by the Trustee. An amount equal to the
Reserve Requirement will be maintained in or credited to the Reserve Fund at all times, subject to the
provisions of paragraph (e) below, and any deficiency therein will be replenished from the first available
Revenues pursuant to the Indenture.

(b) Moneys in or available from the Reserve Fund will be used solely for the purpose of
paying the principal of and interest on the Reserve Fund Participating Bonds, including the redemption
price of the Reserve Fund Participating Bonds coming due and payable by operation of mandatory
sinking fund redemption, in the event that the moneys in the Payment Fund are insufficient therefor. The
City on behalf of the Authority reserves the right to provide that any future series of Additional Bonds
may participate in the Reserve Fund on a parity basis with all of the other Reserve Fund Participating
Bonds; provided that at the time of issuance of such Additional Bonds there is deposited to the Reserve
Fund moneys and/or a Surety Bond in a sufficient amount such that the Reserve Requirement is met on
the date of issuance of such Additional Bonds.

If and during such time as a Surety Bond is in effect, not less than two Business Days prior to
each Interest Payment Date, the Trustee will ascertain the necessity for a draw upon the Surety Bond and,
if a draw is necessary, will provide notice thereof to the provider of the Surety Bond in accordance with
the terms of the Surety Bond at least two Business Days prior to each Interest Payment Date. In the event
that the amount on deposit in the Payment Fund on any date is insufficient to enable the Trustee to pay in
full the aggregate amount of principal of and interest on the Reserve Fund Participating Bonds coming
due and payable, including the redemption price of any Reserve Fund Participating Bonds coming due
and payable by operation of mandatory sinking fund redemption, the Trustee will withdraw the amount of
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such insufficiency from the Reserve Fund or make a draw upon the Surety Bond in the amount of such
insufficiency and transfer such amount to the Payment Fund.

(c) Investment earnings on amounts held in the Reserve Fund will remain therein, except as
follows. In the event that the amount on deposit in the Reserve Fund exceeds the Reserve Requirement
on the fifteenth calendar day of the month preceding any Interest Payment Date, the amount of such
excess will be withdrawn therefrom by the Trustee and transferred to (i) the Rebate Fund, to the extent
required under the Indenture, or (ii) the accounts of the Payment Fund as directed by the City on behalf of
the Authority. The remaining balance in the Reserve Fund may be applied, at the direction of the
Authority, or the City on behalf of the Authority, to the payment of the final maturing principal payments
of the Reserve Fund Participating Bonds.

(d) Notwithstanding anything in the Indenture to the contrary, at the option of the City,
amounts required to be held in the Reserve Fund may be withdrawn, in whole or in part, upon the deposit
of a Surety Bond with the Trustee, in a stated amount equal to the amounts so withdrawn; provided, that
at the time of such deposit each of the Rating Agencies then rating the Reserve Fund Participating Bonds
will be notified of such proposed withdrawal and the deposit of such Surety Bond will not result in a
withdrawal or downgrading of any rating of the Reserve Fund Participating Bonds then in effect by each
of the Rating Agencies then rating the Reserve Fund Participating Bonds. Any such withdrawn moneys
will be transferred, at the election of the City, to the Acquisition Fund, to the Redemption Account in the
Payment Fund, to the Principal Account of the Payment Fund or to a special account to be established for
the payment of any fees in connection with obtaining such Surety Bond.

To the extent that the Reserve Fund is comprised of both funds on deposit and a Surety Bond,
withdrawals from the Reserve Fund will be made first from funds on deposit and then from the Surety
Bond. To the extent that the Reserve Fund is replenished by the City, the amount so replenished will be
credited first to any Surety Bond and then to funds on deposit in the Reserve Fund. To the extent that
replenishment funds are credited to the Surety Bond, the Trustee will pay the same to the provider of the
Surety Bond in lieu of retaining such funds in the Reserve Fund, conditioned upon reinstatement of the
Surety Bond for the amount so paid.

In the event the provider of a Surety Bond makes payments to the Trustee as part of the Reserve
Requirement, the provider will become subrogated to the rights of the recipients of such payments, but
such right of subrogation will be subordinate to the rights of the provider of any policy of municipal bond
insurance which has been drawn upon for payment of principal or interest on Reserve Fund Participating
Bonds.

In no event will the City or the Authority be required to replace any Surety Bond initially
delivered hereunder with a similar instrument or with cash.

(e) In the event that the amount on deposit in the Reserve Fund at any time falls below the
Reserve Requirement or in the event of a draw on the Surety Bond deposited therein, the Trustee will
promptly notify the City and the Authority of such fact. Upon receipt of written notice from the Trustee
of a shortfall in the Reserve Fund, the City will transfer to the Trustee from Net System Revenues, in
accordance with the Agreement, an amount sufficient to restore the balance on deposit in or credited to
the Reserve Fund to the Reserve Requirement and to repay any amounts then due to the provider of the
Surety Bond, if any. No deposit need be made in the Reserve Fund so long as the balance therein, taken
together with amounts available under any Surety Bond, at least equals the Reserve Requirement.
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Revenues
Pledge of Revenues.

@) All Revenues and amounts on deposit in the funds and accounts established under the
Indenture (other than amounts on deposit in the Rebate Fund) are irrevocably pledged to the payment of
the interest on and principal of the Bonds, but only as provided in the Indenture, and the Revenues will
not be used for any other purpose while any of the Bonds remain Outstanding; provided, that out of the
Revenues there may be allocated such sums for such purposes as are expressly permitted by the
Indenture.

(b) To secure the pledge of the Revenues contained in the Indenture, the Authority transfers,
conveys and assigns to the Trustee, for the benefit of the Owners, all of the Authority’s rights under the
2009-1 Supplement, the 2009-2 Supplement, the 2010-1 Supplement, the 2015-1 Supplement and, in
connection with any Additional Bonds issued under the Indenture, the Authority’s rights under the
Supplement(s) hereinafter executed by the City and the Authority to secure payment of principal of and
interest on such Additional Bonds, including the right to receive Parity Installment Payments from the
City, the right to receive any proceeds of insurance maintained thereunder or any condemnation award
rendered with respect to the Components and the right to exercise any remedies provided therein in the
event of a default by the City thereunder. The Trustee accepts said assignment for the benefit of the
Owners subject to the provisions of the Indenture.

(© The Trustee will be entitled to and will receive all of the 2009-1 Installment Payments,
the 2009-2 Installment Payments, the 2010-1 Installment Payments and the 2015-1 Installment Payments,
and, in connection with any Additional Bonds issued under the Indenture, the Installment Payments made
by the City pursuant to the Supplement(s) hereinafter executed by the City and the Authority to secure
payment of principal of and interest on such Additional Bonds, and any such 2009-1 Installment
Payments, 2009-2 Installment Payments, 2010-1 Installment Payments, 2015-1 Installment Payments, and
additional Installment Payments collected or received by the Authority will he deemed to be held, and to
have been collected or received, by the Authority as agent of the Trustee and will forthwith be paid by the
Authority to the Trustee.

Receipt and Deposit of Revenues in the Payment Fund. To carry out and effectuate the pledge
contained in the Indenture, the Authority agrees and covenants that all Revenues when and as received
will be received in trust under the Indenture for the benefit of the Owners and will be deposited when and
as received in the Payment Fund. All Revenues will be accounted for through and held in trust in the
Payment Fund, and the Authority will have no beneficial right or interest in any of the Revenues except
only as provided in the Indenture. All Revenues, whether received by the Authority in trust or deposited
with the Trustee as provided in the Indenture, will nevertheless be allocated, applied and disbursed solely
to the purposes and uses set forth in the Indenture, and will be accounted for separately and apart from all
other accounts, funds, money or other assets of the Authority.

Maintenance of Accounts for Use of Money in the Payment Fund.

@ Except as otherwise provided in the Indenture, all moneys in the Payment Fund will be
deposited by the Trustee in the following respective special accounts within the Payment Fund in the
following order of priority:

Q) Interest Account,

(i) Principal Account; and
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(iii)  Redemption Account.

All moneys in each of such Accounts will be held in trust by the Trustee and will be applied, used
and withdrawn only for the purposes authorized in the Indenture.

(b) On or before each Interest Payment Date, the Trustee will transfer from the Payment
Fund and deposit in the Interest Account that amount of money that, together with any money contained
in the Interest Account, equals the aggregate amount of interest becoming due and payable on all
Outstanding Bonds on such Interest Payment Date. No deposit need be made in the Interest Account if
the amount contained in the Interest Account equals at least the aggregate amount of interest becoming
due and payable on all Outstanding Bonds on such Interest Payment Date. All money in the Interest
Account will be used and withdrawn by the Trustee solely for the purpose of paying the interest on the
Bonds as it will become due and payable (including accrued interest on any Bonds redeemed prior to
maturity).

(c) On or before each Principal Payment Date, the Trustee will transfer from the Payment
Fund and deposit in the Principal Account that amount of money that, together with any money contained
in the Principal Account, equals the aggregate principal becoming due and payable on all Outstanding
Bonds. No deposit need be made in the Principal Account if the amount contained therein is at least equal
to the aggregate amount of principal become due and payable on all Outstanding Bonds. All money in
the Principal Account will be used and withdrawn by the Trustee solely for the purpose of paying the
principal of the Bonds as it will become due and payable.

(d) In addition to the above accounts, the Trustee will establish and maintain within the
Payment Fund a special account designated the “Redemption Account.” All money in the Redemption
Account will be held in trust by the Trustee and will be applied, used, and withdrawn either to redeem the
Bonds pursuant to the Indenture. Any moneys that, pursuant to the Agreement and the related provisions
of any Supplements, are to be used to redeem Bonds will be deposited by the Trustee in the Redemption
Account. The Trustee will, on the scheduled redemption date, withdraw from the Redemption Account
and pay to the Owners entitled thereto an amount equal to the redemption price of the Bonds to be
redeemed on such date.

(e) Any delinquent Installment Payments pledged to the Bonds will be applied first to the
Interest Account for the immediate payment of interest payments past due and then to the Principal
Account for immediate payment of principal payments past due on any Bond. Any remaining money
representing delinquent Installment Payments pledged to Bonds will be deposited in the Payment Fund to
be applied in the manner provided therein.

Investment of Moneys in Funds and Accounts. Moneys in the Acquisition Fund will be
accounted for by the Comptroller and invested by the Treasurer in any legally permitted investment,
including but not limited to the pooled investment fund of the City. In the absence of a Written Request
of the City, the Trustee may invest moneys in the funds and accounts held by the Trustee in Permitted
Investments, as set forth in the letter of authorization and direction executed by the City and delivered to
the Trustee. The obligations in which moneys in the said funds and accounts are invested will mature
prior to the date on which such moneys are estimated to be required to be paid out under the Indenture.
For purposes of determining the amount of deposit in any fund or account, all investments credited to
such fund or account will be valued at the lesser of market value or the cost thereof. The Trustee will
semiannually, on or before April 15 and October 15 of each year, and at such times as the Authority will
deem appropriate, value the investments in the funds and accounts established under the Indenture on the
basis of the lesser of market value or the cost thereof. Except as otherwise provided in the Indenture,
Permitted Investments representing an investment of moneys attributable to any fund or account
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established under the Indenture and all investment profits or losses thereon will be deemed at all times to
be a part of said fund or account. The Trustee will not be liable for any losses resulting from any
investments made pursuant to the Indenture.

Additional Bonds

Execution and Delivery of Additional Bonds. In addition to the Series 2009A Bonds, the Series
2009B Bonds, the Series 2010A Bonds and the Series 2015 Bonds, the Trustee will, upon Written
Request of the Authority, by a supplement to the Indenture, establish one or more other series of Bonds
secured by the pledge made under the Indenture equally and ratably with any Bonds previously issued and
delivered, in such principal amount as will be determined by the Authority, but only upon compliance
with the provisions of the Indenture, the requirements of the Agreement applicable to the incurrence of
Subordinated Obligations and any additional requirements set forth in the applicable Supplemental
Indenture, which are made conditions precedent to the execution and delivery of Additional Bonds:

@) no Event of Default will have occurred and be then continuing;

(b) the Supplemental Indenture providing for the execution and delivery of such
Additional Bonds will specify the purposes for which such Additional Bonds are then proposed to
be delivered, which will be one or more of the following: (i) to provide moneys needed to provide
for Project Costs by depositing into the Acquisition Fund the proceeds of such Additional Bonds
to be so applied; (ii) to provide for the payment or redemption of Bonds then Outstanding under
the Indenture, by depositing with the Trustee moneys and/or investments required for such
purpose under the defeasance provisions set forth in the Indenture; or (iii) to provide moneys
needed to refund or refinance all or part of any other current or future obligations of the City with
respect to the funding of the Wastewater System. Such Supplemental Indenture may, but will not
be required to, provide for the payment of expenses incidental to such purposes, including the
Costs of Issuance of such Additional Bonds, capitalized interest with respect thereto for any
period authorized under the Code (in the case of Tax-Exempt Bonds) and, in the case of any
Additional Bonds intended to provide for the payment or redemption of existing Bonds, or other
Obligations of the City, expenses incident to calling, redeeming, paying or otherwise discharging
the Obligations to be paid with the proceeds of the Additional Bonds;

(© the Authority will deliver or cause to be delivered to the Trustee, from the
proceeds of such Additional Bonds or from any other lawfully available source of moneys, an
amount (or a Surety Bond in an amount) sufficient to increase the balance in the Reserve Fund to
the Reserve Fund Requirement for all Bonds and Additional Bonds to be then Outstanding;

(d) the Additional Bonds will be payable as to principal on May 15 and as to interest
on May 15 and November 15 of each year during their term, except that the first interest payment
due with respect thereto may be for a period of not longer than 12 months;

(e) fixed serial maturities or mandatory sinking account payments, or any
combination thereof, will be established in amounts sufficient to provide for the retirement of all
of the Additional Bonds of such Series on or before their respective maturity dates;

()] the aggregate principal amount of Bonds and Additional Bonds executed and
delivered under the Indenture will not exceed any limitation imposed by, law or by any
Supplemental Indenture; and

(9) the Trustee will be the Trustee for the Additional Bonds.
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Nothing in the Indenture will limit in any way the power and authority of the Authority to incur
other obligations payable from other lawful sources.

Proceedings for Execution and Delivery of Additional Bonds. Whenever the Authority will
determine to file its Written Request with the Trustee for the execution and delivery of Additional Bonds,
the Authority will authorize the execution and delivery of a Supplemental Indenture, specifying the
aggregate principal amount and describing the forms of Bonds and providing the terms, conditions,
distinctive designation, denominations, date, maturity date or dates, interest rate or rates (or the manner of
determining same), Interest Payments and payment dates, redemption provisions and place or places of
payment of principal or redemption price, if any, and interest represented by such Additional Bonds not
inconsistent with the terms of the Indenture.

Before any series of Additional Bonds may be executed and delivered by the Trustee, the
Authority will file the following documents with the Trustee:

@) an executed copy of the applicable Supplemental Indenture;

(b) a statement of the Authority to the effect that the requirements set forth in the
Indenture have been met;

(c) in the case of a Series of Additional Bonds delivered for the purpose of defeasing
and redeeming Bonds as described in the Indenture, irrevocable instructions to the Trustee to give
notice as provided in the Indenture of redemption of all Bonds to be redeemed in connection
therewith; and

(d) an opinion or opinions of Bond Counsel, to the effect that the execution and
delivery of the Additional Bonds, the supplement to the Indenture and related supplements or
amendments have been duly authorized by the Authority and meet the requirements of the
Indenture; and that the execution and delivery of such Additional Bonds will not, in and of
themselves, cause the interest on the Tax-Exempt Bonds to become included within the gross
income for purposes of federal income taxation.

Covenants of Authority

Punctual Payment and Performance. The Authority will punctually pay the interest and the
principal to become due on every Bond issued under the Indenture in strict conformity with the terms of
the Indenture and of the Bonds, and will faithfully observe and perform all the agreements and covenants
contained therein.

Rebate Fund.

@ The Trustee will maintain such accounts within the Rebate Fund as it is instructed by the
Authority as will be necessary in order to comply with the applicable Tax Certificate. The Trustee will
deposit moneys in the Rebate Fund made available by the Authority and/or the City pursuant to a Written
Request of the City. AIll money at any time deposited in the Rebate Fund will be governed by the
Indenture and the Tax Certificate and will be held by the Trustee in trust, to the extent required to satisfy
the amount required to be rebated to the United States under the Code, and none of the City, the
Authority, the Trustee nor the Owners will have any rights in or claims to such money. The Trustee will
make information regarding the investments available to the City, will invest the Rebate Fund in
Permitted Investments pursuant to a Written Request of the City that is inconformity with the restrictions
set forth in the Tax Certificate and will deposit income from such Permitted Investments immediately

4819-1461-6866.12 B-17



upon receipt thereof into the Rebate Fund. The Trustee agrees to comply with all Written Requests of the
City given in accordance with the Tax Certificate.

(b) The City and the Authority will make or cause to be made the rebate computations
respecting all Outstanding Bonds in accordance with the Tax Certificate, as required by the Code, and
will provide to the Trustee written evidence that the computation of the rebate requirement has been made
along with a letter from an independent certified public accountant or arbitrage consultant verifying the
accuracy of such calculations. Upon a Written Request of the City, the Trustee will make deposits into
the Rebate Fund from deposits by the City so that the balance of the amount on deposit will be equal to
the rebate requirement. The Trustee will have no obligation to rebate any amounts required to be rebated
pursuant to the Indenture, other than from moneys held in the Rebate Fund or from other moneys
provided to it by the City on behalf of itself or the Authority. Records of the actions required by the
Indenture will be retained by the Trustee, the City and the Authority until the date which is six years after
the date on which the Bonds are no longer Outstanding.

(©) Not later than 60 days after the end of the fifth Bond Year as defined in the Tax
Certificate and every five years thereafter, the Trustee, upon receipt of a Written Request of the City, will
pay to the United States part or all of the amounts in the Rebate Fund, as so directed. Each payment will
be accompanied by a statement summarizing the determination of the amount to be paid to the United
States, as provided by the City. In addition, if the City so directs, then the Trustee will deposit moneys
into or transfer moneys out of the Rebate Fund from or into such accounts or funds as directed by the
Written Request of the City. Any amounts remaining in the Rebate Fund following the final payment of
the rebate requirement will be paid to the City. Money, including investment earnings, will not be
transferred from the Rebate Fund except as provided in the Indenture.

() The Trustee will have no obligation to rebate any amounts required to be rebated
pursuant to this Section, other than from moneys held in the funds and accounts created hereunder or from
other moneys provided to it by the City on behalf of itself or the Authority.

(e) The Trustee will invest all amounts held in the Rebate Fund in Permitted Investments as
directed by a Written Request of the City, which directions will be subject to the restrictions set forth in
the Tax Certificate. Money, including investment- earnings, will not be transferred from the Rebate Fund
except as provided in paragraphs (f) and (g) below.

0] Upon receipt of a Written Request of the City, the Trustee will remit part or all of the
amounts in the Rebate Fund to the United States of America, as so directed. In addition, if the City so
directs, then the Trustee will deposit moneys into or transfer moneys out of the Rebate Fund from or to
such accounts or fund as directed by the Written Request of the City.

(9) After payment and satisfaction of any rebate requirement applicable to the Bonds (or if
provisions for payment and satisfaction have been made therefor that are acceptable to the Trustee), any
funds remaining in the Rebate Fund will be withdrawn by the Trustee and remitted to the City.

(h) Notwithstanding any other provision of the Indenture, the obligation to remit the rebate
requirement to the United States and to comply with all other requirements of this Section and the Tax
Certificate will survive the defeasance or payment in full of the Tax-Exempt Bonds.

Q) The Authority will not use or permit any proceeds of the Tax-Exempt Bonds or any funds
of the Authority, directly or indirectly, to acquire any securities or obligations, and will not take or permit
to be taken any other action or actions, that would cause any Tax-Exempt Bonds to be an “arbitrage
bond” within the meaning of the Code or “federally guaranteed” within the meaning of Section 149(b) of
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the Code and any applicable regulations promulgated from time to time thereunder and under
Section 103(c) of the Code. The Authority will observe and not violate the requirements of Section 148
of the Code and any such applicable regulations. The Authority will comply with all requirements of
Sections 148 and 149(b) of the Code to the extent applicable to the Tax-Exempt Bonds.

() The Authority specifically covenants in the Indenture to comply with the provisions and
procedures of the Tax Certificate.

(K) The Authority will not use or permit the use of any proceeds of the Bonds or any funds of
the Authority, directly or indirectly, in any manner, and will not take or omit to take any action that would
cause any Tax-Exempt Bonds to be treated as an obligation not described in Section 103(a) of the Code.

() Notwithstanding any of the foregoing Rebate Fund provisions, if the Authority and the
City provide to the Trustee an opinion of Bond Counsel to the effect that any specified action required
under the Rebate Fund provisions is no longer required or that some further or different action is required
to maintain the exclusion from gross income for federal income tax purposes of interest with respect to
the Tax-Exempt Bonds, the Trustee, the Authority and the City may conclusively rely on such opinion in
complying with the requirements of the Indenture and the covenants under the Indenture will be deemed
to be modified to that extent.

Eminent Domain. If the whole of the Components or so much thereof as to render the remainder
unusable for the purposes for which it was used or intended to be used by the City will be taken under the
power of eminent domain, the term of the Agreement will cease as of the day that possession will be so
taken. In such case, the Authority will take or cause to be taken such action as is reasonably necessary to
obtain compensation at least equal to the value of the Components or portion thereof taken by eminent
domain. If less than the whole of the Components will be taken under the power of eminent domain and
the remainder is usable for the purposes for which it was used by the City at the time of such taking, then
the Agreement will continue in full force and effect as to such remainder, and the parties thereto waive
the benefits of any law to the contrary. So long as any of the Bonds are Outstanding, the net proceeds of
any award made in eminent domain proceedings for taking the Components or any portion thereof will be
transferred to the Payment Fund. Any such award made after all of the Bonds have been fully paid and
retired and all fees and expenses of the Trustee have been fully paid will be paid to the City.

Accounting Records and Reports. The Authority, or the City on behalf of the Authority, will
keep or cause to be kept proper books of record and accounts in which complete and correct entries will
be made of all transactions relating to the receipts, disbursements, allocation and application of the
Revenues, and such books will be available for inspection by the Trustee, at reasonable hours and under
reasonable conditions. Not more than 270 days after the close of each Fiscal Year, the Authority, or the
City on behalf of the Authority, will furnish or cause to be furnished to the Trustee financial statements
that include the Sewer Revenue Fund for the preceding Fiscal Year, prepared in accordance with
generally accepted accounting principles, together with a report of an Independent Certified Public
Accountant thereon. For purposes of the Indenture, “financial statement” will mean audited financial
statements, if available, or unaudited financial statements, if audited financial statements are not available
and Unaudited financial statements are available. The Authority, or the City on behalf of the Authority,
will also keep or cause to be kept such other information as is required under the Tax Certificate.

The City’s Budgets. The Authority, or the City on behalf of the Authority, will supply to the
Trustee, as soon as practicable after the beginning of each Fiscal Year following the effectiveness of the
applicable City ordinance but in no event later than six months from the date of effectiveness of such
ordinance, a Certificate of the City certifying that the City has made adequate provision in its annual
budget for such Fiscal Year for the payment of all Parity Instaliment Payments, Subordinated Installment
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Payments and all other Obligations due under the 2015-1 Supplement and the Agreement in such Fiscal
Year. If the amounts so budgeted are not adequate for the payment of all Parity Instalilment Payments,
Subordinated Installment Payments and all other Obligations due under the Agreement in such Fiscal
Year, the Authority, or the City on behalf of the Authority, will take such action as may be necessary and
within its power to request such annual budget to be amended, corrected or augmented by the City so as
to include therein the amounts required to be paid by the City from Net System Revenues in such Fiscal
Year, and will notify the Trustee of the proceedings then taken or proposed to be by the Authority.

Continuing Disclosure. The City has undertaken all responsibility for compliance with
continuing disclosure requirements, and accordingly the Authority will have no liability to the Owners of
the Bonds or any other person with respect to S.E.C. Rule 15¢2-12, and the City will comply with and
carry out all of the provisions of each continuing disclosure certificate, each dated the date of the
execution and delivery of each Series of Bonds. See the caption “CONTINUING DISCLOSURE” in the
forepart of this Official Statement. Notwithstanding any other provision the Indenture, failure of the City
to comply with a Continuing Disclosure Certificate will not be considered an Event of Default under the
Indenture or under the Agreement; provided, that the Trustee may and, at the request of any participating
underwriter or the Owners of at least 25% in aggregate principal amount of the Outstanding Bonds of any
series and upon receiving indemnification reasonably satisfactory to the Trustee, will, or any Owner or
Beneficial Owner of any of the Bonds may, take such actions as may be necessary and appropriate,
including seeking mandate or specific performance by court order, to cause the City to comply with its
obligations under the related Continuing Disclosure Certificate.

Amendment of Indenture
Amendment of Indenture.

@) The Indenture and the rights and obligations of the Authority and of the all Owners of the
Bonds may be amended at any time by a Supplemental Indenture, which will become binding when the
written consents of the Owners of 51% in aggregate principal amount of the Bonds then Outstanding,
exclusive of Bonds disqualified as provided in the Indenture, are filed with the Trustee. No such
amendment will (i) permit the creation by the Authority of any pledge of the Revenues as provided herein
superior to or on a parity with the pledge created pursuant to the Indenture for the benefit of any Bond
without the written consent of the Owner thereof; (ii) modify any rights or obligations of the Trustee
without its prior written assent thereto; or (iii) modify provisions respecting the time or amount of
payments on any Bond, without the written consent of the Owner thereof.

(b) The Indenture and the rights and obligations of the Authority and of the Owners may also
be amended at any time by a Supplemental Indenture which will become binding without the consent of
any Owners of Bonds for anyone or more of the following purposes:

() to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained herein in regard to questions arising
under the Indenture that the Authority may deem desirable or necessary and not inconsistent with
the Indenture and that will not adversely affect the interests of the Owners; or

(i) to make any other change or addition thereto that will not materially adversely
affect the interests of the Owners, or to surrender any right or power reserved herein to or
conferred herein on the Authority; provided, however, that the Owners will be given prompt
notice of any such amendment and will receive a copy of the final executed Supplemental
Indenture making such changes.
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Disqualified Bonds. Bonds owned or held by or for the account of the Authority or the City will
not be deemed Outstanding for the purpose of any consent or other action or any calculation of
Outstanding Bonds provided in the Indenture, and will not be entitled to consent to or take any other
action provided therein. Upon request of the Trustee, the Authority and the City will specify in a
certificate to the Trustee those Bonds disqualified pursuant to the Indenture and the Trustee may
conclusively rely on such certificate.

Endorsement or Replacement of Bonds After Amendment. After the effective date of any action
taken as described in the Indenture, the Authority may determine that the Bonds may bear a notation by
endorsement in form approved by the Authority as to such action, and in that case upon demand of the
Owner of any Outstanding Bond and presentation of its Bond for such purpose at the Corporate Trust
Office of the Trustee, a suitable notation as to such action will be made on such Bond. If the Authority
will determine that a Bond will bear such a notation by endorsement pursuant to the Indenture, a new
Bond so modified will be prepared and executed, and upon demand of the Owner of any Outstanding
Bond, such new Bond will be exchanged at the Corporate Trust Office of the Trustee without cost to such
Owner upon surrender of such Bond.

Amendment by Mutual Consent. The provisions of the Indenture will not prevent any Owner
from accepting any amendment as to the particular Bonds owned by him; provided that due notation
thereof is made on such Bonds.

Events of Default and Remedies of Holders
Events of Default and Acceleration of Maturities.
@ The following events will constitute events of default under the Indenture:

(i) failure in the due and punctual payment of the interest on the Bonds when and as
the same will become due and payable;

(i) failure in the due and punctual payment of the principal of the Bonds when and
as the same will become due and payable, whether at maturity as therein expressed or by
proceedings for redemption;

(iii)  failure by the Authority in the performance of any of the other agreements or
covenants required in the Indenture to be performed by the Authority, as set forth in the
Indenture, and such default will have continued for a period of 30 days after the Authority and the
City will have been given notice in writing of such default by the Trustee or to the Authority, the
City and the Trustee by Owners of 25% or more of the aggregate principal amount of the Bonds
then Outstanding; or

(iv) if any event of default will have occurred and be continuing under the Agreement
as described under the caption “INSTALLMENT PURCHASE AGREEMENT—Events of
Default and Remedies of the Authority” in this Appendix B; or

(V) if the Authority will file a petition or answer seeking arrangement or
reorganization under the federal bankruptcy laws or any other applicable law of the United States
of America or any state therein, or if under the provisions of any other law for the relief or aid of
debtors any court of competent jurisdiction will assume custody or control of the Authority-or of
the whole or any substantial part of its property.
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(b) If one or more Events of Default occurs, then and in each and every such case during the
continuance of such Event of Default, the Trustee may by notice in writing to the Authority and the City,
declare the principal of all Bonds then Outstanding and the interest accrued thereon to be due and payable
immediately. Upon any such declaration, the same will become due and payable, anything contained in
the Indenture or in the Bonds to the contrary notwithstanding. These provisions are subject to the
condition that if at any time after the entire principal amount of the unpaid Bonds and the accrued interest
thereon have been so declared due and payable and before any judgment or decree for the payment of the
moneys due has been obtained or entered, there will be deposited with the Trustee a sum sufficient to pay
the unpaid principal amount of the Bonds due prior to such declaration and the accrued interest thereon,
with interest on such overdue installments at the rate or rates applicable thereto in accordance with their
terms, and the reasonable fees and expenses of the Trustee, and any and all other defaults known to the
Trustee (other than in the payment the entire principal amount of the unpaid Bonds and the accrued
interest thereon due and payable solely by reason of such declaration) will have been made good or cured
to the satisfaction of the Trustee or provision deemed by the Trustee to be adequate will have been made
therefor, then and in every such case the Trustee, by written notice to the City and the Authority, may
rescind and annul such declaration and its consequences; but no such rescission and annulment will
extend to or will affect any subsequent default or will impair or exhaust any right or power consequent
thereon.

Proceedings by Trustee. Upon the occurrence and continuance of any Event of Default, the
Trustee in its discretion may, and at the written request of Owners of 51% or more in aggregate principal
amount of Bonds Outstanding will (but only to the extent indemnified to its satisfaction from fees and
expenses, including attorneys’ fees), do the following:

@) by mandamus, or other suit, action or proceeding at law or in equity, enforce all
rights of the Owners and require the Authority to enforce all rights of the Owners of the Bonds,
including the right to require the Authority to receive and collect Revenues and to enforce its
rights under the Agreement and to require the Authority to carry out any other covenant or
agreement with Owners of Bonds and to perform its duties under the Indenture;

(b) bring suit upon the Bonds;

(© by action or suit in equity enjoin any acts or things that may be unlawful or in
violation of the rights of the Owners; and

(d) as a matter of right, have receivers appointed for the Revenues and the issues,
earnings, income, products and profits thereof, pending such proceedings, with such powers as
the court making such appointment will confer.

Effect of Discontinuance or Abandonment. In case any proceeding taken by the Trustee on
account of any default or Event of Default is discontinued or abandoned for any reason, or is determined
adversely to the Trustee, then and in every such case, the Authority, the Trustee and the Owners will be
restored to their former positions and rights under the Indenture, respectively, and all rights, remedies and
powers of the Trustee will continue as though no such proceeding had been taken.

Rights of Owners.
€)) Anything in the Indenture to the contrary notwithstanding and subject to the limitations
and restrictions as to the rights of the Owners in the Indenture, upon the occurrence and continuance of

any Event of Default or the Owners of 51% or more in aggregate principal amount of the Bonds then
Outstanding will have the right upon providing the Trustee security and indemnity reasonably satisfactory
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to it against the costs, expenses, and liabilities to be incurred therein or thereby, by an instrument in
writing executed and delivered to the Trustee, to direct the method and place of conducting all remedial
proceedings to be taken by the Trustee under the Indenture.

(b) The Trustee may refuse to follow any direction that conflicts with law or the Indenture or
that the Trustee determines is prejudicial to rights of other Owners or would subject the Trustee to
personal liability.

Restrictions on Owners’ Actions.

@ In addition to the other restrictions on the rights of Owners to request action upon the
occurrence of an Event of Default and to enforce remedies set forth in the Indenture, no Owner of any of
the Bonds will have any right to institute any suit, action or proceeding in equity or at law for the
enforcement of any trust under the Indenture, or any other remedy under the Indenture or on said Bonds,
unless:

Q) such Owner has previously given to the Trustee written notice of an Event of
Default as provided in the Indenture;

(i) the Owners of 51% or more in aggregate principal amount of the Bonds then
Outstanding have made written request of the Trustee to institute any such suit, action,
proceeding or other remedy, after the right to exercise such powers or rights of action, as the case
may be, will have accrued, and will have afforded the Trustee a reasonable opportunity either to
proceed to exercise the powers granted in the Indenture, or to institute such action, suit or
proceeding in its or their name;

(iii)  there will have been offered to the Trustee security and indemnity satisfactory to
it against the costs, expenses and liabilities to be incurred therein or thereby; and

(iv) the Trustee will not have complied with such request within a reasonable time.

(b) Such notification, request and offer of indemnity are declared in every such case, at the
option of the Trustee, to be conditions precedent to the execution of the trusts of the Indenture or for any
other remedy under the Indenture. It is understood and intended, subject to the Indenture, that no one or
more Owners of the Bonds secured by the Indenture will have any right in any manner whatever by his or
their action to affect, disturb or prejudice the security of the Indenture, or to enforce any right under the
Indenture or under the Bonds, except in the manner therein provided, and that all proceedings at law or in
equity will be instituted, and maintained in the manner therein provided, and for the equal benefit of all
Owners of Outstanding Bonds.

Power of Trustee To Enforce. All rights of action under the Indenture or under any of the Bonds
secured by the Indenture which are enforceable by the Trustee may be enforced by it without the
possession of any of the Bonds, or the production thereof at the trial or other proceedings relative thereto.
Any such suit, action or proceedings instituted by the Trustee will be brought in its own name, as Trustee,
for the equal and ratable benefit of the Owners of the Bonds, subject to the provisions of the Indenture.

Remedies Not Exclusive. No remedy in the Indenture conferred upon or reserved to the Trustee
or to the Owners of the Bonds is intended to be exclusive of any other remedy or remedies, and each and
every such remedy will be cumulative, and will be in addition to every other remedy given under the
Indenture or now or hereafter existing at law or in equity or by statute.
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Waiver of Events of Default; Effect of Waiver.

@ The Trustee will waive any Event of Default under the Indenture and its consequences
and rescind any declaration of acceleration, upon the written request of the Owners of 67% or more of the
Outstanding Bonds. If any Event of Default will have been waived as provided in the Indenture, the
Trustee will promptly give written notice of such waiver to the Authority and will give notice thereof by
first-class mail, postage prepaid to all Owners of Outstanding Bonds if such Owners had previously been
given notices of such Event of Default. No such waiver, rescission and annulment will extend to or affect
any subsequent Event of Default, or impair any right or remedy consequent thereon.

(b) No delay or omission of the Trustee or any Owner of the Bonds to exercise any right or
power accruing upon any default or Event of Default will impair any such right or power or will be
construed to be a waiver of any such default or Event of Default or an acquiescence therein. Every power
and remedy given by the Indenture to the Trustee or the Owners of the Bonds, respectively, may be
exercised from time to time and as often as may be deemed expedient.

Application of Moneys.

@ Any moneys received by the Trustee pursuant to the Indenture, together with any
moneys that upon the occurrence of an Event of Default are held by the Trustee in any of the
funds and accounts established under the Indenture (other than the Rebate Fund and other than
moneys held for Bonds not presented for payment) will, after payment of all fees and expenses of
the Trustee, and the fees and expenses of its counsel, be applied as follows:

Q) Unless the principal of all of the Outstanding Bonds will be due and
payable:

FIRST, to the payment of the Owners of all installments of interest then
due on the Bonds, in the order of the maturity of the installments of such interest
and, if the amount available will not be sufficient to pay in full any particular
installment, then to the payment ratably, according to the amounts due on such
installment, to the Owners, without any discrimination or privilege;

SECOND, to the payment of the Owners of the unpaid principal of any
of the Bonds that will have become due (other than Bonds matured or called for
redemption for the payment of which moneys are held pursuant to the provisions
of the Indenture), in the order of their due dates and, if the amount available will
not be sufficient to pay in full the principal of and premium, if any, on such
Bonds due on any particular date, then to the payment ratably, according to the
amount due on such date, to the Owners without any discrimination; and

THIRD, to be held for the payment to the Owners as the same will
become due of the principal of and interest on the Bonds, that may thereafter
become due either at maturity or upon call for redemption prior to maturity and,
if the amount available will not be sufficient to pay in full such principal and
premium, if any, due on any particular date, together with interest then due and
owing thereon, payment will be made in accordance with the Indenture.

(i) If the principal of all of the Outstanding Bonds will be due and payable,

to the payment of the principal and interest then due and unpaid upon the Outstanding
Bonds without preference or priority of any of principal, or interest over the others or of
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any installment of interest, or of any Outstanding Bond over any other Outstanding Bond,
ratably, according to the amounts due respectively for principal and interest, to the
Owners without any discrimination or preference except as to any difference in the
respective amounts of interest specified in the Outstanding Bonds.

(b) Whenever moneys are to be applied pursuant to the provisions of the Indenture,
such moneys will be applied at such times, and from time to time, as the Trustee will determine,
having due regard to the amount of such moneys available for application and the likelihood of
additional moneys becoming available for such application in the future. The Trustee will give,
by mailing by first-class mail as it may deem appropriate, such notice .of the deposit with it of
any such moneys.

Defeasance

If the Authority will pay or cause to be paid to the Owners of all Outstanding Bonds the interest
thereon and the principal thereof and the premiums, if any, thereon at the times and in the manner
stipulated therein and in the Indenture, then the Owners of such Bonds will cease to be entitled to the
pledge of the Revenues as provided in the Indenture, and all agreements, covenants and other obligations
of the Authority to the Owners of such Bonds will cease, terminate and become void and be discharged
and satisfied. In such event, the Trustee will execute and deliver to the Authority all such instruments as
may be necessary or desirable to evidence such discharge and satisfaction, and the Trustee will pay over
or deliver to the Authority all money or securities or other property held by it pursuant to the Indenture
that are not required for the payment of the interest on and principal of and redemption premiums, if any,
on such Bonds.

Subject to the provisions of the above paragraph, when any of the Bonds will have been paid and
if, at the time of such payment, the Authority will have kept, performed and observed all the covenants
and promises in such Bonds and in the Indenture required or contemplated to be kept, performed and
observed by the Authority or on its part on or prior to that time, then the Indenture will be considered to
have been discharged in respect of such Bonds and such Bonds will cease to be entitled to the lien of the
Indenture and such lien and all agreements, covenants, and other obligations of the Authority therein will
cease, terminate and become void and be discharged and satisfied as to such Bonds.

Notwithstanding the satisfaction and discharge of the Indenture or the discharge of the Indenture
in respect of any Bonds, those provisions of the Indenture relating to the maturity of the Bonds, interest
payments and dates thereof, exchange and transfer of Bonds, replacement of mutilated, destroyed, lost or
stolen Bonds, the safekeeping and cancellation of Bonds, nonpresentment of Bonds, and the duties of the
Trustee in connection with all of the foregoing, remain in effect and will be binding upon the Trustee and
the Owners of the Bonds and the Trustee will continue to be obligated to hold in trust any moneys or
investments then held by the Trustee for the payment of the principal of, redemption premium, if any, and
interest on the Bonds, to pay to the Owners of Bonds the funds so held by the Trustee as and when such
payment becomes due. Notwithstanding the satisfaction and discharge of the Indenture or the discharge
thereof in respect of any Bonds, those provisions of the Indenture relating to the compensation of the
Trustee will remain in effect and will be binding upon the Trustee and the Authority.

Any Outstanding Bonds will prior to the maturity date or redemption date thereof be deemed to
have been paid for purposes of the Indenture if: (a) in case any of such Bonds are to be redeemed on any
date prior to their maturity date, the Authority will have given to the Trustee in form satisfactory to it
irrevocable instructions to mail, on a date in accordance with the provisions of the Indenture, notice of
redemption of such Bonds on said redemption date, said notice to be given in accordance with the
Indenture; (b) there will have been deposited with the Trustee either (i) money in an amount which will be
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sufficient; or (ii) Federal Securities of which are not subject to redemption prior to maturity except by the
holder thereof (including any such Permitted Investments issued or held in book-entry form on the books
of the Department of the Treasury of the United States of America) and/or Pre-Refunded Municipals, the
interest on and principal of which when due, and without any reinvestment thereof, will provide money
that, together with the money, if any, deposited with the Trustee at the same time, will, as verified by an
independent certified public accountant or other independent financial consultant acceptable to the
Trustee, be sufficient, to pay when due the interest to become due on such Bonds on and prior to the
maturity date or redemption date thereof, as the case may be, and the principal of and interest on such
Bonds; and (iii) in the event such Bonds are not by their terms subject to redemption within the next
succeeding 60 days, the Authority will have given the Trustee in form satisfactory to it irrevocable
instructions to mail as soon as practicable, a notice to the Owners of such Bonds and to the Securities
Depositories and the Information Services that the deposit required by clause (ii) above has been made
with the Trustee and that such Bonds are deemed to have been paid in accordance with the Indenture and
stating the maturity date or redemption date upon which money is to be available for the payment of the
principal of and interest on such Bonds.

[Remainder of page intentionally left blank]
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INSTALLMENT PURCHASE AGREEMENT

The Installment Purchase Agreement sets forth certain terms and conditions of the purchase of the
Project by the City. Certain definitions and provisions of the Installment Purchase Agreement are set
forth or summarized below. Other provisions of the Installment Purchase Agreement are summarized in
the forepart of this Official Statement under the caption “SECURITY AND SOURCES OF PAYMENT
FOR THE SERIES 2015 BONDS.”

Selected Definitions
“Accountant’s Report” means a report signed by an Independent Certified Public Accountant.
“Acquisition Fund” means the fund by that name established pursuant to any Issuing Instrument.

“Authority” means the Public Facilities Financing Authority of the City of San Diego, a joint
powers authority duly organized and existing under and by virtue of the laws of the State of California.

“Authorized City Representative” means the Mayor, the City Manager or the Treasurer of the City
or such other officer or employee of the City or other person who has been designated as such
representative by resolution of the City Council of the City.

“Authorizing Ordinance” means the ordinance pursuant to which the Installment Purchase
Agreement was authorized and any additional Ordinance or official authorizing act of the Council of the
City approving execution and delivery of any Supplement to the Installment Purchase Agreement or any
Issuing Instrument.

“Balloon Indebtedness” means, with respect to any Series of Obligations 25% or more of the
principal of which matures on the same date or within a 12-month period (with sinking fund payments on
Term Obligations deemed to be payments of matured principal), that portion of such Series of Obligations
which matures on such date, or within such 12-month period; provided, however, that to constitute
Balloon Indebtedness the amount of indebtedness maturing on a single date or over a 12-month period
must equal or exceed 150% of the amount of such Series Obligations which matures during any preceding
12-month period. For purposes of this definition, the principal amount maturing on any date will be
reduced by the amount of such indebtedness which is required, by the documents governing such
indebtedness, to be amortized by prepayment or redemption prior to its stated maturity date.

“Bond Counsel” means a firm of attorneys which are nationally recognized as experts in the area
of municipal finance.

“Charter” means the Charter of the City as it now exists or may hereafter be amended, and any
new or successor Charter.

“City” means the City of San Diego, a municipal authority organized and existing under the
Charter, and any successor to the City as a result of a transfer authorized under the Installment Purchase
Agreement.

“Code” means the Internal Revenue Code of 1986, and the regulations thereunder, as amended,
and any successor provisions of law.

“Components” means components of the Project specified in a Supplement.
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“Consultant” means the consultant, consulting firm, engineer, architect, engineering firm,
architectural firm, accountant or accounting firm retained by the City to perform acts or carry out the
duties provided for such consultant in the Installment Purchase Agreement. Such consultant, consulting
firm, engineer, architect, engineering firm or architectural firm will be nationally recognized within its
profession for work of the character required. Such accountants or accounting firm will be independent
certified public accountants licensed to practice in the State of California.

“Contracts” means any contract or lease of the City (including the Installment Purchase
Agreement) authorized and executed by the City, the installment or lease payments of which are payable
from the Net System Revenues and which are on a parity with Installment Payments.

“Credit Provider” means any municipal bond insurance company, bank or other financial
institution or organization which is performing in all material respects its obligations under any Credit
Support arrangements for some or all of the Parity Obligations.

“Credit Provider Reimbursement Obligations” means obligations of the City to repay, from Net
System Revenues, amounts advanced by a Credit Provider as credit support or liquidity for Parity
Obligations, which obligations will be Parity Obligations or Subordinated Obligations, as designated by
the City.

“Credit Support” means a policy of insurance, a letter of credit, a stand-by purchase agreement,
revolving credit agreement or other credit arrangement pursuant to which a Credit Provider provides
credit or liquidity support with respect to the payment of interest, principal or the purchase price of any
Parity Obligations.

“Debt Service” means, except as otherwise provided in the next sentence, for any Fiscal Year, the
sum of (a) the interest payable during such Fiscal Year on all outstanding Parity Obligations, assuming
that all outstanding Serial Parity Obligations are retired as scheduled and that all outstanding Term Parity
Obligations are redeemed or paid from sinking fund payments as scheduled (except to the extent that such
interest is to be paid from the proceeds of sale of any Parity Obligations); (b) that portion of the principal
amount of all outstanding Serial Parity Obligations maturing on the next succeeding principal payment
date which falls in such Fiscal Year (excluding Serial Obligations which at the time of issuance are
intended to be paid from the sale of a corresponding amount of Parity Obligations); (c) that portion of the
principal amount of all outstanding Term Parity Obligations required to be redeemed or paid on any
redemption date which falls in such Fiscal Year (together with the redemption premiums, if any, thereon);
provided that, (i) as to any Balloon Indebtedness, Tender Indebtedness and Variable Rate Indebtedness,
interest thereon will be calculated as provided in the definition of Maximum Annual Debt Service and
principal will be deemed due at the nominal maturity dates thereof; (ii) the amount on deposit in a debt
service reserve fund on any date of calculation of Debt Service will be deducted from the amount of
principal due at the fmal maturity of the Parity Obligations for which such debt service reserve fund was
established and in each preceding year until such amount is exhausted; (iii) the amount of any interest
payable on any Parity Obligation for which there exists a Qualified Swap Agreement will be the net
amount payable by the City as provided in (d) or clause (h), as applicable, of the definition of Maximum
Annual Debt Service; and (iv) the amount of payments on account of Parity Obligations which are
redeemed, retired or repaid on the basis of the accreted value due on the scheduled redemption, retirement
or repayment date will be deemed principal payments, and interest that is compounded and paid as part of
the accreted value will be deemed payable on the scheduled redemption, retirement or repayment date but
not before.

“Defaulted Obligations” means Obligations in respect of which an Event of Default has occurred
and is continuing.
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“District” means the San Diego Wastewater Management District created under Chapter 803 of
1992 Session Laws.

“Engineer’s Report” means a report signed by an Independent Engineer.

“Event of Default” means an event described under the caption “—Events of Default and

Remedies of the Authority” below.

“Fiscal Year” means the period beginning on July 1 of each year and ending on the next
succeeding June 30, or any other twelve-month period selected and designated as the official Fiscal Year
of the City.

“Independent Certified Public Accountant” means any firm of certified public accountants
appointed by the City, and each of whom is independent pursuant to the Statement on Auditing Standards
No.1 of the American Institute of Certified Public Accountants.

“Independent Engineer” means any registered engineer or firm of registered engineers of national
reputation generally recognized to be well qualified in engineering matters relating to wastewater
systems, appointed and paid by the City.

“Installment Payment Date” means any date on which an Installment Payment is due as specified
in or determined pursuant to a Supplement.

“Installment Payments” means the Installment Payments scheduled to be paid by the City under
and pursuant to the Installment Purchase Agreement and any Supplement.

“Installment Payment Obligations” means Obligations consisting of or which are supported in
whole by Installment Payments.

“Installment Purchase Agreement” means the Master Installment Purchase Agreement by and
between the City and the Authority, dated as of September 1, 1993, as originally executed and as it is
from time to time amended or supplemented in accordance with its terms.

“Issuing Instrument” means any indenture, trust agreement, loan agreement, lease, Installment
Purchase Agreement or other instrument, including any Supplement, under which Obligations are issued
or created.

“Law” means the Charter and all laws of the State supplemental thereto.

“Maintenance and Operation Costs of the Metropolitan System” means (a) a Qualified Take or
Pay Obligation related to the Metropolitan System; and (b) reasonable and necessary costs spent or
incurred by the City for maintaining and operating the Metropolitan System, calculated in accordance
with generally accepted accounting principles, including (among other things) the reasonable expenses of
management and repair and other expenses necessary to maintain and preserve the Metropolitan System
in good repair and working order, and including administrative costs of the City attributable to the
Components which are part of the Metropolitan System, salaries and wages of employees, payments to
employees retirement systems (to the extent paid from Metropolitan System Revenues), overhead, taxes,
if any, fees of auditors, accountants, attorneys or engineers and insurance premiums, and including all
other reasonable and necessary costs of the City or charges required to be paid by it to comply with the
terms of the Obligations the proceeds of which are used to acquire Components which are part of the
Metropolitan System, including any amounts required to be deposited in the Rebate Fund pursuant to the
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Tax Certificate relating to the financing of Components which are part of the Metropolitan System, fees
and expenses payable to any Credit Provider (other than in repayment of a Credit Provider
Reimbursement Obligation), and including expenses incurred or accrued incident to the formation of an
entity to which the City may transfer substantially all of the Metropolitan System pursuant to the
Installment Purchase Agreement, but excluding in all cases (i) depreciation, replacement and
obsolescence charges or reserves therefor; (ii) amortization of intangibles or other bookkeeping entries of
a similar nature; (iii) costs of capital additions, replacements, betterments, extensions or improvements to
the Metropolitan System, which under generally accepted accounting principles are chargeable to a
capital account or to a reserve for depreciation; (iv) charges for the payment of principal and interest on
any general obligation bond heretofore or hereafter issued for Metropolitan System purposes; and (V)
charges for the payment of principal and interest on account of any Obligation.

“Maintenance and Operation Costs of the Municipal System” means (a) a Qualified Take or Pay
Obligation related to the Municipal System; and (b) the reasonable and necessary costs spent or incurred
by the City for maintaining and operating the Municipal System, calculated in accordance with generally
accepted accounting principles, including (among other things) the reasonable expenses of management
and repair and other expenses necessary to maintain and preserve the Municipal System in good repair
and working order, and including administrative costs of the City attributable to the Components which
are part of the Municipal System, salaries and wages of employees, payments to employees retirement
systems (to the extent paid from Municipal System Revenues), overhead, taxes, if any, fees of auditors,
accountants, attorneys or engineers and insurance premiums, and including all other reasonable and
necessary costs of the City or charges required to be paid by it to comply with the terms of the
Obligations the proceeds of which are used to acquire Components which are part of the Municipal
System, including any amounts required to be deposited in the Rebate Fund pursuant to the Tax
Certificate relating to the financing of Components which are part of the Municipal System, fees and
expenses payable to any Credit Provider (other than in repayment of a Credit Provider Reimbursement
Obligation), but excluding in all cases (i) depreciation, replacement and obsolescence charges or reserves
therefor; (ii) amortization of intangibles or other bookkeeping entries of a similar nature; (iii) costs of
capital additions, replacements, betterments, extensions or improvements to the Municipal System, which
under generally accepted accounting principles are chargeable to a capital account or to a reserve for
depreciation; (iv) charges for the payment of principal and interest on any general obligation bond
heretofore or hereafter issued for Municipal System purposes; and (v) charges for the payment of
principal and interest on account of any Obligation.

“Maintenance and Operation Costs of the Wastewater System” means (a) a Qualified Take or Pay
Obligation and (b) the reasonable and necessary costs spent or incurred by the City for maintaining and
operating the Wastewater System, calculated in accordance with generally accepted accounting
principles, including (among other things) the reasonable expenses of management and repair and other
expenses necessary to maintain and preserve the Wastewater System in good repair and working order,
and including administrative costs of the City attributable to the Project and the Installment Purchase
Agreement, salaries and wages of employees, payments to employees retirement systems (to the extent
paid from System Revenues), overhead, taxes, if any, fees of auditors, accountants, attorneys or engineers
and insurance premiums, and including all other reasonable and necessary costs of the City or charges
required to be paid by it to comply with the terms of the Obligations, including the Installment Purchase
Agreement, including any amounts required to be deposited in the Rebate Fund pursuant to the Tax
Certificate, fees and expenses payable to any Credit Provider (other than in repayment of a Credit
Provider Reimbursement Obligation), and expenses incurred or accrued incident to the formation of an
entity to which the City may transfer substantially all of the Metropolitan System pursuant to the
Installment Purchase Agreement, but excluding in all cases (i) depreciation, replacement and
obsolescence charges or reserves therefor; (ii) amortization of intangibles or other bookkeeping entries of
a similar nature; (iii) costs of capital additions, replacements, betterments, extensions or improvements to
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the Wastewater System which under generally accepted accounting principles are chargeable to a capital
account or to a reserve for depreciation; (iv) charges for the payment of principal and interest on any
general obligation bond heretofore or hereafter issued for Wastewater System purposes; and (v) charges
for the payment of principal and interest on any debt service on account of any obligation on a parity with
or subordinate to the Installment Payments.

“Maximum Annual Debt Service” means, at any point in time, with respect to Parity Obligations
then Outstanding, the maximum amount of principal and interest becoming due on the Parity Obligations
in the then current or any future Fiscal Year, calculated by the City or by an Independent Certified Public
Accountant as provided in this definition and provided to the Trustee. For purposes of calculating
Maximum Annual Debt Service, the following assumptions will be used to calculate the principal and
interest becoming due in any Fiscal Year:

@ in determining the principal amount due in each year, payments will (except to
the extent a different subsection of this definition applies for purposes of determining principal
maturities or amortization) be assumed to be made in accordance with any amortization schedule
established for such debt, including the amount of any Parity Obligations which are or have the
characteristics of commercial paper and which are not intended at the time of issuance to be
retired from the sale of a corresponding amount of Parity Obligations, and including any
scheduled mandatory redemption or prepayment of Parity Obligations on the basis of accreted
value due upon such redemption or prepayment, and for such purpose, the redemption payment or
prepayment will be deemed a principal payment; in determining the interest due in each year,
interest payable at a fixed rate will (except to the extent clause (b) or (c) of this definition applies)
be assumed to be made at such fixed rate and on the required payment dates;

(b) if all or any portion or portions of an Outstanding Series of Parity Obligations
constitutes Balloon Indebtedness or if all or any portion or portions of a Series of Parity
Obligations or such payments then proposed to be issued would constitute Balloon Indebtedness,
then, for purposes of determining Maximum Annual Debt Service, each maturity which
constitutes Balloon Indebtedness will be treated as if it were to be amortized in substantially
equal annual installments of principal and interest over a term of 25 years commencing in the
year the stated maturity of such Balloon Indebtedness occurs, the interest rate used for such
computation will be determined as provided in clause (d) or (e) below, as appropriate, and all
payments of principal and interest becoming due prior to the year of the stated maturity of the
Balloon Indebtedness will be treated as described in clause (a) above;

(c) if any of the Outstanding Series of Parity Obligations constitutes Tender
Indebtedness or if Parity Obligations proposed to be issued would constitute Tender
Indebtedness, then for purposes of determining Maximum Annual Debt Service, Tender
Indebtedness will be treated as if the principal amount of such Parity Obligations were to be
amortized in accordance with the amortization schedule set forth in such Tender Indebtedness or
in the standby purchase or liquidity facility established with respect to such Tender Indebtedness,
or if no such amortization schedule is set forth, then such Tender Indebtedness will be deemed to
be amortized in substantially equal annual installments of principal and interest over a term of 25
years commencing in the year in which such Series first subject to tender, the interest rate used
for such computation will be determined as provided in clause (d) or clause (e) below, as
appropriate;

(d) if any Outstanding Parity Obligations constitute Variable Rate Indebtedness

(except to the extent clause (b) relating to Balloon Indebtedness or clause (c) relating to Tender
Indebtedness applies), the interest rate on such Obligation will be assumed to be 110% of the
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daily average interest rate on such Parity Obligations during the 12 months ending with the month
preceding the date of calculation, or such shorter period that such Parity Obligations will have
been OQutstanding; provided that in the event that such Variable Rate Indebtedness has been
issued in connection with a Qualified Swap Agreement, the interest rate for purposes of
computing Maximum Annual Debt Service will be determined by (x) calculating the annualized
net amount paid by the City under such Variable Rate Indebtedness and Qualified Swap
Agreement (after giving effect to payments made under the Variable Rate Indebtedness and made
and received by the City under the Qualified Swap Agreement) during the 12 months ending with
the month preceding the date of calculation, or such shorter period that such Qualified Swap
Agreement has been in effect, and (y) dividing the amount calculated in clause (x) by the average
daily balance of the related Parity Obligations Outstanding during the 12-month period
contemplated by clause (x);

(e) if Parity Obligations proposed to be issued will be Variable Rate Indebtedness
(except to the extent clause (b) relating to Balloon Indebtedness or clause (c) relating to Tender
Indebtedness applies), then such Parity Obligations will be assumed to bear interest at 110% of
the average of the J.J. Kenny High Grade Index during the prior 12 months ending with the
month preceding the date of sale of such additional Parity Obligations, or if that index is no
longer published, another similar index selected by the City, or if the City fails to select a
replacement index, an interest rate equal to 80% of the yield for outstanding United States
Treasury bonds having an equivalent maturity, or if there are no such Treasury bonds having such
maturities, 100% of the lowest prevailing prime rate of any of the five largest commercial banks
in the United States ranked by assets; provided that in the event that such Variable Rate
Indebtedness will be issued in connection with a Qualified Swap Agreement, the interest rate for
purposes of computing Maximum Annual Debt Service will be determined by (i) calculating the
net amount to be paid by the City under such Variable Rate Indebtedness and Qualified Swap
Agreement after giving effect to payments to be made under the Variable Rate Indebtedness and
to be made and received by the City under the Qualified Swap Agreement) for the period during
which the Qualified Swap Agreement is to be in effect and for this purpose any variable rate of
interest agreed to be paid thereunder will be deemed to be the rate at which the related Parity
Obligation will be assumed to bear interest; and (ii) dividing the amount calculated in clause (i)
by the average principal amount of the related Parity Obligation to be Outstanding during the first
year after the issuance of such Parity Obligation;

4] if moneys or Permitted Investments have been deposited by the City into a
separate fund or account or are otherwise held by the City or by a fiduciary to be used to pay
principal and/or interest on specified Parity Obligations, then the principal and/or interest to be
paid from such moneys, Permitted Investments or from the earnings thereon will be disregarded
and not included in calculating Maximum Annual Debt Service;

@) if Parity Obligations are Paired Obligations, the interest thereon will be the
resulting linked rate or effective fixed rate to be paid with respect to such Paired Obligations; and

(n in the event that an agreement or commitment which, at the time of calculation is
a Qualified Swap Agreement is or is to be in effect with respect to a Parity Obligation which is
not Variable Rate Indebtedness, the interest rate of such Parity Obligation for purposes of
calculating Maximum Annual Debt Service will be calculated as follows:

Q) for such a Qualified Swap Agreement which is in effect on the date of
calculation, the interest rate will be calculated in the same manner as is specified in
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clause (d) for a Qualified Swap Agreement issued in connection with Variable Rate
Indebtedness which is Outstanding on the date of calculation; and

(i) for such a Qualified Swap Agreement which is not in effect on the date
of calculation, the interest rate will be calculated in the same manner as is specified in
clause (e) for a Qualified Swap Agreement to be issued in connection with Variable Rate
Indebtedness to be Outstanding after the date of calculation, and for this purpose any
variable rate of interest agreed to be paid thereunder will be assumed to be the rate
assumed for Variable Rate Indebtedness described in clause (e).

“Maximum Rate” means, on any day, the maximum interest rate allowed by law.

“Metropolitan System” or “Metropolitan Sub-System” means any and all facilities, properties and
improvements designated by the City in its sole discretion as part of the Metropolitan System, and used
for the conveyance from the Municipal System and treatment of sewage collected by the City through its
Municipal System or by any of the Participating Agencies.

“Metropolitan System Revenues” means all income, rents, rates, fees, charges and other moneys
derived from the ownership or operation of the Metropolitan System, including, without limiting the
generality of the foregoing, (a) all income, rents, rates, fees, charges (including standby and capacity
charges), or other moneys derived by the City from the wastewater services, facilities, and commodities
or byproducts sold, furnished or supplied through the facilities of or in the conduct or operation of the
business of the Metropolitan System, and including, without limitation, investment earnings on the
operating reserves to the extent that the use of such earnings is limited to the Metropolitan System by or
pursuant to law, earnings on any Reserve Fund for Obligations the proceeds of which were used to
finance improvements which are part of the Metropolitan System, or to fund or refund any such
Obligations, but only to the extent that such earnings may be utilized under the Issuing Instrument for the
payment of debt service for such Obligations; (b) the proceeds derived by the City directly or indirectly
from the sale, lease or other disposition of a part of the Metropolitan System; (c) any amount received
from the levy or collection of taxes which are solely available and are earmarked for the support of the
operation of the Metropolitan System; (d) amounts received under contracts or agreements with
governmental or private entities and designated for capital costs for Components which are to be part of
the Metropolitan System; and (e) grants received from the United States of America or from the State of
California for Components which are to be part of the Metropolitan System; provided, however, that
Metropolitan System Revenues will not include: (i) in all cases, customers’ deposits or any other deposits
or advances subject to refund until such deposits or advances have become the property of the City; and
(ii) the proceeds of borrowings. Notwithstanding the foregoing, there will be deducted from Metropolitan
System Revenues any amounts transferred into a Rate Stabilization Fund as contemplated by the
Installment Purchase Agreement, and there will be added to Metropolitan System Revenues any amounts
transferred out of such Rate Stabilization Fund to pay Maintenance and Operation Costs of the
Metropolitan System.

“Moody’s” means Moody’s Investors Service, Inc., a Delaware corporation, and its successors,
and if such corporation will for any reason no longer perform the functions of a securities rating agency,
“Moody’s” will be deemed to refer to any other nationally recognized securities rating agency designated
by the City.

“Municipal System” or “Municipal Sub-System” means any and all facilities, properties and
improvements at any time owned, controlled or operated by the City, and designated by the City in its
sole discretion as part of the Municipal System, for the collection of sewage from the points of origination
thereof and the conveyance thereof to the Metropolitan System.
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“Municipal System Revenues” means all income, rents, rates, fees, charges and other moneys
derived from the ownership or operation of the Municipal System, including, without limiting the
generality of the foregoing, (a) all income, rents, rates, fees, charges (including standby and capacity
charges), or other moneys derived by the City from the wastewater services, facilities, and commodities
or byproducts sold, furnished or supplied through the facilities of or in the conduct or operation of the
business of the Municipal System, and including, without limitation, investment earnings on the operating
reserves to the extent that the use of such earnings is limited to the Municipal System by or pursuant to
law, earnings on any Reserve Fund for Obligations the proceeds of which were used to finance
improvements which are part of the Municipal System, or to fund or refund any such Obligations, but
only to the extent that such earnings may be utilized under the Issuing Instrument for debt service for such
Obligations; (b) the proceeds derived by the City directly or indirectly from the sale, lease or other
disposition of a part of the Municipal System; (c) any amount received from the levy or collection of
taxes which are solely available and are earmarked for the support of the operation of the Municipal
System; (d) amounts received under contracts or agreements with governmental or private entities and
designated for capital costs for Components which are to be part of the Municipal System; and (e) grants
received from the United States of America or from the State of California for Components which are to
be part of the Municipal System; provided, however, that Municipal System Revenues will not include:
(i) in all cases, customers’ deposits or any other deposits or advances subject to refund until such deposits
or advances have become the property of the City; and (ii) the proceeds of borrowings. Notwithstanding
the foregoing, there will be deducted from Municipal System Revenues any amounts transferred into a
Rate Stabilization Fund as contemplated by the Installment Purchase Agreement, and there will be added
to Municipal System Revenues any amounts transferred out of such Rate Stabilization Fund to pay
Maintenance and Operation Costs of the Municipal System.

“Net Proceeds” means, when used with respect to any insurance, self-insurance or condemnation
award, the proceeds from such award remaining after payment of all expenses (including attorneys’ fees)
incurred in the collection of such proceeds.

“Net Metropolitan System Revenues” means, for any Fiscal Year, the Metropolitan System
Revenues for such Fiscal Year less the Maintenance and Operation Costs of the Metropolitan System for
such Fiscal Year.

“Net Municipal System Revenues” means, for any Fiscal Year, the Municipal System Revenues
for such Fiscal Year less the Maintenance and Operation Costs of the Municipal System for such Fiscal
Year.

“Net System Revenues” means, for any Fiscal Year, the System Revenues for such Fiscal Year
less the Maintenance and Operation Costs of the Wastewater System for such Fiscal Year.

“Obligations” means (a) obligations of the City for money borrowed (such as bonds, notes or
other evidences of indebtedness) or as installment purchase payments under any contract (including
Installment Payments), or as lease payments under any financing lease (determined to be such in
accordance with generally accepted accounting principles), the principal and interest on which are
payable from Net System Revenues; (b) obligations to replenish any debt service reserve funds with
respect to such obligations of the City; (c) obligations secured by or payable from any of such obligations
of the City; and (d) obligations of the City payable from Net System Revenues under (i) any contract
providing for payments based on levels of, or changes in, interest rates, currency exchange rates, stock or
other indices; (ii) any contract to exchange cash flows or a series of payments; or (iii) any contract to
hedge payment, currency, rate spread or similar exposure, including but not limited to interest rate swap
agreements and interest rate cap agreements.
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“QOutstanding” means, when used as of any particular time with respect to Obligations, all
Obligations theretofore or thereupon executed, authenticated and delivered by the City or any trustee or
other fiduciary, except (a) Obligations theretofore cancelled or surrendered for cancellation; (b)
Obligations paid or deemed to be paid within the meaning of any defeasance provisions thereof; (c)
Obligations owned by the City or the Authority; (d) Obligations in lieu of or in substitution for which
other Obligations have been executed and delivered; and (e) Obligations assumed by the District or other
successor in accordance with the Installment Purchase Agreement.

“Owner” means any person who will be the registered owner of any outstanding Obligation
certificate or other evidence of a right to receive Installment Payments directly or as security for payment
of the Obligation.

“Paired Obligations” means any Series (or portion thereof) of Parity Obligations designated as
Paired Obligations in a Supplement or related Issuing Instrument or other document authorizing the
issuance or incurrence thereof, which are simultaneously issued or incurred (a) the principal of which is
of equal amount maturing and to be redeemed (or cancelled after acquisition thereof) on the same dates
and in the same amounts; and (b) the interest rates which, taken together, result in an irrevocably fixed
interest rate obligation of the City for the terms of such Paired Obligations.

“Parity Installment Obligation” means Obligations consisting of or payable from Installment
Payments which are not subordinated in right of payment to other Installment Payments.

“Parity Obligations” means (a) Parity Installment Obligations, (b) Obligations the principal and
interest of which are payable on a parity with Parity Installment Obligations, (c) Qualified Take or Pay
Obligations, and (d) Qualified Swap Agreements. Notwithstanding the foregoing, any amounts payable
with respect to a Qualified Swap Agreement which represent termination payments or unwinding
payments will not be deemed to be Parity Obligations unless (i) such Qualified Swap Agreement
expressly states that such termination payments or unwinding payments are to be considered Parity
Obligations, and (ii) each Rating Agency which currently maintains a rating with respect to any Parity
Obligation confirms in Writing to the City that the inclusion of such termination payments or unwinding
payments as Parity Obligations will not result in a downgrading, withdrawal or suspension of such rating.

“Participating Agencies” will mean the cities and other agencies providing local sewage
collection services within their respective areas and which (a) have entered into contracts with the City
pursuant to which the City is providing sewage collection, transportation, treatment or disposal services;
or (b) are having such services provided by the District or other successor to the City to which the
Metropolitan System has been transferred pursuant to the Installment Purchase Agreement.

“Paying Agent” or “Paying Agents” means, with respect to an Installment Payment Obligation or
Series of Installment Payment Obligations, the bank, trust company or other financial institution, if any,
or other entities designated as the place or entity which will make payment on such Installment Payment
Obligation or a Series of Installment Payment Obligations and/or the interest thereon instead of or in
addition to the City Treasurer’s office.

“Payment Fund” means the fund designated in the Issuing Instrument as the fund into which
Installment Payments are to be deposited for the purposes of paying principal or interest on related
Obligations.

“Permitted Investments” means investments which pursuant to an Issuing Instrument are

permissible for the investment of funds received from the sale of Obligations pursuant to the Issuing
Document or from other funds held pursuant to the Issuing Document.

4819-1461-6866.12 B-35



“Project” means the construction, replacement and improvements to the Wastewater System
described in Exhibit A to the Installment Purchase Agreement and as modified with respect to
Components in conformance with the Installment Purchase Agreement.

“Purchase Price” means the principal amount plus interest thereon owed by the City to the
Authority under the terms hereof as provided in the Installment Purchase Agreement and as specified in a
Supplement.

“Qualified Swap Agreement” means a contract or agreement, payable from Net System Revenues
on a parity with Parity Obligations, intended to place Obligations on the interest rate, currency, cash flow
or other basis desired by the City, including, without limitation, any interest rate swap agreement,
currency swap agreement, forward payment conversion agreement or futures contract, any contract
providing for payments based on levels of, or changes in, interest rates, currency exchange rates, stock or
other indices, any contract to exchange cash flows or a series of payments, or any contract, including,
without limitation, an interest rate floor or cap, or an option, put or call, to hedge payment, currency, rate,
spread or similar exposure, between the City and the counterparty; provided, that not less than 30 days
prior to the City’s execution of such contract or agreement, each Rating Agency which maintains a rating
with respect to any Parity Obligation receives notice in writing of the City’s pending execution thereof;
provided further that at the time of origination each Rating Agency which maintains a rating with respect
to any Parity Obligation confirms in writing to the City that the City’s execution and delivery of such
contract will not result in a downgrading, withdrawal or suspension of such rating.

“Qualified Take or Pay Obligation” means the obligation of the City to make use of any facility,
property or services, or some portion of the capacity thereof, or to pay therefor from System Revenues, or
both, whether or not such facilities, properties or services are ever made available to the City for use, and
there is provided to the City a certificate of an Independent Engineer to the effect that the incurrence of
such obligation will not adversely affect the ability of the City to comply with the provisions of the
Installment Purchase Agreement.

“Rating Agencies” means Moody’s and S&P, or whichever of them is rating any Parity
Obligations or any Subordinated Obligations, as applicable.

“Rebate Fund” means the fund by that name established pursuant to any Issuing Instrument.
“Rebate Requirement” has the meaning specified in any Tax Certificate.

“Reserve Fund” and “Reserve Account” have the meanings given to such terms in any Issuing
Instrument or Supplement.

“Reserve Fund Credit Facility” means a letter of credit, line of credit, surety bond, insurance
policy or similar facility deposited in a Reserve Fund or Reserve Account in lieu of or in partial
substitution for cash or securities on deposit therein.

“Reserve Requirement” has the meaning given to such term in any Issuing Instrument or
Supplement.

“S&P” means Standard & Poor’s Corporation, a New York corporation, and its successors, and if

such corporation will for any reason no longer perform the functions of a securities rating agency, “S&P”
will be deemed to refer to any other nationally recognized securities rating agency designated by the City.
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“Serial Parity Obligations” means Serial Obligations which are Installment Payments or are
payable on a parity with Parity Installment Obligations.

“Serial Obligations” means Obligations for which no sinking fund payments are provided.

“Series” means Obligations issued at the same time or sharing some other, common term or
characteristic and designated as a separate Series.

“Sewer Revenue Fund” has the meaning ascribed thereto in the Installment Purchase Agreement.

“Subordinated Credit Provider” means any municipal bond insurance company, bank or other
financial institution or organization which is performing in all material respects its obligations under any
Subordinated Credit Support arrangements for some or all of the Subordinated Obligations.

“Subordinated Credit Provider Expenses” means the fees and expenses payable to any
Subordinated Credit Provider in connection with the provision of Subordinated Credit Support; provided,
that “Subordinated Credit Provider Expenses” will not include any Subordinated Credit Provider
Reimbursement Obligations.

“Subordinated Credit Provider Reimbursement Obligations” means obligations of the City to
repay, from Net System Revenues, amounts advanced by a Subordinated Credit Provider as credit support
or liquidity for Subordinated Obligations, which obligation will be a Subordinated Obligation.

“Subordinated Credit Support” means a policy of insurance, a letter of credit, a standby purchase
agreement, revolving credit agreement or other credit arrangement pursuant to which a Subordinated
Credit Provider provides credit or liquidity support with respect to the payment of interest, principal or
the purchase price of any Subordinated Obligations.

“Subordinated Obligations” means any Obligation (a) that is designated as a Subordinated
Obligation in the Issuing Instrument creating such Obligation; (b) the payment of which is subordinated
in right of payment to Parity Obligations; and (c) that in the Issuing Instrument creating such Obligation
there is an express statement that no Owner of such Obligation will have any right to take any action or
enforce any right that has a materially adverse effect on the interests of the Owners of the Installment
Payment Obligations.

“Supplement” means a Supplement, substantially in the form of Exhibit B to the Installment
Purchase Agreement, providing for the payment of specific Installment Payments as the Purchase Price
for Components of the Project, executed and delivered by the City and the Authority.

“System Revenues” means all income, rents, rates, fees, charges and other moneys derived from
the ownership or operation of the Wastewater System, including, without limiting the generality of the
foregoing, (a) all income, rents, rates, fees, charges (including standby and capacity charges), or other
moneys derived by the City from the wastewater services, facilities, and commodities or byproducts sold,
furnished or supplied through the facilities of or in the conduct or operation of the business of the
Wastewater System, but including, without limitation, investment earnings on the operating reserves to
the extent that the use of such earnings is limited to the Wastewater System by or pursuant to law,
earnings on any Reserve Fund for Obligations but only to the extent that such earnings may be utilized
under the Issuing Instrument for the payment of debt service for such Obligations; (b) the proceeds
derived by the City directly or indirectly from the lease of a part of the Wastewater System; (c) any
amount received from the levy or collection of taxes which are solely available and are earmarked for the
support of the operation of the Wastewater System; (d) amounts received under contracts or agreements
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with governmental or private entities and designated for capital costs; and (e) grants received from the
United States of America or from the State of California; provided, however, that System Revenues will
not include: (i) in all cases, customers deposits or any other deposits or advances subject to refund until
such deposits or advances have become the property of the City; and (ii) the proceeds of borrowings.
Notwithstanding the foregoing, there will be deducted from System Revenues any amounts transferred,
into a Rate Stabilization Fund as contemplated by the Installment Purchase Agreement, and there will be
added to System Revenues any amounts transferred out of such Rate Stabilization Fund to pay
Maintenance and Operation Costs of the Wastewater System.

“Tax Certificate” means any certificate delivered with respect to the maintenance of the tax-
exempt status of Tax-Exempt Installment Payment Obligations.

“Tax-Exempt Installment Payment Obligations” means Installment Payment Obligations in
respect of which it is intended that the interest component thereof will be excluded from gross income
pursuant to Section 103 of the Code.

“Tender Indebtedness” means any Parity Obligations or portions of Parity Obligations, a feature
of which is an option, on the part of the holders thereof, or an obligation, under the terms of such Parity
Obligations, to tender all or a portion of such Parity Obligations to the City, a Paying Agent or other
fiduciary or agent for payment or purchase and requiring that such Bonds or portions of Bonds or that
such rights to payments or portions of payments be purchased if properly presented.

“Term Parity Obligations” means Term Obligations which are Parity Installment Obligations or
are payable on a parity with Parity Installment Obligations.

“Term Obligations” means Obligations which are payable on or before their specified maturity
dates from sinking fund payments established for that purpose and calculated to retire such Obligations on
or before their specified maturity dates.

“Trustee” means a financial institution acting in its capacity as Trustee under and pursuant to the
any Issuing Instrument, and its successors and assigns.

“Variable Rate Indebtedness” means any portion of indebtedness evidenced by Parity Obligations
the interest rate on which is not established at the time of incurrence of such indebtedness and has not, at
some subsequent date, been established at a rate which is not subject to fluctuation or subsequent
adjustment, excluding Paired Obligations.

“Wastewater Service” means the wastewater collection and treatment services made available or
provided by the Wastewater System.

“Wastewater System” means any and all facilities, properties and improvements at any time
owned, controlled or operated by the City as part of the Sewer Revenue Fund for the collection, treatment,
distribution, administration, disposal or reclamation of waste, including the Municipal System and the
Metropolitan System. After any transfer of the Metropolitan System permitted by the Installment
Purchase Agreement, “Wastewater System” will mean the Municipal System with respect to the City and
the Metropolitan System with respect to the transferee.

General

The Installment Purchase Agreement provides the terms and conditions of the purchase of the
Project by the City. Certain provisions of the Installment Purchase Agreement are summarized below.
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These summaries do not purport to be complete or definitive and are qualified in their entireties by
reference to the full terms of the Instaliment Purchase Agreement.

Acquisition and Construction of the Project. The Authority has agreed to cause the Project to be
constructed, acquired and installed by the City, as agent of the Authority. The City will enter into
contracts and provide for, as agent of the Authority, the complete construction, acquisition and
installment of the Project. The City has agreed that it will cause the construction, acquisition and
installation of the Project to be diligently performed. Except to the extent of proceeds of the Obligations
which are deposited in the Acquisition Fund, the Authority will be under no liability of any kind or
character whatsoever for the payment of any cost of any Components. In the event the proceeds of the
Obligations deposited in the Acquisition Fund are insufficient to complete the construction, acquisition
and installation of Components, the City will cause to be deposited in the Acquisition Fund (or otherwise
appropriate and encumber) from and to the extent of available amounts on deposit in the Sewer Revenue
Fund (or other lawfully available moneys) an amount equal to that necessary to complete the construction,
acquisition and installation of such Components.

The Authority will not undertake to cause any Component of the Project to be constructed,
acquired or installed unless and until the City and the Authority have entered into a Supplement
specifying the components of the Project to be installed, the date of completion, the Purchase Price to be
paid by the City under the Installment Purchase Agreement for that Component of the Project, and the
Installment Payments or the method of calculating Installment Payments.

Changes to the Project. From time to time and at any time, the City may modify or amend the
description of the Project, to eliminate any part thereof and/or to substitute another Project or Projects, all
without obtaining any consent, by filing such modification or amendment with the Authority and the
Trustee; provided however, that no such amendment will substitute a Project or Projects which are not to
be owned by the Sewer Revenue Fund or will in any way impair the obligations of the City contained in
any Supplement executed prior to such amendment. The City may substitute other improvements for
those listed as Components in any Supplement, but only if the City first files with the Authority and the
Trustee a certificate of an Authorized City Representative: (a) identifying the Components to be
substituted and the Components they replace; (b) stating that the substituted Components will be owned
by the Sewer Revenue Fund; and (c) stating that with respect to Components financed with Tax-Exempt
Installment Obligations, the estimated costs of construction, acquisition and installation of the substituted
improvements are not less than such costs for the improvements previously planned.

Substituted Components may include or consist of an undivided interest in such Components, in
which event the costs associated with the substituted Components over and above the undivided interest
need not be deposited in the Acquisition Fund (or otherwise appropriated and encumbered); provided that
the certificate of an Authorized City Representative specifies that the funds necessary to complete the
substituted Components are on deposit in the Acquisition Fund or otherwise appropriated and
encumbered.

Installment Payments

Purchase Price. The City will pay the Purchase Price for any Components being purchased as
provided in a Supplement. The Purchase Price to be paid by the City to the Authority under any
Supplement to the Installment Purchase Agreement, solely from Net System Revenues and from no other
sources, is the sum of the principal amount of the City’s obligations under any Supplement plus the
interest to accrue on the unpaid balance of such principal amount from the effective date and over the
term of the Supplement, subject to prepayment provisions as provided therein.
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The principal amount of the Instaliment Payments to be made by the City under a Supplement
will be paid at least five days prior to the date such Installment Payments are payable as specified in such
Supplement or at such other earlier time or times and in the manner or manners as specified in such
Supplement. In the event the principal amount of an Installment Payment is not paid by the date the same
is due and payable as specified in such Supplement, the same will bear interest at the Default Rate,
commencing on the day the same is due, to, but not including, the payment date.

The interest to accrue on the unpaid balance of such principal amount will be paid at least five
days prior to the date such interest is payable as specified in a Supplement or at such other earlier time or
times as specified in such Supplement, and will be paid by the City as and constitute interest paid on the
principal amount of the City’s obligations thereunder. Interest will be payable in an amount not
exceeding the Maximum Rate, at such intervals and according to such interest rate formulas as will be
specified in a Supplement or by reference to any Issuing Instrument to which such Supplement relates,
and will be payable with such frequency as will be specified therein. In the event that interest is not paid
by the date such interest is payable, to the extent permitted by applicable law, such interest will thereafter
bear interest at the Default Rate, commencing on the day the same is due, to, but not including, the
payment date.

Installment Payments; Reserve Fund Payments. The City may, subject to any rights of
prepayment provided in a Supplement, pay to the Authority, solely from Net System Revenues and from
no other sources, the Purchase Price in Installment Payments over a period not to exceed the maximum
period permitted by law, as provided in a Supplement.

Subject to the allocation of Net System Revenues described in “—Allocation of System
Revenues” below, in the event that a Trustee notifies the City that the amount on deposit in a Reserve
Fund or Reserve Account is less than the Reserve Requirement, the City will deposit or cause to be
deposited, solely from Net System Revenues, in such Reserve Fund or Reserve Account such amounts on
a monthly basis as are necessary to increase the amount on deposit therein to the Reserve Requirement in
the ensuing six months.

The obligation of the City to make the Installment Payments solely from Net System Revenues is
absolute and unconditional, and until such time as the Purchase Price has been paid in full (or provision
for the payment thereof has been made), the City will not discontinue or suspend any Installment
Payments required to be made by it when due, whether or not the Project or any part thereof is operating
or operable or has been completed, or its use is suspended, interfered with, reduced or curtailed or
terminated in whole or in part, and such Installment Payments will not be subject to reduction whether by
offset or otherwise and will not be conditioned upon the performance or nonperformance by any party of
any agreement for any cause whatsoever.

The City agrees and covenants under the Installment Purchase Agreement that all System
Revenues will be received by the City in trust and will be deposited when and as received in the Sewer
Revenue Fund. The City agrees and covenants to maintain the Sewer Revenue Fund so long as any
Installment Payments or payments due by the City under any Qualified Swap Agreement remain unpaid,
and all moneys in the Sewer Revenue Fund will be so held in trust and applied and used solely as
provided in the Installment Purchase Agreement.

Commitment of the Net System Revenues
All Parity Obligations, including Parity Instaliment Payment Obligations, will be secured by a

first priority lien on and pledge of Net System Revenues. The City in the Installment Purchase
Agreement has granted such first priority lien on and pledge of Net System Revenues to secure Parity
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Obligations. Such lien and pledge will constitute a first priority lien on Net System Revenues. All Parity
Obligations will be of equal rank with each other without preference, priority or distinction of any Parity
Obligations over any other Parity Obligations.

All Subordinated Obligations will be secured by a second priority lien on and pledge of Net
System Revenues that is junior and subordinate to the lien on and pledge of Net System Revenues
security Parity Obligations. The City in the Installment Purchase Agreement has granted such second
priority lien on and pledge of Net System Revenues to secure Subordinated Obligations. Such lien and
pledge will constitute a second priority lien on Net System Revenues. All Subordinated Obligations will
be of equal rank with each other without preference, priority or distinction of any Subordinated
Obligations over any other Subordinated Obligations.

The City represents and states in the Installment Purchase Agreement that it has not previously
granted any lien or charge on any of the Net System Revenues except as provided in the Installment
Purchase Agreement; provided, however, that out of Net System Revenues there may be apportioned such
sums for such purposes as are expressly permitted by the Installment Purchase Agreement.

Nothing contained in the Installment Purchase Agreement limits the right and ability of the City
to grant liens on and pledges of Net System Revenues that are subordinate to the liens on and pledges of
Net System Revenues for the benefit of Parity Obligations or Subordinated Obligations contained in the
Installment Purchase Agreement.

Allocation of System Revenues

Payment of Parity Obligations. In order to carry out and effectuate the commitment and pledge
contained in the Installment Purchase Agreement, the City agrees and covenants that all System Revenues
will be received by the City in trust and will be deposited when and as received in the City of San Diego
Sewer Revenue Fund, which fund was established pursuant to the Ordinances of the City Council of the
City (the “Sewer Revenue Fund™) and which fund the City agrees and covenants to maintain so long as
any Installment Payments or payments due by the City under any Qualified Swap Agreement related
thereto remain unpaid, and all moneys in the Sewer Revenue Fund will be so held in trust and applied and
used solely as provided herein. The City will pay: (a) directly or as otherwise required all Maintenance
and Operation Costs of the Wastewater System; (b) to the Trustee of the Parity Installment Obligations
for deposit in the Payment Fund for Parity Installment Obligations, the amounts specified in any Issuing
Instrument, as payments due on account of Parity Installment Obligations; (c) to the obligee specified
therein, any payment due as to any Parity Obligation that is not a Parity Instaliment Obligation (including
any Credit Provider Reimbursement Obligations designated as Parity Obligations), other than (i)
payments due on account of Qualified Take or Pay Obligations and (ii) payments due by the City under a
Qualified Swap Agreement; (d) to the obligee specified therein, any payment due as to Qualified Take or
Pay Obligations; and (e) to the counterparty specified in any Qualified Swap Agreement, the amounts or
payments due under such Qualified Swap Agreement as Parity Obligations. In the event there are
insufficient Net System Revenues to make all of the payments contemplated by the foregoing clauses (b),
(c), (d) and (e), then said payments will be made as nearly as practicable, pro rata, based upon the
respective unpaid principal amounts of said Parity Obligations.

Funding of Reserve Funds and Reserve Accounts for Parity Obligations. After the payments
contemplated by the foregoing paragraph have been made, and in any event not less frequently than May
15 and November 15 of each year or any date on which payments in respect of any Subordinated
Obligations are due, any remaining Net System Revenues will be used to make up any deficiency in the
Reserve Funds and Reserve Accounts for Parity Obligations. Notwithstanding the use of a Reserve Fund
Credit Facility, in lieu of depositing funds in the Reserve Fund and Reserve Accounts for Parity
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Obligations, in the event of any draw on the Reserve Fund Credit Facility, there will be deemed a
deficiency in such Reserve Funds and Reserve Accounts until the amount of the Reserve Fund Credit
Facility is restored to its pre-draw amount. In the event there are insufficient Net System Revenues to
make up all deficiencies in all Reserve Funds and Reserve Accounts for Parity Obligations, such
payments into Reserve Funds and Reserve Accounts will be made as nearly as practicable pro rata based
on the respective unpaid principal amount of all Parity Obligations.

Payment of Subordinated Obligations.

@ Notwithstanding anything in the Installment Purchase Agreement to the contrary, no
payments from the Sewer Revenue Fund will be made in respect of any Subordinated Obligations unless
the following conditions are met:

(i all Maintenance and Operation Costs of the Wastewater System are being and
have been paid and are then current; and

(i) all deposits and payments contemplated by clause (b), (c), (d) and (e) under
“Payment of Parity Obligations” above will have been made in full and no deficiency in any
Reserve Fund or Reserve Account for Parity Obligations will exist, and there will have been paid,
or segregated within the Sewer Revenue Fund, the amounts payable during the current month
pursuant to clause (b), (c), (d) and (e) under “—Payment of Parity Obligations” above; provided,
however, that if the amounts payable during any month pursuant to clause (b), (c), (d) or (e) under
“—Payment of Parity Obligations” above are not able to be determined at the time of the payment
of any Subordinated Obligation due to periods in which the actual interest rate accruing in respect
of any Parity Obligations cannot yet be determined, then no payments from the Sewer Revenue
Fund will be made in respect of any Subordinated Obligations unless there will have been
segregated within the Sewer Revenue Fund the maximum amount that may be payable in that
month under clause (b), (c), (d) and (e) under “—Payment of Parity Obligations” above as
specified in the Issuing Instruments of the Parity Obligations and in accordance with applicable
law; and

(b) Subject to paragraph (a) above, the City will apply any amounts thereafter remaining in
the Sewer Revenue Fund (i) to the payment of Subordinated Credit Provider Expenses; and (ii) to the
obligee specified therein, any payment due as to any Subordinated Obligations. In the event that there are
insufficient Net System Revenues remaining in the Sewer Revenue Fund after the payments described in
paragraph (a) to make all of the payments contemplated by clause (ii) of the immediately preceding
sentence, then said payments will be made as nearly as practicable, pro rata, based on the respective
unpaid principal amounts of said Subordinated Obligations.

Funding of Reserve Funds and Reserve Accounts for Subordinated Obligations. After the
payments contemplated by the preceding paragraphs have been made, and in any event (subject to the
payments required pursuant to the preceding paragraphs) not later than those times specified in the
Issuing Instruments of any Subordinated Obligations or the dates on which any payments in respect of
any Obligations that are neither Parity Obligations nor Subordinated Obligations are due, any remaining
Net System Revenues in the Sewer Revenue Fund will be used (a) to fund or to contribute to any Reserve
Funds and Reserve Accounts for Subordinated Obligations; and (b) to make up any deficiency in the
Reserve Funds and Reserve Accounts for Subordinated Obligations, in such amounts as are specified in
the Issuing Instruments of the Subordinated Obligations. Notwithstanding the use of a Reserve Fund
Credit Facility in lieu of depositing funds in the Reserve Funds and Reserve Accounts for Subordinated
Obligations, in the event of any draw on the Reserve Fund Credit Facility, there will be deemed a
deficiency in such Reserve Funds and Reserve Accounts until the amount of the Reserve Fund Credit
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Facility is restored to its pre-draw amount. In the event there are insufficient Net System Revenues to
make up all deficiencies in all Reserve Funds and Reserve Accounts for Subordinated Obligations, such
payments into Reserve Funds and Reserve Accounts for Subordinated Obligations will be made as nearly
as practicable, pro rata, based on the respective unpaid principal amount of all Subordinated Obligations.

Remaining Funds. Any amounts thereafter remaining in the Sewer Revenue Fund after the
payments made pursuant to the preceding paragraphs may from time to time be used to pay for capital
expenditures for the Wastewater System or any other Wastewater System purpose, provided, all deposits
and payments contemplated by clause (b) under the caption “Payment of Subordinated Obligations”
above will have been made in full and no deficiency in any Reserve Fund or Reserve Account for
Subordinated Obligations will exist, and there will have been paid, or segregated within the Sewer
Revenue Fund, the amounts payable during the current month pursuant to said clause (b) under the
caption “Payment of Subordinated Obligations” above; provided, further, that if the amounts payable
during any month pursuant to said clause (b) under the caption “Payment of Subordinated Obligations”
above are not able to be determined at the time of the payment of any Obligation that is neither a Parity
Obligation nor a Subordinated Obligation due to periods in which the actual interest rate accruing in
respect of any Subordinated Obligations cannot yet be determined, then no payments from the Sewer
Revenue Fund will be made in respect of any such Obligations unless there will have been segregated
within the Sewer Revenue Fund the maximum amount that may be payable in that month under said
clause (b) under the caption “Payment of Subordinated Obligations” above as specified in the Issuing
Instruments of the Subordinated Obligations and in accordance with applicable law.

The obligations of the City under the Installment Purchase Agreement to make deposits into
Reserve Funds and Reserve Accounts will have the priorities as to Net System Revenues as described
above.

Additional Obligations

The City may not create any Obligations the payments of which are senior or prior in right to the
payment by the City of Parity Obligations.

Without regard to the provisions in the next paragraph, the City may at any time enter into or
create an obligation or commitment which is a Credit Provider Reimbursement Obligation or a Qualified
Swap provided the Obligation to which the Qualified Swap Agreement relates is a Parity Obligation.

The City may at any time and from time to time issue or create any other Parity Obligations,
provided:

€)] there will not have occurred and be continuing (i) an Event of Default under the
terms of the Installment Purchase Agreement or any Issuing Instrument, or (ii) Event of Default
or Termination Event (as defined in any Qualified Swap Agreement) under any Qualified Swap
Agreement; and

(b) the City obtains or provides a certificate or certificates, prepared by the City or at
the City’s option by a Consultant, showing that:

(i the Net System Revenues as shown by the books of the City for any 12
consecutive month period out of the 18 consecutive months ending immediately prior to
the incurring of such additional other Parity Obligations will have amounted to at least
1.20 times the Maximum Annual Debt Service on all Parity Obligations Outstanding
during such period. For purposes of preparing the certificate or certificates described
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above, the Consultant or Consultants may rely upon financial statements prepared by the
City, which have not been subject to audit by an independent certified public accountant
if audited financial statements for the period are not available; and

(i) the estimated Net System Revenues for the next 12 months following the
date of issuance of such other Parity Obligations will be at least equal to 1.20 times the
Maximum Annual Debt Service for all Parity Obligations which will be Outstanding
immediately after the issuance of the proposed Parity Obligations.

For purposes of the computations to be made as described in clause (ii) above,
the determination of Net System Revenues:

(A) may take into account any increases in rates and charges which
relate to the Wastewater System and will take into account any reduction in such
rates and charges, which will, for purposes of the test described in clause (ii), be
effective during the fiscal year ending within the 12-month period for which such
estimate is made; and

(B) may take into account an allowance for any estimated increase in
such Net System Revenues from any revenue producing additions or
improvements to or extensions of the Wastewater System, to be made with the
proceeds of such additional indebtedness or with the proceeds at Parity
Obligations previously issued, all in an amount equal to the estimated additional
average annual Net System Revenues to be derived from such additions,
improvements and extensions for the first 36-month period in which each
addition, improvement or extension is respectively to be in operation, all as
shown by such certificate of the City or a Consultant, as applicable; and

© for the period contemplated by clause (ii) Maintenance and
Operation Costs of the Wastewater System will be deemed to be equal to such
costs for the 12 consecutive months immediately prior to incurring such other
Parity Obligations, but adjusted if deemed necessary, by the City or a Consultant,
as applicable, for any increased Maintenance and Operations Costs of the
Wastewater System which are, in the judgment of the City or a Consultant, as
applicable, essential to maintaining and operating the Wastewater System and
which will occur during the Fiscal Year ending within the period contemplated
by clause (ii).

The certificate or certificates described above in clause (ii) will not be required if the Parity
Obligations being issued are for the purpose of (a) issuing the Parity Obligations initially issued under
this Agreement; or (b) refunding (x) then Outstanding Parity Obligations if at the time of the issuance of
such Parity Obligations a certificate of an Authorized City Representative will be delivered showing that
Debt Service in each Fiscal Year on all Parity Obligations Outstanding after the issuance of the refunding
Parity Obligations will not exceed Debt Service in each corresponding Fiscal Year on all Parity
Obligations Outstanding prior to the issuance of such Parity Obligations; or (y) then Outstanding Balloon
Indebtedness, Tender Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal
amount of such indebtedness has been put, tendered to or otherwise purchased by a standby purchase or
other liquidity facility relating to such indebtedness.

Without regard to the preceding paragraphs, if (a) no Event of Default has occurred and is
continuing; and (b) no Event of Default or Termination Event (as defined in any Qualified Swap
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Agreement) under any Qualified Swap Agreement has occurred and is continuing, the City may issue or
incur Subordinated Obligations, and such Subordinated Obligations may be paid only in accordance with
the provisions described under the captions “—Allocation of System Revenues—Payment of
Subordinated Obligations” and “—Allocation of System Revenues—Funding of Reserve Funds and
Reserve Accounts for Subordinated Obligations” above.

Selected Covenants of the City

Compliance With Installment Purchase Agreement; Ancillary Agreements. The City will
punctually pay Parity Obligations in strict conformity with the terms thereof and with the terms of the
Installment Purchase Agreement, and will faithfully observe and perform all the agreements, conditions,
covenants and terms contained in the Installment Purchase Agreement, and will not terminate the
Installment Purchase Agreement for any cause including, without limiting the generality of the foregoing,
any acts or circumstances that may constitute failure of consideration, destruction of or damage to the
Project, commercial frustration of purpose, any change in the tax or other laws of the United States of
America or of the State or any political subdivision of either or any failure of the Authority to observe or
perform any agreement, condition, covenant or term contained in the Installment Purchase Agreement,
whether express or implied, or any duty, liability or obligation arising out of or connected therewith of the
insolvency, or deemed insolvency, or bankruptcy, or liquidation of the Authority, or any force majeure,
including, acts of God, tempest, storm, earthquake, war, rebellion, riot, civil disorder, acts of public
enemies, blockade or embargo, strikes, industrial disputes, lack of transportation facilities, fire, explosion,
or acts or regulations of governmental authorities.

The City will faithfully observe and perform all the agreements, conditions, covenants and terms
contained in the Installment Purchase Agreement, including Supplements, and any Issuing Instrument or
Qualified Swap Agreement relating to Parity Obligations required to be observed and performed by it
and, except as otherwise provided in the Installment Purchase Agreement, each of the agreements,
conditions, covenants and terms contained in each such contract and agreement is an essential and
material term of the purchase of and payment for each Component by the City pursuant to, in accordance
with, and as authorized under the Law.

The City will faithfully observe and perform all of the agreements and covenants of the City
contained in each Authorizing Ordinance and will not permit the same to be amended or modified so as to
adversely affect the Owners of Installment Payment Obligations or the counterparty to any Qualified
Swap Agreement that is in effect.

The City will be unconditionally and irrevocably obligated, as long as any Installment Payment
Obligations remain outstanding and unpaid, to take all lawful action necessary or required to continue to
entitle the City to collect and deposit such System Revenues in the Sewer Revenue Fund for use as
provided in this Installment Purchase Agreement; provided, however, such obligation does not, in any
way, limit the City’s ability to undertake any and all legal actions, including any appeals, in the defense of
a federal court order dictating a wastewater system configuration other than that approved and adopted by
the City.

Against Encumbrances, Sale or Competitive Facilities. The City will not make any pledge of or
place any lien on the Net System Revenues except as otherwise provided in the Installment Purchase
Agreement. The City will not sell, lease or otherwise dispose of the Wastewater System or any part
thereof essential to the proper operation of the Wastewater System or to the maintenance of the System
Revenues, except as provided in the Installment Purchase Agreement. Further, the City will not, excepts
as otherwise provided in the Installment Purchase Agreement, enter into any agreement or lease which
impairs the operation of the Wastewater System or any part thereof necessary to secure adequate Net
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System Revenues for the payment of the Parity Obligations or which would otherwise impair the rights of
the Authority with respect to the System Revenues or which has become nonoperative or which is not
needed for the efficient and proper operation of the Wastewater System, or any material or equipment
which has become worn out, may be sold if such sale will not materially reduce the Net System Revenues
and if the proceeds of such sale are deposited in the Sewer Revenue Fund.

Except as permitted under the Installment Purchase Agreement, the City will not, to the extent
permitted by existing law, construct, acquire, maintain or operate and will not, to the extent permitted by
existing law and within the scope of its powers, permit any other public or private agency, authority,
district or political subdivision or any person whomsoever to acquire, construct, maintain or operate
within the City any wastewater system competitive with the Wastewater System.

Transfer of Metropolitan System Components. Notwithstanding anything to the contrary in the
Installment Purchase Agreement, the City may transfer ownership of substantially all of the Metropolitan
System, including amounts in the Sewer Revenue Fund attributable to the Metropolitan System, and any
amounts in the Rate Stabilization Fund agreed upon by the City and the transferee as being attributable to
the Metropolitan System, to the District or any other governmental agency whose primary purpose is to
provide wastewater treatment and disposal service; provided such entity agrees to assume all Obligations
the proceeds of which were used to acquire Components which are part of the Metropolitan System and
all other obligations relating to the Metropolitan System which are payable from Metropolitan System
Revenues, Net Metropolitan System Revenues, System Revenues or Net System Revenues, including but
not limited to salaries and benefits payable to employees who are to become employees of such entity, all
accounts payable, Qualified Swap Agreements, Credit Provider Reimbursement Obligations and all other
obligations with respect thereto such as capital improvement expenditure obligations and tort claims, and
the obligation to pay fines, penalties or damages arising out of or relating to violation of federal, state or
local laws or regulations which are applicable or purported to be applicable to the operation of the
Metropolitan System, and provided that the following conditions are met:

@) there will not have occurred and be continuing an Event of Default under the
terms of the Installment Purchase Agreement, or any other Issuing Instrument or Qualified Swap
Agreement or any Termination Event (as defined in a Qualified Swap Agreement) under any
Qualified Swap Agreement;

(b) there will have been delivered to the Trustee an opinion of Bond Counsel to the
effect that the proposed transfer will not have an adverse effect on the exclusion from gross
income for federal income tax purposes of the interest component of Tax-Exempt Installment
Payment Obligations;

©) the entity will have obtained all necessary licenses, permits and consents from all
governmental agencies or authorities having or asserting jurisdiction over the activities of the
Metropolitan System;

(d) there will be delivered to all trustees for any Obligations and to any Qualified
Swap Provider an opinion of counsel, who may be the City Attorney of the City, to the effect that
the Supplements referred to in clauses (h)(i) and (h)(ii) below are valid, binding and enforceable
against the transferee in the case of a Supplement referred to in clause (h)(i) below and against
the City in the case of a Supplement referred to in a clause (h)(ii) below;

(e the City obtains or provides a certificate prepared by a Consultant showing that

(i) the estimated Net Metropolitan System Revenues for the next 12 months following the date of
transfer will be at least equal to 1.20 times the Maximum Annual Debt Service for all
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Outstanding Parity Obligations to be assumed by the transferee, assuming for this purpose that
the Outstanding Parity Obligations to be assumed by the transferee will include all such
Obligations; and (ii) the estimated Net Municipal System Revenues for the next 12 months
following the date of transfer will be at least equal to 1.20 times the Maximum Annual Debt
Service for all Outstanding Parity Obligations not to be assumed by the transferee, assuming for
this purpose that the Outstanding Parity Obligations not to be assumed by the transferee will
include all such Obligations;

0] there will be delivered to the Trustee a notice of each of the Rating Agencies then
providing ratings on all Obligations to be outstanding immediately after the transfer, reconfirming
the ratings on all such Obligations in effect immediately prior to such transfer, without giving
effect to any bond insurance, letter of credit, guarantee or other credit support for such
Obligations, or alternatively, all such Obligations will be defeased or paid in full prior to such
transfer;

(9) there will be delivered to each Owner notice of the intended transfer of
Metropolitan System Components not less than 30 nor more than 60 days prior to the expected
transfer date; and

(h) incident to a transfer of the Metropolitan System permitted by the Installment
Purchase Agreement:

(i) the transferee will execute and deliver to the Trustee a Supplement which
will contain the following:

(A) the assumption and indemnification by the transferee of all
obligations of the City under the Installment Purchase Agreement, but only as
they relate to the Metropolitan System, including Obligations the proceeds of
which were used to acquire Components for the Metropolitan System;

(B) a pledge by the transferee of Net Metropolitan System Revenues
for the payment of assumed Parity Obligations which will be in substantially the
same form as the pledge of the City under the Installment Purchase Agreement of
Net System Revenues to secure the payment of all Parity Obligations;

© representations of the transferee substantially in the form
provided by the City under the Installment Purchase Agreement, but only as to
the Obligations assumed by the transferee and the covenants to be contained in
such Supplement;

(D) covenants of the transferee relating to the acquisition,
construction and changes to the Project, but only as to the Components which are
or are to be part of the Metropolitan System;

(E) covenants of the transferee relating to Purchase Payments and
Installment Payments, but only as they relate to Parity Obligations being assumed
by the transferee and the Net Metropolitan System Revenues;

(F) covenants of the transferee relating to the allocation of System
Revenues, but limited only to Parity Obligations assumed by the transferee and
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moneys deposited from Metropolitan System Revenues and Net Metropolitan
System Revenues;

(G) covenants of the transferee relating to Additional Obligations,
but only within respect to Parity Obligations payable from Net Metropolitan
System Revenues (for this purpose the calculations and coverages contemplated
thereby will relate only to Metropolitan System Revenues, Maintenance and
Operations Costs of the Metropolitan System and Net Metropolitan System
Revenues);

(H) covenants of the transferee substantially in the form provided by
the City under the Installment Purchase Agreement, (exclusive of covenants
relating to the transfer of the Metropolitan System and subcontracting), but only
to the extent of the Metropolitan System and Installment Payment Obligations
payable from Metropolitan System Revenues and Net Metropolitan System
Revenues and Installment Payment Obligations assumed by or of the transferee;

n Events of Default and remedies substantially in the form set forth
in the Installment Purchase Agreement, but only relating to Parity Obligations
assumed by the transferee; and

() covenants of the transferee relating to benefits of the Installment
Purchase Agreement, amendments of the Installment Purchase Agreement and
the effective date, but only with respect to Parity Obligations assumed by the
transferee; and

(i) the City will execute and deliver a Supplement which will reaffirm all of
the City’s representations and warranties under the Installment Purchase Agreement and
each Supplement, the pledge provided for therein, and each of the covenants of the City
contained in the Installment Purchase Agreement or any Supplement, provided that such
representations, warranties, pledges and covenants will be limited solely and exclusively
to the Municipal System, Municipal System Revenues, Maintenance and Operations
Costs of the Municipal System and Net Municipal System Revenues, as the case may be.

Upon execution and delivery of such Supplements and upon satisfaction of the conditions
specified above, the City will be relieved and discharged from any and all Installment Payment
Obligations payable from Net System Metropolitan Revenues and which have been assumed by a
transferee.

Maintenance and Operation of the Wastewater System; Budgets. The City will maintain and
preserve the Wastewater System in good repair and working order at all times and will operate the
Wastewater System in an efficient and economical manner and will pay all Maintenance and Operation
Costs of the Wastewater System as they become due and payable. The City will adopt and file with the
Authority, on or before the effective date of the Installment Purchase Agreement, a budget approved by
the City Council of the City setting forth the estimated Maintenance and Operation Costs of the
Wastewater System for the period from such date until the close of the then current Fiscal Year. On or
before August 1, of each Fiscal Year, the City will adopt, and on or before 120 days after the beginning of
the Fiscal Year, file with the Authority a budget approved by the City Council of the City setting forth the
estimated Maintenance and Operation Costs of the Wastewater System for such Fiscal Year. Any budget
may be amended at any time during any Fiscal Year and such amended budget will be filed by the City
with the Authority.
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Amount of Rates and Charges; Rate Stabilization Fund. The City will fix, prescribe and collect
rates and charges for the Wastewater Service which will be at least sufficient (a) to pay during each Fiscal
Year all Obligations, (other than Parity Obligations) payable in such Fiscal Year; and (b) to yield during
each Fiscal Year Net System Revenues equal to 120% of the Debt Service for such Fiscal Year. The City
may make adjustments from time to time in such rates and charges and may make such classification
thereof as it deems necessary, but will not reduce the rates and charges then in effect unless the Net
System Revenues from such reduced rates and charges will at all times be sufficient to meet the
requirements of the Installment Purchase Agreement.

The City may establish, as a fund within the Sewer Revenue Fund, a fund denominated the Rate
Stabilization Fund. From time to time the City may deposit into the Rate Stabilization Fund, from current
System Revenues, such amounts as the City will determine and the amount of available current System
Revenues will be reduced by the amount so transferred. Amounts may be transferred from the Rate
Stabilization Fund solely and exclusively to pay Maintenance and Operation Costs of the Wastewater
System, and any amounts so transferred will be deemed System Revenues when so transferred. All
interest or other earnings upon amounts in the Rate Stabilization Fund may be withdrawn therefrom and
accounted for as System Revenues.

Insurance. The City will procure and maintain or cause to be procured and maintained insurance
on the Wastewater System with responsible insurers, or provide self-insurance reserves, in such amounts
and against such risks (including accident to or destruction of the Wastewater System) as are usually
covered in connection with wastewater systems similar to the Wastewater System. In the event of any
damage to or destruction of the Wastewater System caused by the perils covered by such insurance or
self-insurance, the Net Proceeds thereof will be applied to the reconstruction, repair or replacement of the
damaged or destroyed portion of the Wastewater System. The City will begin such reconstruction, repair,
or replacement promptly, after such reconstruction, repair or replacement as expeditiously as possible,
and will payout of such Net Proceeds all costs and expenses in connection with such reconstruction,
repair or replacement so that the same will be completed and the Wastewater System will be free and
clear of all claims and liens unless the City determines that such property or facility is not necessary to the
efficient operation of the Wastewater System and therefore determines not to reconstruct, repair or
replace such project or facility. If such Net Proceeds exceed the costs of such reconstruction, repair or
replacement, then the excess Net Proceeds will be deposited in the Sewer Revenue Fund and be available
for other proper uses of Funds deposited in the Sewer Revenue Fund.

The City will procure and maintain such other insurance which it will deem advisable or
necessary to protect its interests and the interests of the Authority, which insurance will afford protection
in such amounts and against such risks as are usually covered in connection with wastewater systems
similar to the Wastewater System; provided, that, any such insurance may be maintained under a self-
insurance program so long as such self-insurance is maintained in the amounts and manner usually
maintained in connection with wastewater systems similar to the Wastewater System and is, in the
opinion of an accredited actuary, actuarially sound.

All policies of insurance required to be maintained in the Installment Purchase Agreement will, to
the extent reasonably obtainable, provide that the Authority and the Trustee will be given 30 days’ written
notice of any intended cancellation thereof or reduction of coverage provided thereby. The City will
certify to the Authority and Trustee annually or on or before August 31 that it is in compliance with the
insurance requirements provided in the Installment Purchase Agreement.

Accounting Records, Financial Statements and Other Reports. The City will keep appropriate
accounting records in which complete and correct entries will be made of all transactions relating to the
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Wastewater System, which records will be available for inspection by the Authority and the Trustee at
reasonable hours and under reasonable conditions.

The City will prepare and file with the Authority and the Trustee, annually after the close of each
Fiscal Year, the following:

@) within 270 days financial statements of the Sewer Revenue Fund for the
preceding Fiscal Year prepared in accordance with generally accepted accounting principles,
together with an Accountant’s Report thereon;

(b) within 45 days, a detailed report as to all insurance policies maintained and self-
insurance programs maintained by the City with respect to the Wastewater System as of the close
of such Fiscal Year, including the names of the insurers which have issued the policies and the
amounts thereof and the property or risks covered thereby; and

(© the City will furnish a copy of the financial statements referred to above to any
Owner of the Bonds requesting a copy thereof.

Payment of Taxes and Compliance With Governmental Regulations. The City will pay and
discharge all taxes, assessments and other governmental charges which may be lawfully imposed upon
the Wastewater System or any part thereof or upon the System Revenues when the same will become due.
The City will duly observe and conform with all valid regulations and requirements of any governmental
authority relative to the operation of the Wastewater System or any part thereof, but the City will not be
required to comply with any regulations or requirements so long as the validity or application thereof will
be contested in good faith.

Collection of Rates and Charges; No Free Service. The City will have in effect at all times rules
and regulations for the payment of bills for Wastewater Services, and that such regulations will provide
that where the City furnishes water to the property receiving Wastewater Service, the Wastewater Service
charges will be collected together with the water rates upon the same bill providing for a due date and a
delinquency date for each bill. In each case where such bill remains unpaid in whole or in part after it
becomes delinquent, the City may disconnect such premises from the water service, and such premises
will not thereafter be reconnected to the water service except in accordance with City operating rules and
regulations governing such situations of delinquency. The City will not permit any part of the
Wastewater System or any facility thereof to be used or taken advantage of free of charge by any
authority, firm or person, or by any public agency (including the United States of America, the State and
any city, county, district, political subdivision, public corporation or agency of any thereof).

Eminent Domain Proceeds. If all or any part of the Wastewater System will be taken by eminent
domain proceedings, then subject to the provisions of any Authorizing Ordinance, the Net Proceeds
thereof will be applied to the replacement of the property or facilities so taken, unless the City determines
that such property or facility is not necessary to the efficient or proper operation of the Wastewater
System and therefore determines not to replace such property or facilities. Any Net Proceeds of such
award not applied to replacement or remaining after such work has been completed will be deposited in
the Sewer Revenue Fund and be available for other proper uses of funds deposited in the Sewer Revenue
Fund.

Tax Covenants. There will be included in each Supplement relating to Tax-Exempt Installment

Payment Obligations such covenants as are deemed necessary or appropriate by Bond Counsel for the
purpose of assuring that interest on such Installment Payment Obligations will be excluded from gross
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income under Section 103 of the Code. The 2015-1 Supplement sets forth certain tax covenants as
specified therein.

Operate Wastewater System. The City will operate the Wastewater System in an efficient and
economical manner; provided, that, the City may remove from the service on a temporary or permanent
basis such part or parts of the Wastewater System so long as (a) Net System Revenues are equal to 120%
of the Debt Service for the then current Fiscal Year and for each Fiscal Year thereafter to and including
the Fiscal Year during which the last Installment Payment is due as evidenced by an Engineer’s Report on
file with the City, and (b) the City will have filed with the Trustee an opinion of nationally recognized
Bond Counsel to the effect that the removal of such part or parts of the Wastewater System will not
adversely affect the exclusion from gross income for federal income tax purposes of the interest on Tax-
Exempt Installment Payment Obligations.

Additional Covenants. The City may provide additional covenants pursuant to any Supplement,
including covenants relating to any Credit Support obtained for Installment Payment Obligations;
provided, however, that such additional covenants do not materially and adversely affect the right of
Owners of Outstanding Obligations issued prior to any such Supplement.

Prepayment of Installment Payments

Provisions may be made in any Supplement for the prepayment of Installment Payments, in
whole or in part, in such multiples and in such order of maturity and from funds of any source, and with
such prepayment premiums and other terms as are specified in the Supplement. Said Supplement will
also provide for any notices to be given relating to such prepayment. The 2015-1 Supplement contains
provisions for the prepayment, at the option of the City, of the Principal Portion of the Component
Installment Payments, as specified therein.

Events of Default and Remedies of the Authority
The following will be “events of default” under the Installment Purchase Agreement:

@ failure in the due and punctual payment of or on account of any Parity Obligation
as the same will become due and payable;

(b) failure by the City in the performance of any of the agreements or covenants
required to be performed by it under the Installment Purchase Agreement (other than as specified
in clause (a) above), and such default will have continued for 60 days after the City has been
given notice in writing of such default by the Authority;

(© if any Event of Default specified in any Supplement, Authorizing Ordinance or
Issuing Instrument will have occurred and be continuing; or

(d) if the City files a petition or answer seeking arrangement or reorganization under
the federal bankruptcy laws or any other applicable law of the United States of America or any
state therein, or if a court of competent jurisdiction will approve a petition filed with or without
the consent of the City seeking arrangement or reorganization under the federal bankruptcy laws
or any other applicable law of the United States of America or any state therein, or if under the
provisions of any other law for the relief or aid of debtors any court of competent jurisdiction will
assume custody or control of the City or of the whole or any substantial part of its property;
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then and in each case during the continuance of such event of default, the Authority will upon the written
request of the Owners of 25% or more of the aggregate principal amount of all Series of Parity
Installment Obligations Outstanding, voting collectively as a single class; by written notice to the City,
declare the entire unpaid principal amount thereof and the accrued interest thereon to be due and payable
immediately, and upon any such declaration the same will become immediately due and payable;
anything to the contrary contained in the Installment Purchase Agreement notwithstanding; provided, that,
with respect to a Series of Parity Installment Obligations which is credit enhanced by Credit Support,
acceleration will not be effective unless the declaration is consented to by the related Credit Provider and,
provided further, that nothing in the Installment Purchase Agreement will affect the rights of the parties to
a Qualified Swap Agreement to terminate such Qualified Swap Agreement. If at any time after the entire
principal amount of all Series of Parity Installment Obligations and the accrued interest thereon have been
so declared due and payable and before any judgment or decree for the payment of the moneys due will
have been obtained or entered, the City will deposit with the Authority a sum sufficient to pay the unpaid
principal amount of all such Series of Parity Installment Obligations and the unpaid payments of any
other Parity Obligations referred to in clause (a) above due prior to such declaration and the accrued
interest thereon, with interest on such overdue installments at the rate or rates applicable thereto in
accordance with their terms, and the reasonable expenses of the Authority, and any and all other defaults
known to the Authority (other than in the payment of the entire principal amount of the unpaid Parity
Installment Obligations and the accrued interest thereon due and payable solely by reason of such
declaration), will have been made good or cured to the satisfaction of the Authority or provision deemed
by the Authority to be adequate will have been made therefor, then the Authority, by written notice to the
City, may rescind and annul such declaration and its consequences; but no such rescission and annulment
will extend to or will affect any subsequent default or will impair or exhaust any right or power
consequent thereon.

Subject to the Installment Purchase Agreement and, with respect to any Subordinated Obligation,
the Issuing Instrument creating that Subordinated Obligation, the Owners of Subordinated Obligations
may enforce the provisions of the Installment Purchase Agreement for their benefit by appropriate legal
proceedings. Notwithstanding anything to the contrary in the Installment Purchase Agreement, no Owner
of Subordinated Obligations will have any right to take any action or enforce any right that has, a
materially adverse effect on the interests of the Owners of the Installment Payment Obligations and the
Authority will not take any action to enforce, on behalf of any Owner of Subordinated Obligations, any
such right.

The payment of Subordinated Obligations will be subordinated in right of payment to payments
of the Parity Obligations (except for any payment in respect to the Subordinated Obligations from the
Reserve Funds or Reserve Accounts securing such Subordinated Obligations). In any Event of Default,
Owners of Parity Obligations will be entitled to receive payment thereof in full before the Owners of
Subordinated Obligations are entitled to receive payment thereof (except for any payment in respect of
the Subordinated Obligations from Reserve Funds or Reserve Accounts securing such Subordinated
Obligations) and the Owners of the Subordinated Obligations will become subrogated to the rights of
such Owners of Parity Obligations to receive payments with respect thereto.

Application of Net System Revenues Upon Acceleration

All Net System Revenues received after the date of the declaration of acceleration by the
Authority as provided in the Installment Purchase Agreement will be applied in the following order:

FIRST, to the payment of the costs and expenses of the Authority if any, in carrying out

the provisions of the Installment Purchase Agreement, including reasonable compensation to its
accountants and counsel;
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SECOND, to the payment of the entire principal amount of the unpaid Parity Installment
Obligations and the unpaid principal amount of all other Parity Obligations and the unpaid
principal thereon, with interest on the overdue installments at the rate or rates of interest
applicable thereto in accordance with their respective terms. In the event there are insufficient
Net System Revenues to pay the entire principal amount and accrued interest on all Parity
Obligations, then accrued interest (and payments due to the counterparty to a Qualified Swap
Agreement) will first be paid and any remaining amount will be paid on account of principal, and
in the event there are insufficient Net System Revenues to fully pay either interest or principal in
accordance with the foregoing, then payment will be protected with a priority based upon the total
amounts due in the priority; and

THIRD, to the payment of the entire principal amount of the unpaid Subordinated
Obligations and the accrued interest thereon, with interest on the overdue installments at the rate
or rates of interest applicable thereto in accordance with their respective terms. In the event there
are insufficient Net System Revenues to pay the entire principal amount and accrued interest on
all Subordinated Obligations, then accrued interest will first be paid and any remaining amount
will be paid on account of principal, and in the event there are insufficient Net System Revenues
to fully pay either interest or principal in accordance with the foregoing, then payment will be
prorated within a priority based upon the total amounts due in the priority.

Other Remedies of the Authority

The Authority will have the right, subject to receipt of consent from any Credit Provider with
respect to a particular Series of Parity Installment Obligations: (a) by mandamus or other action or
proceeding or suit at law or in equity to enforce its rights against the City or any councilmember, officer
or employee thereof, and to compel the City or any such councilmember or officer or employee to
perform and carry out its or his duties under the Law and the agreements and covenants required to be
performed by it or him contained in the Installment Purchase Agreement; (b) by suit in equity to enjoin
any acts or things which are unlawful or violate the rights of the Authority; or (c) by suit in equity upon
the happening of an Event of Default to require the City and its councilmembers, officers and employees
to account as the trustee of an express trust.

Discharge of Obligations

If (a) the City pays or causes to be paid or there will otherwise be paid to the Owners all
Outstanding Installment Payment Obligations of a Series the interest thereon and the principal thereof and
the redemption premiums, if any, thereon or if all Outstanding Obligations will be deemed to have been
paid at the times and in the manner stipulated in the applicable Issuing Instrument; or (b) the transfer of
ownership of substantially all of the Metropolitan System, as contemplated by the Installment Purchase
Agreement will have occurred, then all agreements, covenants and other obligations of the City under the
Installment Purchase Agreement will thereupon cease, terminate and become void and be discharged and
satisfied (but only as to such Series in the case of any event described in clause (a) and only as provided
in the Installment Purchase Agreement in the case of a transfer of the Metropolitan System) except for the
obligation of the City to pay or cause to be paid all sums due thereunder.

Amendments
The Installment Purchase Agreement may be amended with respect to a Series of Installment
Payment Obligations in writing as may be mutually agreed by the City and the Authority, with the written

consent of any Credit Provider which is providing insurance until the final maturity or payment in full of
one or more maturities of such Installment Payment Obligations, or any other Credit Provider for such
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Instalilment Payment Obligations and the Owners of a majority in aggregate principal amount of such
Installment Payment Obligations then Outstanding, provided that no such amendment will (a) extend the
payment date of any Installment Payment, or reduce the amount of any Installment Payment without the
prior written consent of the Owner of each Obligation so affected; (b) reduce the percentage of
Installment Payment Obligations the consent of the Owners of which is required for the execution of any
amendment of the Installment Purchase Agreement; or (c) amend the provisions of transfer of the
Metropolitan System Components without an unqualified opinion of nationally recognized Bond Counsel
to the effect that such amendment does not adversely affect the exclusion of the interest portion of the
Installment Payments received by the Owners of Tax-Exempt Installment Payment Obligations from
gross income under Section 103 of the Code. Notwithstanding the foregoing, so long as the City has any
obligations under a Qualified Swap Agreement, it will not amend or modify, or consent to the amendment
or modification of, the Installment Purchase Agreement that would in any way adversely affect (i) the
rights of a counterparty to a Qualified Swap Agreement under the Installment Purchase Agreement, or
(ii) the obligations of the City under the Installment Purchase Agreement to such a counterparty without
the prior written consent of such Qualified Swap Provider.

With the written consent of any Credit Provider, the Installment Purchase Agreement and the
rights and obligations of the City and the Authority thereunder may also be amended or supplemented at
any time by an amendment or supplement to the Installment Purchase Agreement which will become
binding upon the execution by the City and the Authority, without the written consent of any Owner of
Installment Obligations, but only to the extent permitted by law and only upon receipt of an unqualified
opinion of nationally recognized Bond Counsel selected by the City and approved by the Authority to the
effect that such amendment or supplement is permitted by the provisions of the Installment Purchase
Agreement and is not inconsistent therewith and does not adversely affect the exclusion of the interest
portion of the Installment Payments received by the Owners from gross income for federal tax purposes,
and only () to add to the covenants and agreements of the Authority or the City or to surrender any right
or power reserved to or conferred upon the Authority or the City, and which will not adversely affect the
interests of the Owners of the Installment Payment Obligations; (b) to cure, correct or supplement any
ambiguous or defective provision contained in the Installment Purchase Agreement or in regard to
questions arising thereunder, as the Authority or the City may deem necessary or desirable and which will
not adversely affect the interests of the Owners of the Installment Payment Obligations; and (c) to make
such other amendments or modifications which will not materially adversely affect the interests of the
Owners of the Installment Payment Obligations.

[Remainder of page intentionally left blank]
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2015-1 SUPPLEMENT

The term “2015-1 Supplement” means the 2015-1 Supplement to the Master Installment Purchase
Agreement, dated as of | | 1, 2015, by and between the City and the Authority, supplementing and
amending the Agreement. The 2015-1 Supplement sets for the certain terms and conditions of the
purchase of the Refunded Components of the Project by the City. Certain provisions of the 2015-1
Supplement are summarized below.

Installment Payments. Pursuant to the 2015-1 Supplement, the City agrees to purchase the
Components identified therein from the Authority by making Installment Payments comprised of a
principal portion and interest portion which equal the debt service payments payable on the Series 2015
Bonds. See the caption “SECURITY AND SOURCES OF PAYMENT FOR THE SERIES 2015
BONDS” in the forepart of this Official Statement.

Tax Exemption. The City covenants in the 2015-1 Supplement as follows:

@) The City will not directly or indirectly use or permit the use of any proceeds of the Series
2015 Bonds or any other funds of the City or of the Project, or take or omit to take any action that would
cause the Series 2015 Bonds to be “private activity bonds” within the meaning of Section 141 of the
Code, or obligations which are “federally guaranteed” within the meaning of Section 149(b) of the Code.

(b) The City covenants that it will not take any action, or fail to take any action, if such
action or failure to take action would adversely affect the exclusion from gross income of the interest
represented by the Series 2015 Bonds under Section 103 of the Code. The City will not directly or
indirectly use or permit the use of any proceeds of the Series 2015 Bonds or any other funds of the City,
or take or omit to take any action, that would cause the Series 2015 Bonds to be “arbitrage bonds” within
the meaning of Section 148(a) of the Code. To that end, the City will comply with all requirements of
Section 148 of the Code to the extent applicable to the Series 2015 Bonds. In the event that at any time
the City is of the opinion that for purposes of the Agreement it is necessary to restrict or limit the yield on
the investment of any moneys held by the Trustee under the Indenture or otherwise, the City will so
instruct the Trustee in writing, and will cause the Trustee to take such action as may be necessary in
accordance with such instructions.

(©) Without limiting the generality of the foregoing, the City agrees that there will be paid
from time to time all amounts required to be rebated to the United States of America pursuant to Section
148(f) of the Code and any temporary, proposed or final Treasury Regulations as may be applicable to the
Series 2015 Bonds from time to time. This covenant will survive payment in full or defeasance of the
Series 2015 Bonds. The City specifically covenants to cause to be paid to the United States of America at
the times and in the amounts determined under the 2015-1 Supplement the Rebate Requirement, as
described in the Tax Certificate, and to otherwise comply with the provisions of the Tax Certificate
executed by the City in connection with the issuance of the Series 2015 Bonds.

(d) Notwithstanding any provision of the tax covenants of the 2015-1 Supplement, if the City
provides to the Trustee an opinion of nationally recognized Bond Counsel to the effect that any action
required under the tax covenants contained in the 2015-1 Supplement is no longer required, or to the
effect that some further action is required, to maintain the exclusion from gross income of the interest on
the Series 2015 Bonds pursuant to Section 103 of the Code, the City may rely conclusively on such
opinion in complying with the provisions thereof, and the covenants under the 2015-1 Supplement will be
deemed to be modified to that extent.
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Continuing Disclosure. The City covenants and agrees in the 2015-1 Supplement that it will
comply with and carry out all of the provisions of the Continuing Disclosure Certificate. Notwithstanding
any other provision of the 2015-1 Supplement, failure of the City to comply with the Continuing
Disclosure Certificate will not be considered a default of any kind under the 2015-1 Supplement or the
Agreement; however, the Trustee may (and, at the request of any Participating Underwriter or the Owners
of at least 25% in aggregate principal amount of the Series 2015 Bonds, will) or any Owner or Beneficial
Owner of the Series 2015 Bonds may take such actions as may be necessary and appropriate, including
seeking specific performance by court order, the cause the City to comply with its obligations under the
foregoing covenant and agreement in the 2015-1 Supplement. For purposes of the 2015-1 Supplement,
“Beneficial Owner” means any person who has or shares the power, directly or indirectly, to make
investment decisions concerning ownership of any Series 2015 Bonds (including persons holding Series
2015 Bonds through nominees, depositories or other intermediaries).
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APPENDIX C

FORM OF BOND COUNSEL OPINION

[Closing Date]

Public Facilities Financing Authority
of the City of San Diego
San Diego, California

City of San Diego
San Diego, California

$
Public Facilities Financing Authority of the City of San Diego
Senior Sewer Revenue Refunding Bonds, Series 2015
(Payable Solely From Installment Payments
Secured By Wastewater System Net Revenues)

Ladies and Gentlemen:

We have acted as Bond Counsel in connection with the issuance by the Public Facilities
Financing Authority of the City of San Diego (the “Authority”) of $ aggregate principal
amount of its Public Facilities Financing Authority of the City of San Diego Senior Sewer Revenue
Refunding Bonds, Series 2015 (Payable Solely From Installment Payments Secured By Wastewater
System Net Revenues) (the “Series 2015 Bonds”). The Series 2015 Bonds are being issued pursuant to
the provisions of Article 4 (commencing with Section 6584) of Chapter 5 of Division 7 of Title 1 of the
California Government Code (the “Bond Law™), and pursuant to an Indenture, dated as of May 1, 2009
(the “Original Indenture”), by and between the Authority and U.S. Bank National Association, as
successor trustee (the “Trustee”), as supplemented by a First Supplemental Indenture, dated as of June 1,
2009 (the “First Supplemental Indenture”), by and between the Authority and the Trustee, as
supplemented by a Second Supplemental Indenture, dated as of April 1, 2010 (the “Second Supplemental
Indenture”), by and between the Authority and the Trustee, and as amended and supplemented by a Third
Supplemental Indenture, dated as of | ] 1, 2015 (the “Third Supplemental Indenture,” and
collectively, with the Original Indenture, the First Supplemental Indenture and the Second Supplemental
Indenture, the “Indenture”), by and between the Authority and the Trustee. Issuance of the Series 2015
Bonds has been authorized by an Ordinance passed by the City Council of the City of San Diego on June
[_1, 2015 (the “Ordinance™), and a resolution adopted by the Board of Commissioners of the Authority
on June [ ], 2015 (the “Authority Resolution”). Capitalized terms not otherwise defined herein shall
have the meanings set forth in the Indenture and the hereinafter defined Installment Purchase Agreement.

In connection with the issuance of the Series 2015 Bonds, we have examined: (a) the Charter of
the City of San Diego; (b) the Bond Law; (c) the Third Amended and Restated Joint Exercise of Powers
Agreement, dated as of January 1, 2013, by and among the City of San Diego (the “City”), the City solely
in its capacity as the designated successor agency to the former Redevelopment Agency of the City of San
Diego, and the Housing Authority of the City of San Diego; (d) certified copies of the Ordinance, the
Authority Resolution and certain other resolutions adopted by the City Council of the City and the Board
of Commissioners of the Authority; (e) an executed copy of the Indenture; (f) an executed copy of the
Master Instaliment Purchase Agreement, dated as of September 1, 1993, by and between the Authority
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and the City, as amended and supplemented, including as supplemented by the 2015-1 Supplement to the
Master Installment Purchase Agreement, dated as of | ] 1, 2015, by and between the Authority and
the City (collectively, the “Installment Purchase Agreement”); (g) a executed copy of the Escrow
Agreement, dated , 2015 (the “Escrow Agreement”), by and among the City, the Authority,
the Trustee and U.S. Bank National Association, as escrow agent (the “Escrow Agent”); (h) a copy of the
Verification Report provided by Causey Demgen & Moore P.C.; (i) an executed copy of the Tax
Compliance Certificate, dated the date hereof, relating to the Series 2015 Bonds and other matters (the
“Tax Certificate™); (j) certifications of the City, the Authority, the Trustee, the Escrow Agent, Merrill
Lynch, Pierce, Fenner & Smith Incorporated, as representative of the underwriters of the Series 2015
Bonds (the “Underwriters”), Montague DeRose and Associates, LLC, as municipal advisor to the City,
the City Clerk of the City, the Secretary of the Authority, and others; (k) opinions of counsel to the City,
the Authority, the Trustee, the Escrow Agent, the Underwriters, and others; and (1) such other documents
as we deemed relevant and necessary in rendering the opinions set forth herein. We have assumed the
genuineness of all documents and signatures presented to us (whether as originals or as copies) and the
due and legal execution and delivery thereof by, and the validity against, any parties, other than the
Authority, thereto. We have assumed, without undertaking to verify, the accuracy of the factual matters
represented, warranted or certified in the documents, and of the legal conclusions contained in the
opinions, referred to in this paragraph. We advise you that we have not made or undertaken to make any
investigation of the state of title to any of the real property or ownership of any personal property
described in the Installment Purchase Agreement, or of the accuracy or sufficiency of the description of
such property contained therein, and we express no opinion with respect to such matters.

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decisions and cover certain matters not directly addressed by such authorities. Such opinions may
be affected by actions taken or omitted or events occurring after the date hereof. We have not undertaken
to determine, or to inform any person, whether any such actions are taken or omitted or events do occur or
whether any other matters come to our attention after the date hereof. We call attention to the fact that the
obligations of the Authority and the City, the security provided therefor, as contained in the Installment
Purchase Agreement, the Series 2015 Bonds and the Indenture, may be subject to general principles of
equity which permit the exercise of judicial discretion, and are subject to the provisions of applicable
bankruptcy, insolvency, reorganization, arrangement, fraudulent conveyance, moratorium or similar laws
relating to or affecting the enforcement of creditors’ rights generally, now or hereafter in effect, and to the
limitations on legal remedies against charter cities in the State of California. We express no opinion with
respect to any indemnification, contribution, penalty, choice of law, choice of forum, choice of venue,
waiver or severability provisions contained in the Series 2015 Bonds, the Indenture or the Installment
Purchase Agreement. We have not undertaken any responsibility for the accuracy, completeness or
fairness of the Official Statement dated , 2015, or any other offering material relating to the
Series 2015 Bonds and express no opinion relating thereto.

Based on and subject to the foregoing, and in reliance thereon, as of the date hereof, we are of the
following opinions:

1. The Series 2015 Bonds have been duly authorized and all legal conditions precedent to
the issuance and delivery of the Series 2015 Bonds have been fulfilled.

2. The Series 2015 Bonds constitute the valid and binding limited obligations of the
Authority secured by a pledge of and lien upon and are a charge upon and are payable from the Revenues
and certain funds and accounts held by the Trustee under the Indenture.

3. The Indenture has been duly authorized, executed and delivered by the Authority, and,
assuming the due authorization, execution and delivery by the Trustee, constitutes the valid and binding
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obligation of the Authority, enforceable against the Authority in accordance with its terms. The Indenture
creates a valid pledge, to secure the payment of the principal of and interest on the Series 2015 Bonds, of
the Revenues and certain funds and accounts held by the Trustee under the Indenture, subject to the
provisions of the Indenture permitting the application thereof for the purposes and on the terms and
conditions set forth therein.

4. The Installment Purchase Agreement has been duly authorized, executed and delivered
by the Authority and the City, and constitutes the valid and binding obligation of the Authority and the
City, enforceable in accordance with its terms. The pledge by the City of the Net System Revenues under
the Installment Purchase Agreement creates a legally valid and enforceable lien on Net System Revenues
in favor of the Authority.

5. Except as aforesaid, the Series 2015 Bonds do not constitute a debt or liability of the
Authority, the City or the State of California (the “State”). Neither the faith nor credit of the Authority,
the City or the State or the taxing powers of the City, the State or any other political subdivision thereof is
pledged to the payment of the principal of or interest on the Series 2015 Bonds. The Authority has no
power of taxation.

6. Under existing laws, regulations, rulings and judicial decisions, interest on the Series
2015 Bonds is excluded from gross income for federal income tax purposes. Interest on the Series 2015
Bonds is not a specific preference item for purposes of the federal alternative minimum tax imposed on
individuals and corporations, however, such interest is included in adjusted current earnings of certain
corporations, and such corporations are required to include in the calculation of federal alternative
minimum taxable income 75% of the excess of such corporations’ adjusted current earnings over their
federal alternative minimum taxable income (determined without regard to such adjustment and prior to
reduction for certain net operating losses).

7. Under existing laws, interest on the Series 2015 Bonds is exempt from present State of
California personal income taxes.

The opinions set forth in numbered paragraph 6 above regarding the exclusion of interest from
gross income of the recipient is subject to continuing compliance by the Authority and the City with
covenants regarding federal tax law contained in the Indenture, the Installment Purchase Agreement and
the Tax Certificate. Failure to comply with such covenants could cause interest on the Series 2015 Bonds
to be included in gross income retroactive to the date of issue of the Series 2015 Bonds. Although we are
of the opinion that interest on the Series 2015 Bonds is excluded from gross income for federal tax
purposes, the accrual or receipt of interest on the Series 2015 Bonds may otherwise affect the federal
income tax liability of the recipient. The extent of these other tax consequences will depend upon the
recipient’s particular tax status or other items of income or deduction. We express no opinion regarding
any such consequences.

Our engagement with respect to the Series 2015 Bonds has concluded with their issuance, and we
disclaim any obligation to update, revise or supplement this opinion letter.

Very truly yours,
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APPENDIX D

FORM OF CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (this “Certificate”), is executed and delivered by the City
of San Diego (the “City”), as of , 2015 in connection with the issuance of $
Public Facilities Financing Authority of the City of San Diego Senior Sewer Revenue Refunding Bonds,
Series 2015 (Payable Solely From Installment Payments Secured By Wastewater System Net Revenues)
(the “Series 2015 Bonds”). The Series 2015 Bonds are being issued by the Public Facilities Financing
Authority of the City of San Diego (the “Authority”) pursuant to the provisions of the Joint Exercise of
Powers Act (commencing with Section 6500) of the Government Code of the State of California, and an
Indenture, dated as of May 1, 2009, as amended and supplemented by a First Supplemental Indenture
dated as of June 1, 2009, a Second Supplemental Indenture, dated as of April 1, 2010, and a Third
Supplemental Indenture, dated as of | ] 1, 2015 (collectively, the “Indenture”), by and between
the Authority and U.S. Bank National Association, as trustee (the “Trustee™). The City hereby covenants
and agrees as follows:

Section 1. Purpose of Certificate. This Certificate is being executed and delivered by the
City on behalf of the Authority for the benefit of the Owners (as defined in the Indenture) and the
Beneficial Owners (as defined below) of the Series 2015 Bonds and in order to assist the Participating
Underwriters (as defined below) in complying with the Rule (as defined below). The City is the only
Obligated Person (as defined in the Rule) for the Series 2015 Bonds.

Section 2. Definitions. In addition to the definitions set forth in the Indenture, which apply
to any capitalized term used in this Certificate unless otherwise defined in this Section, the following
capitalized terms shall have the following meanings:

“Annual Report” means any Annual Report provided by the City pursuant to, and as described in,
Sections 3 and 4 hereof.

“Beneficial Owner” means any person which (a) has the power, directly or indirectly, to vote or
consent with respect to, or to dispose of ownership of, any Series 2015 Bonds (including persons holding
Series 2015 Bonds through nominees, depositories or other intermediaries), or (b) is treated as the owner
of any Series 2015 Bonds for federal income tax purposes.

“Commission” means the Securities and Exchange Commission.

“Dissemination Agent” means the City and any Person designated by the City to serve as
Dissemination Agent.

“MSRB” means the Municipal Securities Rulemaking Board through its Electronic Municipal
Markets Access System.

“Notice Event” means any of the events listed in Sections 5(a), (b) and (c) hereof.

“Official Statement” means the Official Statement, dated , 2015, prepared and
distributed in connection with the initial sale of the Series 2015 Bonds.

“Participating Underwriters” means any of the original purchasers of the Series 2015 Bonds
required to comply with the Rule in connection with offering of the Series 2015 Bonds.
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“Person” means any individual, corporation, partnership, joint venture, association, joint stock
company, trust, unincorporated organization or government or any agency or political subdivision thereof.

“Rule” means paragraph (b)(5) of Rule 15¢2-12 adopted by the Commission under the Securities
Exchange Act of 1934, as the same may be amended from time to time, and including any official
interpretation thereof issued either before or after the effective date of this Certificate that are applicable
to this Certificate.

Section 3. Provision of Annual Reports.

@ The City shall, or shall cause the Dissemination Agent (if other than the City) to,
not later than each April 10 after the end of the City’s fiscal year (which currently ends June 30),
commencing with the report for the fiscal year ending June 30, 2015 (the “Filing Date™), provide
to the MSRB, in a format prescribed by the MSRB, copies of an Annual Report which is
consistent with the requirements of Section 4 hereof. As of the date of this Certificate, the format
prescribed by the MSRB is the Electronic Municipal Market Access (“EMMA”) system.
Information regarding requirement for submissions to EMMA is available at emma.msrb.org.

The Annual Report may be submitted as a single document or as separate documents
comprising a package, and may include by reference other information as provided in Section 4
hereof; provided that the audited financial statements of the City may be submitted separately
from the balance of the Annual Report and later than the date required above for the filing of the
Annual Report if they are not available by that date. If the City’s fiscal year changes, it shall give
notice of such change in the same manner as for a Notice Event under subsection 5(c) hereof.

(b) Not later than fifteen (15) Business Days prior to the Filing Date for providing
the Annual Report to the MSRB, the City shall provide the Annual Report to the Dissemination
Agent (if other than the City). If the City is unable to provide to the MSRB an Annual Report by
the Filing Date, the City shall, in a timely manner, send a notice to the MSRB in substantially the
form of Exhibit A attached hereto, in an electronic format as prescribed by the MSRB.

(c) The Dissemination Agent (if other than the City) shall:

Q) determine each year prior to the date for providing the Annual Report the
format for filing with the MSRB; and

(i) file a report with the City certifying that the Annual Report has been
provided pursuant to this Certificate, stating the date it was provided to the MSRB.

Section 4. Content of Annual Reports. The City’s Annual Report shall contain or
incorporate by reference the following:

@) The audited financial statements of the City for the fiscal year most recently
ended, prepared in accordance with generally accepted accounting principles as promulgated to
apply to governmental entities from time to time by the Governmental Accounting Standards
Board and reporting standards as set forth by the State Controller in “State of California
Accounting Standards and Procedures for Counties.” If the City’s audited financial statements
are not available by the time the Annual Report is required to be filed pursuant to subsection 3(a)
hereof, the Annual Report shall contain unaudited financial statements in a format similar to the
financial statements contained in the Official Statement, and the audited financial statements shall
be filed in the same manner as the Annual Report when they become available.
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(b) Financial information and operating data with respect to the City, as such

information and data relate to the City’s Public Utilities Department and the Sewer Revenue
Fund, for the most recently completed fiscal year of the type included in the Official Statement, if
any, in the following categories (to the extent not included in the City’s audited financial
statements):

4819-1461-6866.12

Q) An update of the information contained in the table of the Official
Statement entitled “Metropolitan Sub-System City and Participating Agencies Flow and
Capacity Rights” (exclusive of the information contained under the column heading
“Estimated Population”);

(i) An update of the information contained in the table of the Official
Statement entitled “Wastewater System Total Annual Flow;”

(iii)  An update of the information contained in the table of the Official
Statement entitled “Wastewater System Historical Sources of Sewer Service Charge
Revenues;”

(iv) An update of the information contained in the table of the Official
Statement entitled “Municipal Sub-System Ten Largest Customers;”

(V) An update of the information contained in the table of the Official
Statement entitled “Wastewater System Approved Rate Increases for Single Family
Residential, Multifamily and Commercial and Industrial Customers,” including rate(s)
approved by the City Council for the most recently completed fiscal year that will
become effective in a future fiscal year;

(vi) An update of the information contained in the table of the Official
Statement entitled “Wastewater Customer Accounts Receivable and Shut-Offs;”

(vii)  An update of the information contained in the table of the Official
Statement entitled “Municipal Sub-System Sewer Revenue Fund Historical Capacity
Charge Revenues;”

(viii)  Information contained in the table of the Official Statement entitled
“Sewer Revenue Fund Statements of Revenues, Expenses and Changes in Fund Net
Assets” (will be available in the City’s comprehensive annual financial report for the
most recently completed fiscal year or updated information will be presented in tabular
form comparable to the referenced table);

(ix) An update of the information contained in the table of the Official
Statement entitled “Reserves and Total Cash and Cash Equivalents in Sewer Revenue
Fund” for the most recently completed fiscal year;

(x) Information contained in the table of the Official Statement entitled
“Calculation of Historic Parity and Aggregate Debt Service Coverage” (will be available
in the City’s comprehensive annual financial report for the most recently completed fiscal
year or updated information will be presented in tabular format comparable to referenced
table);
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(xi)  An update of the information contained in the Official Statement under
the heading “WASTEWATER SYSTEM FINANCIAL OPERATIONS—Labor
Relations” for the most recently completed fiscal year;

(xii)  An update of the information contained under the heading
“WASTEWATER SYSTEM FINANCIAL OPERATIONS—Insurance and Liability
Claims” and the table of the Official Statement entitled “Liability Claims Budget and
Expenditures;”

(xiii) An update of the information contained under the heading
“WASTEWATER SYSTEM FINANCIAL OPERATIONS—Investment of Funds” and
information in the table of the Official Statement entitled “City of San Diego Pooled
Investment Fund;”

(xiv)  Information contained in the table of the Official Statement entitled “City
of San Diego Schedule of Funding Progress;”

(xv)  An update of the information contained in the table of the Official
Statement entitled “City and Wastewater System Pension Contribution”; and

(xvi)  An update of the information contained under the heading
“WASTEWATER  SYSTEM FINANCIAL  OPERATIONS—Postemployment
Healthcare Benefits.”

Any or all of the items listed above may be included by specific reference to other documents,
including official statements of debt issues of the City or related public entities, which have been
submitted to the MSRB or the Commission. The City shall clearly identify each such other document so
included by reference.

The contents, presentation and format of the Annual Reports may be modified from time to time
as determined in the judgment of the City to conform to changes in accounting or disclosure principles or
practices and legal requirements followed by or applicable to the City or to reflect changes in the
business, structure, operations, legal form of the City or any mergers, consolidations, acquisitions or
dispositions made by or affecting the City; provided that any such modifications shall comply with the
requirements of the Rule.

Section 5. Reporting of Significant Events.

@) Pursuant to the provisions of this Section 5, the City shall give, or cause to be
given, notice of the occurrence of any of the following events with respect to the Series 2015
Bonds, in a timely manner not in excess of ten (10) Business Days after the occurrence of such
Notice Event to the MSRB through EMMA.:

Q) principal and interest payment delinquencies;

(i) unscheduled draws on debt service reserves reflecting financial
difficulties;
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(iii)

(iv)
(V)

(vi)
(vii)
(viii)
(ix)

unscheduled draws on credit enhancements reflecting financial
difficulties”:

substitution of credit or liquidity providers, or their failure to perform”;

adverse tax opinions or the issuance by the Internal Revenue Service of
proposed or final determinations of taxability or Notices of Proposed
Issue (IRS Form 5701-TEB);

tender offers;
defeasances;
rating changes; and

bankruptcy, insolvency, receivership or similar event of the City (such
event being considered to occur when any of the following occur: the
appointment of a receiver, fiscal agent or similar officer for the City in a
proceeding under the U.S. Bankruptcy Code or in any other proceeding
under state or federal law in which a court or government authority has
assumed jurisdiction over substantially all of the assets or business of the
City, or if such jurisdiction has been assumed by leaving the existing
governing body and officials or officers in possession but subject to the
supervision and orders of a court or governmental authority, or the entry
of an order confirming a plan of reorganization, arrangement or
liquidation by a court or governmental authority having supervision or
jurisdiction over substantially all of the assets or business of the City).

(b) Pursuant to the provisions of this Section 5, the City shall give, or cause to be
given, notice of the occurrence of any of the following events with respect to the Series 2015
Bonds, if material, not in excess of ten (10) Business Days after the occurrence of such Notice
Event to the MSRB through EMMA:

(i)
(i)

(iii)
(iv)
V)

non-payment related defaults;

Unless described in Section 5(a)(v) above, other notices or
determinations with respect to the tax status of the Series 2015 Bonds, or
other events affecting the tax status of the Series 2015 Bonds;
modifications to rights of the holders of the Series 2015 Bonds;

bond calls™;

release, substitution or sale of property securing repayment of the Series
2015 Bonds;

The City has not obtained or provided, and does not expect to obtain or provide, any credit enhancement or credit or liquidity
providers for the Series 2015 Bonds.

Any scheduled redemption of Series 2015 Bonds pursuant to mandatory sinking fund redemption requirements does not
constitute a Notice Event within the meaning of the Rule.

*k
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(vi)  the consummation of a merger, consolidation, or acquisition involving
the City or the sale of all or substantially all of the assets thereof, other
than in the ordinary course of business, the entry into a definitive
agreement to undertake such an action or the termination of a definitive
agreement relating to any such actions, other than pursuant to its terms;
and

(vii)  appointment of a successor or additional trustee or the change of name of
a trustee.

(© If the City determines that knowledge of the occurrence of a Notice Event under
subsection (b) above would be material under applicable federal securities laws, the City shall
promptly file, or cause to be filed, a notice of such event with the MSRB through EMMA.
Notwithstanding the foregoing, notice of Notice Events described in subsections (a)(vii) and
(b)(iv) above need not be given under this subsection (c) any earlier than the notice, if any, of the
underlying event is given to Owners of affected Series 2015 Bonds pursuant to the Indenture.

Section 6. Termination of Reporting Obligation. The City; obligation under this Certificate
shall terminate upon the legal defeasance, prior redemption or payment in full of all of the Series 2015
Bonds. If such termination occurs prior to the final maturity of the Series 2015 Bonds, the City shall give
notice of such termination in the name manner as for a Notice Event under subsection 5(c) hereof.

Section 7. Dissemination Agent. The City may, from time to time, appoint or engage a
Dissemination Agent to assist it in carrying out its obligation under this Certificate, and may discharge
any such Dissemination Agent, with or without appointing a successor Dissemination Agent. The
Dissemination Agent, if other than the City, shall not be responsible in any manner for the content of any
notice or report prepared by the City pursuant to this Certificate. The initial Dissemination Agent shall be
the City.

Section 8. Amendment; Waiver. Notwithstanding any other provision of this Certificate,
the City may amend this Certificate, and any provision of this Certificate may be waived, provided that
the following conditions are satisfied:

@ If the amendment or waiver relates to the provisions of subsection 3(a), Section
4 or subsection 5(a) hereof, it may only be made in connection with a change in circumstances
that arises from a change in legal requirements, change in law, or change in the identity, nature or
status of an obligated person with respect to the Series 2015 Bonds, or the type of business
conducted;

(b) The undertakings, as amended or taking into account such waiver, would, in the
opinion of nationally recognized bond counsel, have complied with the requirements of the Rule
at the time of the issuance of the Series 2015 Bonds, after taking into account any amendments or
interpretations of the Rule, as well as any change in circumstances; and

©) The amendment or waiver either (i) is approved by the Owners of a majority of
outstanding principal amount of the Series 2015 Bonds, in the same manner as provided in the
Indenture for amendments to the Indenture with the consent of the Owners, or (ii) does not, in the
opinion of nationally recognized bond counsel, materially impair the interests of the Owners or
Beneficial Owners of the Series 2015 Bonds.
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In the event of any amendment or waiver of a provision of this Certificate, the City shall describe
such amendment in the next Annual Report, and shall include, as applicable, a narrative explanation of
the reason for the amendment or waiver and its impact on the type (or, in the case of a change of
accounting principles, on the presentation) of financial information or operating data being presented by
the City. In addition, if the amendment relates to the accounting principles to be followed in preparing
financial statements, (i) notice of such change shall be given in the same manner as for a Notice Event
under subsection 5(c) hereof, and (ii) the Annual Report for the year in which the change is made shall
present a comparison (in narrative form and also, if feasible, in quantitative form) between the financial
statements as prepared on the basis of the new accounting principles and those prepared on the basis of
the former accounting principles.

Section 9. Additional Information. Nothing in this Certificate shall be deemed to prevent
the City from disseminating any other information, using the means of dissemination set forth in this
Certificate or any other means of communication, or including any other information in any Annual
Report or notice of occurrence of a Notice Event, in addition to that which is required by this Certificate.
If the City chooses to include any information in any Annual Report or notice of occurrence of a Notice
Event in addition to that which is specifically required by this Certificate, the City shall have no
obligation under this Certificate to update such information or include it in any future Annual Report or
notice of occurrence of a Notice Event.

Section 10. Default. In the event of a failure of the City to comply with any provision of this
Certificate, any Owner or Beneficial Owner of the Series 2015 Bonds may commence an action in a court
of competent jurisdiction in San Diego, California, seeking mandamus or specific performance by court
order, to cause the City to comply with its obligations under this Certificate; provided that any Beneficial
Owner seeking to require the City to comply with this Certificate shall first provide at least thirty (30)
days’ prior written notice to the City of the City’s failure, giving reasonable detail of such failure,
following which notice the City shall have thirty (30) days to comply. A default under this Certificate
shall not be deemed an Event of Default under the Indenture with respect to the Series 2015 Bonds, and
the sole remedy under this Certificate in the event or any failure of the City to comply with this
Certificate shall be an action to compel performance, and no person or entity shall be entitled to recover
monetary damages under this Certificate.

Section 11. Duties of Dissemination Agent. The Dissemination Agent shall have only such
duties as are specifically set forth in this Certificate.

Section 12. Beneficiaries. This Certificate shall inure solely to the benefit of the City, the
Dissemination Agent, the Owners and the Beneficial Owners from time to time of the Series 2015 Bonds,
and shall create no rights in any other person or entity.

Section 13. Governing Law. This Certificate shall be governed by the laws of the State of
California and the federal securities laws.

IN WITNESS WHEREOF, the City of San Diego has executed this Continuing Disclosure
Certificate as of the date first set forth above.

CITY OF SAN DIEGO

By:

Mary Lewis
Chief Financial Officer
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EXHIBIT A

NOTICE TO THE MSRB OF FAILURE TO FILE ANNUAL REPORT

Name of Obligor: City of San Diego

Name of Issue: Public Facilities Financing Authority of the City of San Diego Senior Sewer
Revenue Refunding Bonds, Series 2015 (Payable Solely From Installment
Payments Secured By Wastewater System Net Revenues) (the “Series 2015
Bonds™).

Date of Issuance: , 2015

NOTICE IS HEREBY GIVEN that the City of San Diego has not provided an Annual Report
with respect to the Series 2015 Bonds as required by the Continuing Disclosure Certificate, dated as of
, 2015, with respect to the Series 2015 Bonds. The City anticipates that the Annual Report

will be filed by .

Dated:
CITY OF SAN DIEGO

By:
Title:
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APPENDIX E

PROPOSED AMENDMENTS TO INDENTURE

Pursuant to the Third Supplemental Indenture, certain amendments will be made to the Original
Indenture (the “Proposed Amendments™). By the purchase and acceptance of the Series 2015 Bonds, the
Owners and Beneficial Owners of the Series 2015 Bonds are deemed to have consented to the Proposed
Amendments. The Proposed Amendments will not become effective until such time as the Owners of 51%
in aggregate principal amount of the Bonds then Outstanding have consented to such Proposed
Amendments (the “Amendment Effective Date”). By the purchase and acceptance of the Series 2015
Bonds, the Owners and Beneficial Owners of the Series 2015 Bonds are deemed to have consented to
the Proposed Amendments. Any Owners and Beneficial Owners of Bonds issued on and after the date of
issuance of the Series 2015 Bonds (including the Series 2015 Bonds) will be deemed to have consented to
and will be subject to the Proposed Amendments, but only after the Owners of 51% in aggregate
principal amount of the Bonds then Outstanding have consented to the Proposed Amendments. On the
date of issuance of the Series 2015 Bonds, __ % of the Owners of the then-Outstanding Bonds (the
unrefunded Series 2009A Bonds, the unrefunded Series 2009B Bonds, the unrefunded Series 2010A Bonds
and the Series 2015 Bonds) will have consented to the Proposed Amendments. At this time there can be
no assurance that the Proposed Amendments will become effective within any definite time frame.

The Proposed Amendments are set forth in this Appendix E. Additions to the Master Indenture
are shown in bold and double underline and deletions are shown in strikethrough.

Section 1.02 — Definitions.

The following definitions are to be amended or added to read as follows:
@) The definition of “Reserve Requirement”:

The term “Reserve Requirement” means, as of any date of calculation, the least of (i) ten
percent (10%) of the proceeds (within the meaning of Section 148 of the Code) of the Reserve
Fund Participating Bonds; (ii) 125% of average annual debt service on the then-Outstanding
Reserve Fund Participating Bonds; and (iii) Maximum Annual Debt Service with respect to the
Reserve Fund Participating Bonds for that and any subsequent Fiscal Year. Upon early
redemption of any of the Reserve Fund Participating Bonds, the Authority, at the request of the
City, may request the Trustee to recalculate and reduce the Reserve Requirement, whereupon any
excess in the Reserve Fund over and above the Reserve Requirement shall be transferred to the
Payment Fund or such other fund or account as directed by the City. Notwithstanding anything

to the contrary in this definition of Reserve Regquirement, upon maturity or early

defeasance of all of the Outstanding 2009A Bonds, 2009B Bonds and 2010A Bonds, the
mount of the Reserve Requirement m r he direction of the Ci

including, but not limited, to an amount equal to $0. Any such reduction shall be subject to

the provisions of Section 6.11 hereof. At the time of any such reduction, the Authority shall
rovide noti he Owners of the Reserve Fund Participating Bon nd the Ratin

Agencies then rating the Reserve Fund Participating Bonds.
(b) The definition of “Surety Bond™:

The term “Surety Bond” means a reserve surety bond, insurance policy, letter of credit or
other similar instrument providing, by its terms, a stated amount as a credit towards or in
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satisfaction of all or a part of the Reserve Requirement with r rve Fun

reserve requirement with respect to any other Debt Service Reserve Fun which shall be
held in trust by the Trustee in-trust-pursuant-to-Section-4-04(d)-hereof.

) The definition of “Debt Service Reserve Fund”:

The term “D rvice Reserve Fund” means an ial trust fund cr h

Authority pursuant to this Indenture or a Supplemental Indenture in connection with the
issuance of any series of Bonds and that is required to be funded for the purpose of
rovidin itional rity for h seri f Bon nd under certain circumstan
provide additional security for such other designated series of Bonds issued pursuant to the
terms of this Indenture and as specified in any Supplemental Indenture. Each Debt Service
Reserve Fund shall “Reserve Fund” fined in the Agreement. The Reserve Fun

established pursuant to Section 4.01 hereof shall be a Debt Service Reserve Fund.
Section 3.04

Clause (c) of Section 3.04 is to be amended to read as follows:

(c) The Authority shall deliver or cause to be delivered to the Trustee, from the
proceeds of such Additional Bonds or from any other lawfully available source of moneys, an
amount (or a Surety Bond in an amount),_if any, (i) sufficient to increase the balance in the
Reserve Fund to the Reserve Fund Requirement for all of the Reserve Fund Participating
Bonds and-Additienal-Bends to be then Outstanding, or (ii) sufficient to increase the balance in

any other Debt Service Reserve Fund established with respect to such Additional Bonds to
he reserve fund requirement for all of the Bon rticipating in h D rvi
Reserve Funds, as described in the Supplemental Indenture executed and delivered with
respect to such Additional Bonds. Notwithstanding anything to the contrary in this
Indentur he time of issuance of any Additional Bonds, the City may elect th h
Additional Bonds shall not be secured by a Debt Service Reserve Fund and that no Debt
Service Reserve Fund shall be established or held by the Trustee;

Section 5.01
Paragraph (a) of Section 5.01 is to be amended to read as follows:

@ All Revenues and amounts on deposit in the funds and accounts established
hereunder (other than amounts on deposit in the Rebate Fund created pursuant to Section 6.02
hereof, and except as otherwise provided in the last sentence of this subsection (a)) are
hereby irrevocably pledged to the payment of the principal of and interest on the Bonds but only
as provided herein, and the Revenues shall not be used for any other purpose while any of the
Bonds remain Outstanding; provided, that out of the Revenues there may be allocated such sums
for such purposes as are expressly permitted by Section 5.03 hereof. Notwithstanding anything
to the contrary in this Indenture, any Debt Service Reserve Fund (including, but not limited

he Reserve Fun he amounts on it therein and an rety Bond provi n
time in satisfaction of all or a portion of the applicable reserve requirement established,
maintained and provided for one or more specific series of Bonds are hereby irrevocably
pledged to the payment of the principal of and interest on only those specific series of Bonds
and are not pledged to and shall not be included as security for any other Bonds under this
Indenture, unless otherwise provided by a Supplemental Indenture.
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Section 10.09
The first paragraph of Section 5.01(a) is to be amended to read as follows:

(@) Any moneys received by the Trustee pursuant to this Article, together with any
moneys that upon the occurrence of an Event of Default are held by the Trustee in any of the
funds and accounts hereunder (other than the Rebate Fund,_the Debt Service Reserve Fund(s)
(which shall only be available for payment of the principal of and interest on the specific
Bonds secured by such Debt Service Reserve Fund, as described in Section 5.01(a) hereof),

and ether-than moneys held for Bonds not presented for payment) shall, after payment of all fees
and expenses of the Trustee, and the fees and expenses of its counsel, be applied as follows:

Section 12.01
The first sentence of Section 12.01(b) is to be amended to read as follows:
(b) The Bonds shall be limited obligations of the Authority and shall be payable solely

from the Revenues and amounts on deposit in the funds and accounts established hereunder (other
than amounts on deposit in the Rebate Fund created pursuant to Section 6.02 hereof, and except

as otherwise provided in the last sentence of Section 5.01(a) hereof).
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APPENDIX F

INFORMATION REGARDING THE BOOK-ENTRY ONLY SYSTEM

Introduction

Unless otherwise noted, the information contained under the caption “—General” below has been
provided by DTC. Neither the Authority nor the City make any representations as to the accuracy or the
completeness of such information. The Beneficial Owners of the Series 2015 Bonds should confirm the
following information with DTC, the Direct Participants or the Indirect Participants.

NONE OF THE AUTHORITY, THE CITY OR THE TRUSTEE WILL HAVE ANY
RESPONSIBILITY OR OBLIGATION TO DIRECT PARTICIPANTS, TO INDIRECT
PARTICIPANTS, OR TO ANY BENEFICIAL OWNER WITH RESPECT TO (A) THE ACCURACY
OF ANY RECORDS MAINTAINED BY DTC, ANY DIRECT PARTICIPANT, OR ANY INDIRECT
PARTICIPANT; (B) ANY NOTICE THAT IS PERMITTED OR REQUIRED TO BE GIVEN TO THE
OWNERS OF THE SERIES 2015 BONDS UNDER THE INDENTURE, (C) THE SELECTION BY
DTC OR ANY DIRECT PARTICIPANT OR INDIRECT PARTICIPANT OF ANY PERSON TO
RECEIVE PAYMENT IN THE EVENT OF A PARTIAL REDEMPTION OF THE SERIES 2015
BONDS; (D) THE PAYMENT BY DTC OR ANY DIRECT PARTICIPANT OR INDIRECT
PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL OR INTEREST DUE TO
THE OWNERS OF THE SERIES 2015 BONDS; (E) ANY CONSENT GIVEN OR OTHER ACTION
TAKEN BY DTC AS THE OWNERS OF SERIES 2015 BONDS; OR (F) ANY OTHER MATTER
REGARDING DTC.

General

DTC will act as securities depository for the Series 2015 Bonds. The Series 2015 Bonds will be
issued as fully-registered securities registered in the name of Cede & Co. (DTC’s partnership nominee) or
such other name as may be requested by an authorized representative of DTC. One fully registered Series
2015 Bond certificate will be issued for each maturity of the Series 2015 Bonds, each in the aggregate
principal amount of such maturity, and will be deposited with DTC.

DTC, the world’s largest securities depository, is a limited-purpose trust company organized
under the New York Banking Law, a “banking organization” within the meaning of the New York
Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the meaning of
the New York Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions
of Section 17A of the Securities Exchange Act of 1934, as amended. DTC holds and provides asset
servicing for over 3.5 million issues of U.S. and non-U.S. equity issues, corporate and municipal debt
issues, and money market instruments (from over 100 countries) that DTC’s participants (“Direct
Participants”) deposit with DTC. DTC also facilitates the post-trade settlement among Direct Participants
of sales and other securities transactions in deposited securities, through electronic computerized book-
entry transfers and pledges between Direct Participants’ accounts. This eliminates the need for physical
movement of securities certificates. Direct Participants include both U.S. and non-U.S. securities brokers
and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a
wholly-owned subsidiary of The Depository Trust & Clearing Corporation (“DTCC”). DTCC is the
holding company for DTC, National Securities Clearing Corporation and Fixed Income Clearing
Corporation, all of which are registered clearing agencies. DTCC is owned by the users of its regulated
subsidiaries. Access to the DTC system is also available to others such as both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, and clearing corporations that clear through or
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maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants”). DTC has a Standard & Poor’s rating of AA+. The DTC Rules applicable to Participants
are on file with the Securities and Exchange Commission. More information about DTC can be found at
www.dtcc.com.

Purchases of the Series 2015 Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Series 2015 Bonds on DTC’s records. The ownership
interest of each actual purchaser of each Series 2015 Bond (“Beneficial Owner”) is in turn to be recorded
on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation
from DTC of their purchase. Beneficial Owners are, however, expected to receive written confirmations
providing details of the transaction, as well as periodic statements of their holdings, from the Direct or
Indirect Participant through which the Beneficial Owner entered into the transaction. Transfers of
ownership interests in the Series 2015 Bonds are to be accomplished by entries made on the books of
Direct and Indirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not
receive certificates representing their ownership interests in the Series 2015 Bonds, except in the event
that use of the book-entry system for the Series 2015 Bonds is discontinued.

To facilitate subsequent transfers, all Series 2015 Bonds deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co. or such other name as may be
requested by an authorized representative of DTC. The deposit of Series 2015 Bonds with DTC and their
registration in the name of Cede & Co. or such other DTC nominee do not affect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the Series 2015 Bonds; DTC’s
records reflect only the identity of the Direct Participants to whose accounts such Series 2015 Bonds are
credited, which may or may not be the Beneficial Owners. The Direct and Indirect Participants will
remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any statutory or regulatory
requirements as may be in effect from time to time. Beneficial Owners of Series 2015 Bonds may wish to
take certain steps to augment the transmission to them of notices of significant events with respect to the
Series 2015 Bonds, such as redemptions, tenders, defaults and proposed amendments to the Series 2015
Bond documents. For example, Beneficial Owners of Series 2015 Bonds may wish to ascertain that the
nominee holding the Series 2015 Bonds for their benefit has agreed to obtain and transmit notices to
Beneficial Owners. In the alternative, Beneficial Owners may wish to provide their names and addresses
to the registrar and request that copies of the notices be provided directly to them.

While the Series 2015 Bonds are in the book-entry-only system, redemption notices will be sent
to DTC. If less than all of the Series 2015 Bonds of a maturity are being redeemed, DTC’s practice is to
determine by lot the amount of the interest of each Direct Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to
the Series 2015 Bonds unless authorized by a Direct Participant in accordance with DTC’s MMI
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to the Authority as soon as
possible after the record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to
those Direct Participants to whose accounts the Series 2015 Bonds are credited on the record date
(identified in a listing attached to the Omnibus Proxy).

Principal and interest payments on the Series 2015 Bonds will be made to Cede & Co., or such

other nominee as may be requested by an authorized representative of DTC. DTC’s practice is to credit
Direct Participants’ accounts upon DTC’s receipt of funds and corresponding detail information from the
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Authority, the Trustee on the payable date in accordance with their respective holdings shown on DTC’s
records. Payments by Participants to Beneficial Owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC, the Trustee,
the Authority or the City, subject to any statutory or regulatory requirements as may be in effect from
time to time. Payment of principal and interest payments to Cede & Co. (or such other nominee as may
be requested by an authorized representative of DTC) is the responsibility of the Trustee, disbursement of
such payments to Direct Participants will be the responsibility of DTC, and disbursement of such
payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Series 2015 Bonds
at any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the
event that a successor depository is not obtained, certificates representing the Series 2015 Bonds are
required to be printed and delivered.

The Authority (at the direction of the City) may decide to discontinue use of the system of book-
entry-only transfers through DTC (or a successor securities depository). In that event, certificates
representing the Series 2015 Bonds will be printed and delivered to DTC.

The information in this Appendix F concerning DTC and DTC’s book-entry system has been
obtained from sources that the Authority and the City believe to be reliable, but none of the Authority, the
City or the Underwriters take any responsibility for the accuracy thereof.

BENEFICIAL OWNERS WILL NOT RECEIVE PHYSICAL DELIVERY OF SERIES 2015
BONDS AND WILL NOT BE RECOGNIZED BY THE TRUSTEE AS OWNERS THEREOF, AND
BENEFICIAL OWNERS WILL BE PERMITTED TO EXERCISE THE RIGHTS OF OWNERS ONLY
INDIRECTLY THROUGH DTC AND THE DTC PARTICIPANTS.
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