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The County of San Diego (the “County”) is issuing its Taxable Pension Obligation Bonds, Series 2004A, Series 2004B and Series 2004C
(collectively, the “Series 2004 Bonds™) in an aggregate principal amount of $454,112,915.70 pursuant to Articles 10 and 11 (commencing with
Section 53570) of Chapter 3, Division 2, Title 5 of the Government Code of the State of California and a Trust Agreement, dated as of January 1, 1994,
by and between the County and U.S. Trust Company of California, N.A. as amended and supplemented by the First Supplemental Trust Agreement,
dated as of September 1, 2002 (collectively, the “Existing Trust Agreement”), and the Second Supplemental Trust Agreement (the “Second
Supplemental Trust Agreement” and, together with the Existing Trust Agreement, the “Trust Agreement”) dated as of June 1, 2004 by and between
the County and BNY Western Trust Company, as trustee (the “Trustee”). Pursuant to the County Employees Retirement Law of 1937, as amended
(the “Retirement Law”), the Board of Supervisors of the County is required to make the appropriations to pay the amounts required to be paid by the
County pursuant to the Retirement Law, including the unfunded accrued actuarial liability which is evidenced by the Series 2004 Bonds, and if it fails or
neglects to make the appropriations, the Auditor of the County is required to transfer from any money available in any fund in the County’s treasury the
sums specified by the Retirement Law, and such transfer will have the same force and effect as it would have had if the required appropriation had been
made by the Board of Supervisors of the County. In respect of its statutory obligation as of June 30, 2003, the County will execute a Pension Obligation
Debenture (the “Debenture”) in favor of the San Diego County Employees’ Retirement Association (the “Association”). The Series 2004 Bonds are
being issued to refund the Debenture and to pay certain costs of issuing the Series 2004 Bonds. See “Plan of Financing” and “Security and Sources of
Payment for the Series 2004 Bonds.”

Interest on the Series 2004A Bonds will be payable on February 15 and August 15, commencing on August 15, 2005 interest on the Series 2004B
Bonds will be payable on February 15 and August 15, commencing on August 15, 2004. Interest on the Series 2004C Bonds will accrete from their
delivery date and compound semiannually on February 15 and August 15 of each year, commencing on August 15, 2004. The Series 2004A Bonds and
the Series 2004C Bonds will bear or accrete interest, as applicable, at the rates set forth on the inside front cover page. Interest on the Series 2004B
Bonds (the “Auction Rate Securities”) will accrue at the Applicable Auction Rates until the Fixed Rate Conversion Date for such Series 2004B Bonds
as described under the caption “The Bonds — Series 2004B Bonds” herein and in Appendix F hereto.

The Series 2004 Bonds are being issued in fully registered form, registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York (“DTC”) in the United States. DTC will act as securities depository of the Series 2004 Bonds. Individual purchases
will be made in book-entry form only in denominations of (i) with respect to Series 2004A Bonds and the Series 2004C Bonds, $5,000 principal amount
or any integral multiple thereof and (ii) with respect to Auction Rate Securities, $25,000 principal amount or any integral multiple thereof. Purchasers
will not receive certificates representing their beneficial ownership interest in the Series 2004 Bonds purchased. See Appendix E hereto.

Certain of the Series 2004 Bonds are subject to optional and mandatory sinking fund redemption prior to maturity as described herein under the
caption “The Series 2004 Bonds.”

The scheduled payment of principal of and interest on the Series 2004A Bonds and the Series 2004C Bonds when due will be guaranteed under a
municipal bond new issue insurance policy to be issued concurrently with the delivery of the Series 2004A Bonds and the Series 2004C Bonds by
Financial Guaranty Insurance Company, doing business in California as FGIC Insurance Company. See “Bond Insurance” herein and Appendix G
hereto. The scheduled payment of principal of and interest on the Series 2004B Bonds when due will be guaranteed under a financial guaranty insurance
policy to be issued concurrently with the delivery of the Series 2004B Bonds by XL Capital Assurance Inc. See “Bond Insurance” herein and
Appendix H hereto.
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The payment of Principal of, Accreted Value and interest on the Series 2004 Bonds are obligations imposed by law payable from funds to be
appropriated by the County pursuant to the Retirement Law. Pursuant to section 31584 of the Retirement Law, the Board of Supervisors of the
County is obligated to make appropriations to pay the unfunded accrued actuarial liability of the Association and pursuant to such section the County
Auditor-Controller must transfer from any money available in any fund in the County treasury the sums specified if the Board of Supervisors fails to
make such appropriations. In addition, the Series 2004 Bonds are secured on a parity together with the 1994 Bonds (as defined herein) and the 2002
Bonds (as defined herein) and any additional bonds which hereafter may be issued under the Trust Agreement, and are not secured or limited as to
payment by any special source of funds of the County.

The Series 2004 Bonds do not constitute an obligation of the County for which the County is obligated to levy or pledge any form of taxation. The
Series 2004 Bonds do not constitute an indebtedness of the County, the State or any of its political subdivisions within the meaning of any
constitutional or statutory debt limitation or restriction.

This cover page contains information for quick reference only. It is not a summary of this issue. Potential purchasers must read the entire Official
Statement to obtain information essential to making an informed investment decision.

The Series 2004 Bonds will be offered when, as and if executed, delivered, and received by the Underwriters, subject to the approval as to their legality
by Orrick, Herrington & Sutcliffe LLP, Bond Counsel and certain other conditions. Certain legal matters will be passed upon for the Underwriters by their
counsel, Hawkins Delafield & Wood LLP, Los Angeles, California, and for the County by the County Counsel. It is anticipated that the Series 2004 Bonds
in definitive form will be available for delivery to DTC in New York, New York, or through the Euroclear System and Clearstream, Luxembourg in Europe
on or about June 29, 2004.

Citigroup
E. J. De La Rosa & Co., Inc. UBS Financial Services Inc.
Dated: June 23, 2004



Maturity Schedule

$241,360,000 Series 2004A Bonds

(Current Interest Bonds)

Maturity Principal Interest
(August15)  Amount Rate CUsIp!
2006 $ 9,605,000 3.280% 797398DA9
2007 8,660,000 3.830 797398DB7
2008 10,225,000 4230 797398DCS
2014 12,275,000 5.365 797398DD3
2016 23,350,000 .5.585 797398DE1
2017 26,505,000 5.665 797398DF8
2018 29,900,000 5.715 797398DG6
2019 33,585,000 5.765 797398DH4
2020 37,555,000 5.795 797398DJ0
2021 41,905,000 5.835 797398DK7
2022 7,795,000 5.865 797398DL5
Price: 100%
$147,825,000 Series 2004B Bonds
(Auction Rate Securities)
Initial
Auction
Auction Interest
Principal Maturity Initial Auction Date Initial Interest Period
Subseries Amount (August 15) Date Generally  Payment Date (Days) CuUsIp!
Each 4%
B-1 $73,925,000 2024 July 27, 2004 Tuesday  August 15, 2004 29 797398CY8
thereafter
Each4®™
B-2 $73,900,000 2024 August 10,2004  Tuesday  August 15, 2004 43 797398CZ5
thereafter

1t  Copyright 2003; American Bankers Association. CUSIP data herein is provided by Standard & Poor’s CUSIP Service

Bureau, a Division of the McGraw-Hill Companies, Inc., and is set forth herein for convenience of reference only. Neither
the County nor the Underwriters assume any responsibility for the accuracy of such numbers.




Maturity Schedule
(Continued)

$64,927,915.70 Series 2004C Bonds
(Capital Appreciation Bonds)

Maturity Principal Yield to Accreted Value at
(August 15) Amount Maturity Maturity CcusIpP
2009 $9,258,177.25 4.66% $11,725,000 797398DM3
2010 9,671,578.95 4.93 13,035,000 797398DN1
2011 10,025,541.70 5.14 14,395,000 797398DP6
2012 10,304,869.80 532 15,790,000 797398DQ4
2013 10,552,492.50 5.48 17,285,000 797398DR2
2014 3,915,075.60 5.63 6,870,000 797398DS0
2015 11,200,179.90 5.76 21,070,000 797398DT8

¥  Copyright 2003, American Bankers Association. CUSIP data herein is provided by Standard & Poor’s CUSIP Service
Bureau, a Division of the McGraw-Hill Companies, Inc., and is set forth herein for convenience of reference only. Neither
the County nor the Underwriters assume any responsibility for the accuracy of such numbers.
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No dealer, broker, salesperson or other person has been authorized by the County or the
Underwriters to give any information or to make any representations in connection with the offer or sale
of the Series 2004 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 County or the Underwriters.
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 2004 Bonds by a person in any jurisdiction in which it is untawful for such
person to make such an offer, solicitation or sale. '

This Official Statement is not to be construed as a contract with the purchasers or owners of the
Series 2004 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 representations of fact.

The information set forth herein has been obtained from sources which are believed to be reliable
but is not guaranteed as to accuracy or completeness, and is not to be construed as a representation by the
County or the Underwriters. The information and expression of opinion herein are subject to change
without notice and neither delivery of the 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 County or any
other parties described herein since the date hereof. All summaries of the Trust Agreement or other
documents are made subject to the provisions of such documents and do not purport to be complete
statements of any or all of such provisions. Reference is hereby made to such documents on file with the
County for further information in connection therewith.

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 laws as applied to the facts and
circumstances of this transaction, but the Underwriters do not guarantee the accuracy or completeness of
such information.

In connection with the offering of the Series 2004 Bonds, the Underwriters may over allot or
effect transactions which stabilize or maintain the market price of such Series 2004 Bonds at 2 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 2004 Bonds to certain dealers
and dealer banks and banks acting as agents at prices lower than the public offering price stated on the
cover page hereof and said public offering prices may be changed from time to time by the Underwriters.
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$454,112,915.70
COUNTY OF SAN DIEGO
TAXABLE PENSION OBLIGATION BONDS
SERIES 2004

INTRODUCTION

This introduction contains only a brief summary of certain of the terms of the Series 2004 Bonds
being offered, and a brief description of the Official Statement. All statements contained in this
introduction are qualified in their entirety by reference to the entire Official Statement. References to, and
summaries of, provisions of the Constitution and 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. Capitalized terms used in this Official Statement and not defined
elsewhere herein have the meanings given such terms under the Trust Agreement. See Appendix C — -
“Summary of the Second Supplemental Trust Agreement and the Trust Agreement - Definitions.”

General

This Official Statement, including the cover and the appendices attached hereto (the “Official
Statement”), provides certain information concerning the Taxable Pension Obligation Bonds, Series
2004A (the “Series 2004A Bonds™), Series 2004B (the “Series 2004B Bonds™) and Series 2004C (the
“Series 2004C Bonds” and, together with the Series 2004A Bonds and Series 2004B Bonds, the “Series
2004 Bonds”) issued by the County of San Diego (the “County™), in an aggregate principal amount of
$454,112,915.70. The Series 2004 Bonds will be issued pursuant to a Trust Agreement, dated as of
January 1, 1994, by and between the County and U.S. Trust Company of California, N.A. as amended and
supplemented by the First Supplemental Trust Agreement, dated as of September 1, 2002 (collectively,
the “Existing Trust Agreement”), and the Second Supplemental Trust Agreement (the “Second
Supplemental Trust Agreement” and, together with the Existing Trust Agreement, the “Trust
Agreement”) dated as of June 1, 2004 by and between the County and BNY Western Trust Company, as
trustee (the “Trustee™).

In satisfaction of a portion of its statutory obligation to pay the County’s portion of the San Diego
County Employees’ Retirement Association’s (the “Association”) unfunded actuarial accrued liability
(“UAAL”) of $1.434 billion as of June 30, 2003, the County will execute a Pension Obligation Debenture
(the “Debenture™) in the amount of $450,000,000 in favor of the Association. The Series 2004 Bonds are
being issued to refund the Debenture and to pay certain costs of issuance. See “Plan of Financing” herein.

The Series 2004 Bonds are payable on a parity with the County’s outstanding Taxable Pension
Obligation Bonds, Series A issued in the initial aggregate principal amount of $430,430,000 (the “1994
Bonds”) and the County’s outstanding Taxable Pension Bonds, Series 2002A, Series 2002B and Series
2002C (the “2002 Bonds,” collectively, the “Prior Bonds™ and, together with the Series 2004 Bonds and
any additional obligations which may be issued or incurred by the County under the Trust Agreement, the
“Bonds”). See “Security and Sources of Payment for the Series 2004 Bonds™ herein.

The County

The County, incorporated in 1850, is the southernmost major metropolitan area in the State of
California and covers 4,255 square miles. The County population in 2003 was estimated to be 2,989,300,
making it the third largest county in California. The County’s Fiscal Year 2004-05 budget totals
approximately $3.96 billion. The County possesses a diverse economic base consisting of manufacturing,



world trade, financial services, tourism, agriculture, defense and acrospace technology industries. For
financial, economic and demographic information about the County, see Appendix A hereto.

Security and Sources of Payment for the Series 2004 Bonds

The obligation of the County to make payments with respect to the Bonds is an absolute and
-unconditional obligation of the County imposed upon the County by law and enforceable against the
County pursuant to the County Employees Retirement Law of 1937, as amended (the “Retirement Law”),
and payment of Principal of, Accreted Value, premium, if any, and interest on the Bonds is not limited to
any special source of funds. The Trust Agreement provides that the County is obligated to deposit or
cause to be deposited with the Trustee the amount of the County’s obligations on the Bonds for each
fiscal year within thirty days of the commencement of such fiscal year. See Appendix C - “Summary of
the Second Supplemental Trust Agreement and the Trust Agreement — Funds and Accounts — Bond Fund;
Deposits to Bond Fund.” In the event that the County fails or neglects to make appropriations and
transfers in respect of its obligation to pay the Bonds, the judgment in the court action referred to in
“Validation” below (the “Validation Action) holds that the County Auditor-Controller will be obligated
pursuant to Section 31584 of the Retirement Law to satisfy the County’s obligations under the Bonds
from any money available in any fund in the County Treasury if the Board of Supervisors of the County
(the “Board”) fails or neglects to make such appropriations. ‘

THE PAYMENT OF PRINCIPAL OF, ACCRETED VALUE AND INTEREST ON THE
BONDS ARE OBLIGATIONS IMPOSED BY LAW PAYABLE FROM FUNDS TO BE
APPROPRIATED BY THE COUNTY PURSUANT TO THE RETIREMENT LAW. PURSUANT TO
SECTION 31584 OF THE RETIREMENT LAW, THE BOARD OF SUPERVISORS OF THE
COUNTY IS OBLIGATED TO MAKE APPROPRIATIONS TO PAY THE COUNTY’S PORTION OF
THE UNFUNDED ACCRUED ACTUARIAL LIABILITY OF THE ASSOCIATION AND PURSUANT
TO SUCH SECTION THE COUNTY AUDITOR-CONTROLLER SHALL TRANSFER FROM ANY
MONEY AVAILABLE IN ANY FUND IN THE COUNTY TREASURY THE SUMS SPECIFIED IF
THE BOARD OF SUPERVISORS FAILS TO MAKE SUCH APPROPRIATIONS. THE BONDS DO
NOT CONSTITUTE AN OBLIGATION OF THE COUNTY FOR WHICH THE COUNTY IS
OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION. THE BONDS DO NOT
CONSTITUTE AN INDEBTEDNESS OF THE COUNTY, THE STATE OR ANY OF ITS POLITICAL
SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT
LIMITATION OR RESTRICTION.

THE ASSOCIATION’S ASSETS WILL NOT SECURE OR BE AVAILABLE TO PAY
PRINCIPAL OF, ACCRETED VALUE OR INTEREST ON THE BONDS.

The Series 2004 Bonds

Purchases of the Series 2004 Bonds will be made in denominations (“Authorized
Denominations™) of (i) with respect to the Series 2004A Bonds and the Series 2004C Bonds $5,000
principal amount or any integral multiple thereof and (ii) with respect to the Series 2004B Bonds (the
“Auction Rate Securities”), $25,000 principal amount or any integral multiple thereof, and will be
registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York, New
York (“DTC”). DTC will act as securities depository of the Series 2004 Bonds. Ownership interests in the
Series 2004 Bonds may be purchased in book-entry form only. Principal of, Accreted Value, premium, if
any, and interest on the Series 2004 Bonds will be paid by the Trustee to DTC or its nominee, which will
in turn remit such payment to its Participants for subsequent disbursement to the beneficial owners of
interests in the Series 2004 Bonds. Interest on the Series 2004A Bonds will be payable on February 15
and August 15 of each year, commencing on August 15, 2005. Interest on the Series 2004B Bonds will be
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payable on February 15 and August 15 of each year, commencing on August 15, 2004. Interest on the
Series 2004C Bonds will compound semiannually on February 15 and August 15 of each year,
commencing on August 15,.2004. See “The Series 2004 Bonds™ herein. See Appendlx E - “Book-Entry
Only System and Global Clearance Procedures” attached hereto. _

Bond Insurance

The scheduled payment of principal of and interest on the Series 2004A Bonds and the Series
2004C Bonds when due will be guaranteed under a municipal bond new issue insurance policy to be
issued concurrently with the delivery of the Series 2004A Bonds and the Series 2004C Bonds by
Financial Guaranty Insurance Company, doing business in California as FGIC Insurance Company. The
scheduled payment of principal of and interest on the Series 2004B Bonds when due will be guaranteed
under a financial guaranty insurance policy to be issued concurrently with the delivery of the Series
2004B Bonds by XL Capital Assurance Inc. See “Bond Insurance” herein and Appendix G — “Form of
Municipal Bond New Issue Insurance Policy” and Appendix H — “Form of Financial Guaranty Insurance
Policy” attached hereto. :

Tax Matters

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, interest on the Series 2004
Bonds is not excludable from gross income for federal income tax purposes and is exempt from State of
California personal income taxes. Bond Counsel expresses no opinion regarding any other federal or state
tax consequences relating to the ownership or disposition of, or the accrual or receipt of interest on, the
Series 2004 Bonds. See “Tax Matters” herein and Appendix D hereto.

Continuing Disclosure

The County has agreed to provide, or cause to be provided, to each nationally recognized
municipal securities information repository and any public or private repository or entity designated by
the State as a state repository for purposes of Rule 15¢2-12(b)(5) adopted by the Securities and Exchange
Commission (each, a “Repository”) certain annual financial information and operating data and, in a
timely manner, notice of certain material events. These covenants have been made in order to assist the
Underwriters listed on the front cover page (collectively, the “Underwriters”) in complying with SEC
Rule 15¢2-12(b)(5). The County has never failed to comply in all material respects with any previous
undertakings with regard to said Rule to provide annual reports or notices of material events. See
“Continuing Disclosure” herein. '

Forward-Looking Statements

Certain statements included or incorporated by reference in the Official Statement constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used such as
“plan,” “expect,” “estimate,” “budget” 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 believed to be reasonable, there can be no assurance that such expectations will prove to be
correct. The County is not obligated to issue any updates or revisions to the forward-looking statements if
or when its expectations, or events, conditions or circumstances on which such statements are based
occur, whether or not they prove to be correct.



_ Miscellaneous .

The description herein of the Trust Agreement and any other agreements relating to the Bonds are- .
qualified in their entirety by reference to such documents, and the descriptions herein of the Bonds are
qualified in their entirety by the form thereof and the information with respect thereto included in the
aforementioned documents. See Appendix C — “Summary of the Second Supplemental Trust Agreement
and the Trust Agreement.” Copies of the documents are on file and available for inspection at the
principal corporate trust office of the Trustee at 700 South Flower, Suite 500, Los Angeles, California
90017; Attention: Corporate Trust Department. All capitalized terms used in this Official Statement and
not otherwise defined herein have the same meanings as in the Trust Agreement. See Appendix C —
“Summary of the Second Supplemental Trust Agreement and the Trust Agreement” for- definitions of
certain words and terms used but not otherwise defined herein. :

The information and expressions of opinion herein speak only as of their date and are subject to
change without notice. Neither the delivery of this Official Statement nor any sale made hereunder nor
any future use of this Official Statement shall, under any circumstances, create any implication that there
has been no change in the affairs of the County since the date hereof.

The presentation of information, including tables of receipt of revenues, is intended to show
recent historical information and is not intended to indicate future or continuing trends in the financial
position or other affairs of the County. No representation is made that past experience, as it might be
shown by such financial and other information, will necessarily continue or be repeated in the future.

PLAN OF FINANCING

Pursuant to Section 31584 of the Retirement Law, the Board is required to appropriate and pay
amounts determined to be owing by the County to the Association. In satisfaction of a portion of its
statutory obligation to pay the Association the County’s portion of the UAAL in the amount of $1.434
billion as of June 30, 2003, the County will execute the Debenture in favor of the Association in the
amount of $450,000,000. The Series 2004 Bonds are being issued to refund the Debenture and to pay
certain costs of issuance. :

APPLICATION OF SERIES 2004 BOND PROCEEDS

The proceeds of the Series 2004 Bonds are expected to be applied approximately as set forth
below: o

Refunding of DEbEnture............ccowweeersoecesecssscrsosess $450,000,000.00 -
Costs OF ISSUANCED ...vveeeeeeecceeeresessssseneserensanes 4.112.915.70
- Total , - $454,112,915.70

M Includes fees of Bond Counsel, Underwriters’ Counsel, the Financial Advisor, the Trustee, Underwriters’
discount, rating agency fees, printing costs, premium for financial guaranty insurance policies and certain
miscellaneous expenses. Co

THE SERIES 2004 BONDS
General

The Series 2004 Bonds will be issued in fully registered form and will be registered in the name
of Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”). DTC will
act as securities depository of the Series 2004 Bonds. Ownership interests in the Series 2004 Bonds may
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be purchased in book-entry form only. Principal of, Accreted Value, premium, if any, and interest on the
Series 2004 Bonds will be paid by the Trustee to DTC or its nominee, which will in turn remit such
payment to its Participants for subsequent disbursement to the beneficial owners of interests in the Series
2004 Bonds. See “Book-Entry Only System™ herein. : :

Series 2004A Bonds

General The Senes 2004A Bonds will be issued as fully registered bonds, w1thout coupons in
book-entry only form, in denominations of $5,000 principal amount or any integral multiple thereof. The
Series 2004A.Bonds shall be dated their date of delivery and will bear interest at the respective rates and
mature on the dates set forth therefor on the inside cover page of this Official Statement. Interest on the
Series 2004A Bonds shall be payable semiannually on February 15 and August 15 of each year (each.an
“Interest Payment Date”), commencing on August 15, 2005. The Series 2004A Bonds will bear interest
from the Interest Payment Date next preceding the date of registration thereof, unless such date of
registration is after a Record Date and on or prior to an Interest Payment Date, in which event they shall
bear interest from such Interest Payment Date, or unless such date of registration is prior to the Initial
Interest Payment Date, in which event they shall bear interest from their date of delivery; provided,
however, that if at the time of registration of any Series 2004A Bond interest is then in default on the
Outstanding Series 2004A Bonds, such Series 2004A Bond shall bear interest from the Interest Payment
Date to which interest has previously been paid or made available for payment on the Outstanding Series
2004A Bonds. Interest on the Series 2004A Bonds will be calculated on the basis of a 360-day year
comprised of twelve 30-day months.

Optional Redemption. The Series 2004A Bonds are subject to redemption prior to their maturity,
at the option of the County, from any source available for such purpose, in whole or in pa.rt on any date, at
a redemptlon price equal to the greater of:

1) '100 percent of the principal amount of the Series 2004A Bonds to be redeemed; or

) the sum of the present values of the remaining scheduled payments of principal and
interest on the Series 2004A Bonds to be redeemed (exclusive of interest accrued to the date fixed for
redemption) discounted to the date of redemption on a semiannual basis (assuming a 360-day yea.r
consisting of twelve 30-day months) at the Treasury Rate plus 12.5 basis points,

plus in each case, accrued and unpaid interest on the Series 2004A Bonds being redeemed to the date
fixed for redemption. - =

For the purpose of determining the Treasury Rate, the following definitions will épply:

“Treasury Rate” means, with respect to any redemption date for a particular Series.2004A Bond,
the rate per annum, expressed as a percentage of the principal amount, equal to the semiannual equivalent
yield to maturity or interpolated maturity of the Comparable Treasury Issue, assuming that the
Comparable Treasury Issue is purchased on the redemption date for a price equal to the Comparable
Treasury Price, as calculated by the Designated Investment Banker.

“Comparable Treasury Issue” means, with respect to any redemption date for a particular Series
2004A Bond, the United States Treasury security or securities selected by the Designated Investment
Banker which has an actual or interpolated maturity comparable to the remaining average life of the
applicable Series 2004 A Bonds to be redeemed, and that would be utilized in accordance with customary
financial practice in pricing new issues of debt securities of comparable maturity to the remaining average
life of the Series 2004 A Bonds to be redeemed.




~ “Comparable Treasury Price” means, with respect to any redemption date for a particular Series
2004A Bond, (1) if the Designated Investment Banker receives at least four Reference Treasury Dealer
Quotations, the average of such quotations for such redemption date, after excluding the highest and
lowest Reference Treasury Deal Quotations, or (2) if the Designated Investment Banker obtains fewer
than four such Reference Treasury Dealer Quotations, the average of all such quotations.

“Designated Investment Banker” means one of the Reference Treasury Dealers appointed by the
County. ’ :

“Reference Treasury Dealer” means Citigroup Global Markets Inc. and their respective
successors and three other firms, specified by the County from time to time, that are primary U.S.
Government securities dealers in the City of New York (each a “Primary Treasury Dealer”); provided,
however, that if any of them ceases to be a Primary Treasury Dealer, the County shall substitute another
Primary Treasury Dealer. '

“Reference Treasury Deal Quotations” means, with respect to each Reference Treasury Dealer
and any redemption date for a particular Series 2004A Bond, the average, as determined by the
Designated Investment Bank, of the bid and asked prices for the Comparable Treasury Issue (expressed in
each case as a percentage of its principal amount) quoted in writing to the Designated Investment Banker
by such Reference Treasury Dealer at 3:30 p.m., New York City time, on the third business day preceding
such redemption date. : ; Co

Series 2004B Bonds

General. The Series 2004B Bonds shall be issued in two subseries (each a “Subseries”),
designated Subseries 2004B-1 and Subseries 2004B-2. The Series 2004B Bonds will be issued in
denominations $25,000 or any integral multiple thereof. The Series 2004B Bonds shall be dated and will
mature on the dates set forth on the inside cover page of this Official Statement. Each of the Subseries of
the Series 2004B Bonds, prior to the Fixed Rate Conversion Date for any one or more Subseries shall be
“Auction Rate Securities.” While Series 2004B Bonds are Auction Rate Securities, Series 2004B Bonds
will bear interest as set forth under this caption and in Appendix F hereto. Interest on Series 2004B Bonds
will be payable semiannually on each Interest Payment Date, commencing on August 15, 2004. The
Series 2004B Bonds will bear interest from the Interest Payment Date next preceding the date of
registration thereof, unless such date of registration is after a Record Date and on or prior to an Interest
Payment Date, in which event they shall bear interest from such Interest Payment Date, or unless such
date of registration is prior to the Initial Interest Payment Date, in which event they shall bear interest
from their date of delivery; provided, however, that if at the time of registration of any Series 2004B
Bond interest is then in default on the Outstanding Series 2004B Bonds, such Series 2004B Bond shall
bear interest from the Interest Payment Date to which interest has previously been paid or made available
for payment on the Outstanding Series 2004B Bonds. Interest on the Series 2004B Bonds will be
calculated on the basis of a 360-day year for the actual number of days elapsed. -

Optional Redemption. Series 2004B Bonds shall be subject to redemption at the option of the .
County, at a redemption price of 100% of the principal amount thereof plus accrued and unpaid interest
with respect thereto, on any Interest Payment Date, prior to their respective maturities in any order of
maturity from any moneys available therefor, in whole or in part in any Authorized Denomination.

Mandatory Redemption. The Series 2004B Bonds, Subseries B-1 (the “Series 2004B-1-Bonds™)

shall be subject to mandatory sinking fund redemption prior to maturity at a prépayment price equal to the
principal amount of the Series 2004B-1 Bonds to be redeemed, plus accrued interest with respect thereto
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to the redemption date, on August 15 of each year, commencing on August 15, 2022 in the pr1nc1pal
amounts and on the redemption dates as follows

Redemption Date : :
(August 15) = Principal Amount

2022 $19,425,000

2023 25,875,000

2024* 28,625,000

*Stated Maturity.

The Series 2004B Bonds, Subseries B-2 (the “Series 2004B-2 Bonds™) shall be subject to
mandatory sinking fund redemption prior to maturity at a prepayment price equal to the principal amount
of the Series 2004B-2 Bonds to be redeemed, plus accrued interest with respect thereto to the redemption
date, on August 15 of each year, commencing on August 15, 2022 in the principal amounts and on the
redemption dates as follows:

Redemption Date
(August 15) Principal Amount
2022 $19,400,000
2023 : 25,875,000
2024* 28,625,000

*Stated Maturity.

Auction Rate Provisions. While any Series 2004B Bonds are Auction Rate Securities, except as
otherwise spec1ﬁca11y provided in the Trust Agreement, the provisions of the Trust Agreement
summarized in Appendix C and the auction and settlement procedures summarized in Appendix F will
govern the interest rates per annum and the payment terms of the Series 2004B Bonds. See “Interest

Rates” and “Applicable Auction Rates,” below. For a further description of the Auction Rate Securities,
see also Appendix C — “Summary of the Second Supplemental Trust Agreement and the Trust

Agreement” and Appendix F — “Auction and Settlement Procedures™ attached hereto.

It is anticipated that Citigroup Global Markets Inc., E. J. De La Rosa & Co., Inc. and UBS
Financial Services, Inc. will act as initial Broker-Dealers with respect to the Series 2004B Bonds.
Deutsche Bank Trust Company Americas will act as initial Auction Agent with respect to the Series
2004B Bonds.

Interest Rates. The Series 2004B Bonds will initially bear interest at the Applicable Auction Rate
established pursuant to the Auction Procedures described in Appendix F attached hereto. Interest on
* Auction Rate Securities will accrue for each Auction Interest Period or portion thereof and will be
payable in arrears on each succeeding Interest Payment Date. “Auction Interest Period” means, as to the
applicable Auction Rate Securities of a Subseries, each period during which a specific Auction Rate is in
effect, as a result of an Auction, for such Subseries of Auction Rate Securities, which Auction Interest
Period may be a twenty-eight (28) day period, or such other period as may be designated from time to
time as an Auction Interest Period by the County and the Market Agent pursuant to an Auction Interest
Period Adjustment for a Subseries of Auction Rate Securities, each Auction Interest Period running from,
and including, the day following the last day of the prior Auction Interest Period for such Subseries of
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Auction Rate Securities to the day of the next Auction for such Subseries of Auction Rate Securities;
provided that the initial Auction Interest Period shall commence on the date of delivery. of the Series
* 2004B Bonds and shall end on the initial Auction Date for the applicable Subseries set forth on the inside
from cover page of this Official Statement. The length of an Auction Interest Period may be adjusted
pursuant to the Supplemental Trust Agreement. See Appendix C —~ “Summary of the Second
- Supplemental Trust Agreement and the Trust Agreement” attached hereto.

Interest payments on the Auction Rate Securities are to be made by the Trustee to the persons
who appear as registered owners on the registration books maintained by the Trustee as bond registrar as
of the close of business on the second Business Day next preceding each Interest Payment Date (the
“Regular Record Date”).

Applicable Auction Rate. The rate per annum at which interest is payable on Auction Rate
Securities for each Auction Interest Period is referred to as the “Applicable Auction Rate.” Interest on
Auction Rate Securities shall be computed on the basis of a 360-day year for the actual number of days
clapsed. The rates of interest on each subseries of the Series 2004B Bonds for the first Auction Interest
Period will be determined by the Broker-Dealers on or prior to the day preceding the date of original
delivery of the Series 2004B Bonds. The rate of interest on each Subseries for each subsequent Auction
Interest Period shall be equal to the annual rate of interest that results from implementation of the Auction
~ Procedures described in Appendix F — “Auction Procedures,” subject to the limitations described below.

(A)  If a notice of an adjustment in the percentages used to determine the Maximum Auction
Rate, the All-Hold Rate and the Non-Payment Rate (in each case, defined in Appendix C hereto) shall
have been given by the Market Agent for a Subseries and such adjustment shall not have taken effect
because of a failure to satisfy either of the conditions set forth in clause (i) under “Description of Auctions
for Auction Rate Securities — Adjustment of Percentages Used to Determine Maximum, All-Hold and
Non-Payment Rates” in Appendix F, then an Auction shall not be held with respect to such Subseries for
the succeeding Auction Interest Period; and the rate of interest for such subseries of Series 2004B Bonds
for such Auction Interest Period shall equal the Maximum Auction Rate. :

®3) If, on any Auction Date, an Auction is not held for any other reason, the rate of interest
for the next succeeding Auction Interest Perlod shall equal the Maximum Auctlon Rate on such Auction
Date.

Notwithstanding the foregoing, if the ownership of Auction Rate Securities of any Subseries is no
longer maintained in book-entry form by the Securities Depository, the Applicable Auction Rate for each -
Subseries for any Auction Interest Period thereafter shall equal the Maximum Auction Rate on the
Business Day immediately preceding the first day of the applicable Auction Interest Period. In addition,
ifa payment default shall have occurred, the Applicable Auction Rate for the Auction Interest Period
commencing on or immediately after such payment default and for each Auction Interest Period thereafter
" to and including the Auction Interest Period, if any, during which, or commencing less than two (2)
Business Days after, such payment default is cured shall equal the Non-Payment Rate on the first day of
each such Auction Interest Period; provided, however, that for any Auction that occurred on the Business
Day immediately preceding any such Auction Interest Period, the Applicable Auctlon Rate for that
Auction Interest Period shall be the Non-Payment Rate. ‘

Conversion of Auction Rate Securities to Fixed Interest Rates. On any Interest Payment Date, at
the option of the County, all but not less than all of the Auction Rate Securities of a Subseries may be
converted from Auction Rate Securities to Series 2004B Bonds bearing interest at fixed interest rates and
on such date (the “Fixed Rate Conversion Date) the Auction Rate Securities of such Subseries will be
subject to mandatory tender for purchase at a price of par, plus accrued but unpaid interest. Not less than
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40 days prior to the Fixed Rate Conversion Date, the Trustee is required to mail written notice of the
conversion and mandatory tender to the Owners of the Auction Rate Securities of such Subseries to be
converted setting forth the information required in the Second Supplemental Trust Agreement. Upon
satisfaction of certain conditions set forth in the Second Supplemental Trust Agreement, the Series 2004B
Bonds of such Subseries shall be purchased or deemed purchased at the Tender Price. See Appendix C —
“Summary of the Second Supplemental Trust Agreement and the Trust Agreement — Conversion of
Auction Rate Securities to Fixed Interest Rates” and “- Purchase of Auction Rate Securities” attached
hereto :

Series 2004C Bonds

General. The Series 2004C Bonds will be dated as of their delivery date and will mature on the
dates and in the principal amounts and bear interest at the rates and shall have the Accreted Value as set
forth on the inside cover page hereof. Interest on the Series 2004C Bonds of each maturity will be
compounded semiannually (with straight-line interpolations between Interest Payment Dates) at the
respective rates per annum set forth on the inside cover page hereof (as the Yield To Maturity thereof) on
each Interest Payment Date (calculated on the basis of a 360-day year comprised of 12 months of 30 days
each) commencing on August 15, 2004. The Accreted Value as of the Closing Date and each Interest
Payment Date for a Series 2004C Bond having an Accreted Value of $5,000 at each of the maturity dates
set forth on the inside cover page hereof is set forth in the Accreted Value Table. See Appendix I —
“Accreted Value Table” attached hereto. The Accreted Value of the Series 2004 C Bonds for any date not
indicated on the Accreted Value Table shall be determined by computing and compounding interest in
accordance with the Second Supplemental Trust Agreement and assuming in any year that such Accreted
Value increases in equal daily amounts on the basis of a year of 360 days composed of 12 months of 30
days each.

Redemption. The Series 2004C Bonds are not subject to redemption prior to maturity.

Redemption Procedures

Sinking Fund Redemption of Term Bonds. The Trustee will effect each mandatory sinking fund
redemption of any Series 2004 Term Bonds (the “Term Bonds™) by redeeming from each person who is
the registered owner of a Term Bond to be redeemed on the Record Date immediately preceding a
redemption date, an amount of such Term Bonds determined by (1) multiplying the principal amount of
the Term Bonds to be redeemed on the applicable redemption date by a fraction the numerator of which is
the principal amount of the Term Bonds owned by such registered owner and the denominator of which is
the principal amount of the Term Bonds outstanding immediately prior to such date of redemption, and
(2) then rounding the product down to the next lower integral multiple of $25,000. The Trustee will
apply, to the extent possible, any remaining amount of a sinking fund installment to redeem $25,000 units
of such Series 2004B Bonds and w111 select by lot the units to be redeemed from all such Term Bond
registered owners. '

Notice of Redemption. Notice of the intended redemption shall be given by the Trustee by first
class mail to the registered owner at the address of such owner. All such redemption notices shall be
given not less than thirty (30) days nor more than sixty (60) days prior to the redemption date. Each notice
of redemption shall state the date of such notice, the redemption price, if any, the name and appropriate
address of the Trustee, the CUSIP number (if any) of the maturity or maturities, and, if less than all of any
such maturity is to be redeemed, the distinctive certificate numbers of the Series 2004A Bonds or Series
2004B Bonds, as applicable, of such maturity, to be redeemed and, in the case of Series 2004A Bonds or
Series 2004B Bonds, as applicable, to be redeemed in part only, the respective portions of the principal
amount thereof to be redeemed. Each such notice shall also state that on said date there will become due
and payable on each of said Series 2004 Bonds the redemption price, if any, thereof and in the case of a
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Series 2004A Bonds or Series 2004B Bonds 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 shall cease to accrue, and shall require that
such Series 2004A Bonds or Series 2004B Bonds, as applicable, be then surrendered at the address of the
Trustee specified in the redemption notice. Failure to receive such notice shall not invalidate any of the
proceedings taken in connection with such redemption. : :

Notice of such redemption shall also be sent to the Insurer, to each Broker-Dealer (if applicable), -
to the Rating Agencies, to all municipal registered Securities Depositories and to at least two of the
NRMSIRs, no later than simultaneously with the mailing of notices required by the first paragraph above; -
provided, that neither failure to receive such notice nor any defect in any notice so mailed shall affect the
sufficiency of the proceedings for the redemption of such Series 2004A Bonds or Series 2004B Bonds, as -
applicable. o ‘ l

Failure to give notice by mailing to the registered owner of any Series 2004A Bonds or Series
~ 2004B Bonds, as applicable, designated for redemption or tender or to any depository or information
service shall not affect the validity of the proceedings for the redemption of such Series 2004A Bonds or
Series 2004B Bonds, as applicable, if notice of such redemption shall have been mailed as herein
provided. : : '

Effect of Notice of Redemption. From and after the date fixed for redemption, if funds available
for the payment of the principal of and interest (and premium, if any) with respect to the Series 2004
Bonds so called for redemption will have been duly provided, such Series 2004 Bonds so called will
cease to be entitled to any benefit under the Trust Agreement other than the right to receive payment of
the principal, interest accrued to the Redemption Date, and premium, if any, and no interest shall accrue
with respect thereto from and after the Redemption Date specified in the notice of such redemption..

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS

General

Pursuant to the Retirement Law, the County Board of Supervisors is obligated to appropriate and
make payments to the Association for certain amounts arising as a result of retirement benefits accruing to
members of the Association. Pursuant to Section 31584 of the Retirement Law, the Board of Supervisors
of the County is obligated to make appropriations to pay the County’s portion of the UAAL of the
Association and pursuant to such Section, the County Auditor-Controller will transfer from any money
available in any fund in the County Treasury the sums specified if the Board fails to make such
appropriations. The Trust Agreement provides that the County is obligated to deposit or cause to be
deposited with the Trustee the amount of the County’s obligations on the Bonds for each fiscal year
within thirty days of the commencement of such fiscal year. Fora description of the method used to
determine the amount the County is obligated to deposit with respect to Auction Rate Securities, see
Appendix C — “Summary of the Second Supplemental Trust Agreement and the Trust Agreement”
attached hereto.

THE PAYMENT OF PRINCIPAL OF, ACCRETED VALUE AND INTEREST ON THE
BONDS ARE OBLIGATIONS IMPOSED BY LAW PAYABLE FROM FUNDS TO "BE
APPROPRIATED BY THE COUNTY PURSUANT TO THE RETIREMENT LAW. PURSUANT TO
SECTION 31584 OF THE RETIREMENT LAW, THE BOARD OF SUPERVISORS OF THE
COUNTY IS OBLIGATED TO MAKE APPROPRIATIONS TO PAY THE COUNTY’S PORTION OF
THE UNFUNDED ACCRUED ACTUARIAL LIABILITY OF THE ASSOCIATION AND PURSUANT
TO SUCH SECTION THE COUNTY AUDITOR-CONTROLLER MUST TRANSFER FROM ANY
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MONEY AVAILABLE IN ANY FUN(D IN THE COUNTY TREASURY THE SUMS SPECIFIED IF
THE BOARD OF SUPERVISORS FAILS TO MAKE SUCH APPROPRIATIONS.

The Trust Agreement provides that the County reserves the right to enter into one or more other
agreements or indentures for any of its corporate purposes, and reserves the right to issue other
obligations for such purposes. See Appendix C — “Summary of the Second Supplemental Trust
Agreement and the Trust Agreement” attached hereto.

‘THE BONDS DO NOT CONSTITUTE AN OBLIGATION OF THE COUNTY FOR WHICH
THE COUNTY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION. THE BONDS
DO NOT CONSTITUTE AN INDEBTEDNESS OF THE COUNTY, THE STATE OR ANY OF ITS
POLITICAL SUBDIVISIONS WITHIN THE MEANING OF ANY CONSTITUTIONAL OR
STATUTORY DEBT LIMITATION OR RESTRICTION.

Fiscal Year Debt Service on Outstanding Pension Obligation Bonds
The following table sets forth the debt service obligations in each fiscal year for the outstanding
pension obligation bonds of the County. For information on other County debt service obligations and

other information regarding the General Fund of the County, see Appendix A — “Economic, Financial and
Demographic Information Regarding the County of San Diego™ attached hereto.
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Footnotes to Oufétanding Bonds Fiscal Year Debt Service Table above.

(" The County has proposed economically defeasing all or a portion of the 1994 Bonds from available resources in
its Fiscal Year 2004-05 Operational Plan. Such proposal has not been approved by the County Board of
Supervisors as of the date hereof.

@ Assumes the 2002 unhedged auction rate securities at an average rate of 5.41%.

©) Assumes the 2004 unhedged auction rate securities at an average rate of 5.41%.

@ Includes compound interest. : :

VALIDATION

On November 10, 1993, the County, acting pursuant to the provisions of Sections 860 et seq. of
the California Code of Civil Procedure and Government Code Sections 53511 and 53589.5, filed a
complaint in the Superior Court of the State of California for the County of San Diego seeking judicial
validation of the proceedings and transactions relating to the issuance of the Debentures, the Prior Bonds
and any future series of bonds, including the Series 2004 Bonds, to be issued by the County in connection
therewith (collectively, the “Pension Obligations Bonds™) and certain other matters. On December 16,
1993, the court entered a default judgment to the effect, among other thmgs that the Pension Obligations
Bonds are valid, legal and binding obligations of the County and in conformity with all applicable
provisions of law. In issuing the opinion as to the validity of the Series 2004 Bonds, Bond Counsel will
rely upon the entry of the foregoing default judgment.

BOND INSURANCE
Financial Guaranty

Financial Guaranty has supplied the following information for inclusion in this Official
Statement. No representation is made by the County or the Underwriters as to the accuracy or
completeness of this information.

Payments Under the Financial Guaranty Policy. Concurrently with the issuance of the Series
2004A Bonds and Series 2004C Bonds, Financial Guaranty Insurance Company, doing business in
California as FGIC Insurance Company (“Financial Guaranty™) will issue its Municipal Bond New Issue
Insurance Policy for the Series 2004A Bonds and Series 2004C Bonds (the “Financial Guaranty Policy™).
The Financial Guaranty Policy unconditionally guarantees the payment of that portion of the principal of
and interest on the Series 2004A Bonds and Series 2004C Bonds which has become due for payment, but
shall be unpaid by reason of nonpayment by the County. Financial Guaranty will make such payments to
U.S. Bank Trust National Association, or its successor as its agent (the “Fiscal Agent”), on the later of the
date on which such principal or interest is due or on the business day next following the day on which
Financial Guaranty shall have received notice (in accordance with the terms of the Financial Guaranty
Policy) from an owner of Series 2004A Bonds and Series 2004C Bonds or the trustee or paying agent (if
any) of the nonpayment of such amount by the County. The Fiscal Agent will disburse such amount due
on any Series 2004 A Bond to its owner upon receipt by the Fiscal Agent of evidence satisfactory to the
Fiscal Agent of the owner's right to receive payment of the principal or interest due for payment and
evidence, including any appropriate instruments of assignment, that all of such owner's rights to payment
of such principal or interest shall be vested in Financial Guaranty. The term “nonpayment” in respect of a
Series 2004 A Bond includes any payment of principal or interest made to an owner of a Series 2004 A
Bond which has been recovered from such owner pursuant to the United States Bankruptcy Code by a
trustee in bankruptcy in accordance with a final, nonappealable order of a court having competent
jurisdiction.
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Once issued, the Financial Guaranty Policy is non-cancellable by Financial Guaranty. The
Financial Guaranty Policy covers failure to pay principal of the Series 2004A Bonds and Series 2004C
Bonds on their stated maturity dates and their mandatory sinking fund redemption dates, and not on any
other date on which the Series 2004A Bonds and Series 2004C Bonds may have been otherwise called for

- redemption, accelerated or advanced in maturity. The Financial Guaranty Policy also covers the failure to
pay interest on the stated date for its payment. If the Series 2004A Bonds and Series 2004C Bonds are
accelerated or become subject to mandatory redemption, Financial Guaranty will be obligated to pay
principal and interest on the originally scheduled principal (including mandatory sinking fund
redemption) and interest payment dates. Upon such payment, Financial Guaranty will become the owner
of the Series 2004 A Bond, appurtenant coupon or right to payment of principal or interest on such Series
2004 A Bond and will be fully subrogated to all of the Bondholder's rights thereunder.

The Financial Guaranty Policy does not insure any risk other than Nonpayment by the County, as
defined in the Financial Guaranty Policy. Specifically, the Financial Guaranty Policy does not cover: (i)
payment on acceleration, as a result of a call for redemption (other than mandatory sinking fund
redemption) or as a result of any other advancement of maturity; (i) payment of any redemption,
prepayment or acceleration premium; or (iii) nonpayment of principal (or accreted value, if applicable) or
interest caused by the insolvency or negligence or any other act or omission of the trustee or paying agent,
if any. :

As a condition of its commitment to insure Series 2004A Bonds and Series 2004C Bonds,
Financial Guaranty may be granted certain rights under the Series 2004 A Bond documentation. The
specific rights, if any, granted to Financial Guaranty in connection with its insurance of the Series 2004A
Bonds and Series 2004C Bonds may be set forth in the description of the principal legal documents
appearing elsewhere in this Official Statement, and reference should be made thereto.

The Financial Guaranty Policy is not covered by the Property/Casualty Insurance Security Fund
specified in Article 76 of the New York Insurance Law. The Financial Guaranty Policy is not covered by
the California Insurance Guaranty Association (California Insurance Code, Article 14.2).

Financial Guaranty Insurance Company. Financial Guaranty, a New York stock insurance
corporation, is a direct, wholly-owned subsidiary of FGIC Corporation, and provides financial guaranty
insurance for public finance and structured finance obligations. Financial Guaranty is licensed to engage
in financial guaranty insurance in all 50 states, the District of Columbia and the Commonwealth of Puerto
Rico and, through a branch, in the United Kingdom. Financial Guaranty is a wholly-owned subsidiary of
FGIC Corporation, a Delaware corporation.

On December 18, 2003, an investor group consisting of The PMI Group, Inc. (“PMI”), affiliates
of The Blackstone Group L.P. (“Blackstone”), affiliates of The Cypress Group L.L.C. (“Cypress™) and
affiliates of CIVC Partners L.P. (“CIVC”) acquired FGIC Corporation (the “FGIC Acquisition”) from a
subsidiary of General Electric Capital Corporation (“GE Capital”). PMI, Blackstone, Cypress and CIVC
acquired approximately 42%, 23%, 23% and 7%, respectively, of FGIC Corporation's common stock. GE
Capital retained approximately $234.6 million in liquidation preference of FGIC Corporation's
convertible participating preferred stock and approximately 5% of FGIC Corporation's common stock.
Neither FGIC Corporation nor any of its shareholders is obligated to pay any debts of Financial Guaranty
or any claims under any insurance policy, including the Financial Guaranty Policy, issued by Financial
Guaranty. ' ’ - o

Financial Guaranty is subject to the insurance laws and regulations of the State of New York,
where it is domiciled, including Article 69 of the New York Insurance Law (“Article 69”), a
comprehensive financial guaranty insurance statute. Financial Guaranty is also subject to the insurance
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laws and regulations of all other jurisdictions in which it is licensed to transact insurance business. The
insurance laws and regulations, as well as the level of supervisory authority that may be exercised by the
various insurance regulators, vary by jurisdiction, but generally require insurance companies to maintain
minimum standards of business conduct and solvency, to meet certain financial tests, to comply with
requirements concerning permitted investments and the use of policy forms and premium rates and to file
quarterly and annual financial statements on the basis of statutory accounting principles (“SAP”) and
other reports. In addition, Article 69, among other things, limits the business of each financial guaranty
insurer, including Financial Guaranty, to financial guaranty insurance and certain related lines.

For the three months ended March 31,-2004; and the years ended December 31, 2003 and
December 31, 2002, Financial Guaranty had written directly or assumed through reinsurance, guaranties
of approximately $11.3 billion, $42.4 billion and $47.9 billion par value of securities, respectively (of
which approximately 50%, 79% and 81%, respectively, constituted guaranties of municipal bonds), for
which it had collected gross premiums of approximately $56.4 million, $260.3 million and $232.6
million, respectively. For the three months ended March 31, 2004, Financial Guaranty had reinsured,
through facultative arrangements, approximately .03% of the risks it had written,

As of March 31, 2004, Financial Guaranty had net admitted assets of approximately $2.864
billion, total liabilities of approximately $1.728 billion, and total capital and surplus of approximately
$1.136 billion, determined in accordance wnh statutory accounting practices prescrlbed or permnted by
insurance regulatory authorities.

The audited financial statements of Financial Guaranty as of March 31, 2004, December 31, 2003
and December 31, 2002, which have been filed with the Nationally Recognized Municipal Securities
Information Repositories (“NRMSIRs”), are hereby included by specific reference in this Official
Statement. Any statement contained herein under the heading “Bond Insurance — Financial Guaranty,” or
in any documents included by specific reference herein, shall be modified or superseded to the extent
required by any statement in any document subsequently filed by Financial Guaranty with such
NRMSIRs, and shall not be deemed, except as so modified or superseded, to constitute a part of this
Official Statement. All financial statements of Financial Guaranty (if any) included in documents filed by
the County with the NRMSIRs subsequent to the date of this Official Statement and prior to the
termination of the offering of the Series 2004A Bonds and Series 2004C Bonds shall be deemed to be
included by specific reference into this Official Statement and to be a part hereof from the respective
dates of filing of such documents.

Financial Guaranty also prepares quarterly and annual financial statements on the basis of
generally accepted accounting principles. Copies of Financial Guaranty's most recent GAAP and SAP
financial statements are available upon request to: Financial Guaranty Insurance Company, 125 Park
Avenue, New York, NY 10017, Attention: Corporate Communications Department. Financial Guaranty's
telephone number is (212) 312-3000.

Financial Guaranty’s Credit Ratings. The financial strength of Financial Guaranty is rated
“AAA” by Standard & Poor's, a Division of The McGraw-Hill Companies, Inc., “Aaa” by Moody's
Investors Service, and “AAA” by Fitch Ratings. Each rating of Financial Guaranty should be evaluated
independently. The ratings reflect the respective ratings agencies' current assessments of the insurance
financial strength of Financial Guaranty. Any further explanation of any rating may be obtained only
from the applicable rating agency. These ratings are not recommendations to buy, sell or hold the Series
2004A Bonds and Series 2004C Bonds, and are subject to revision or withdrawal at any time by the rating
agencies. Any downward revision or withdrawal of any of the above ratings may have an adverse effect
on the market price of the Series 2004A Bonds and Series 2004C Bonds. Financial Guaranty does not
guarantee the market price or investment value of the Series 2004A Bonds and Series 2004C Bonds nor
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does it guarantee that the ratings on the Series 2004A Bonds and Series 2004C Bonds will not be revised
or withdrawn. : ' o

Neither Financial Guaranty nor any of its affiliates accepts any responsibility for the
accuracy or completeness of the Official Statement or any information or disclosure that is
provided to potential purchasers of the Series 2004A Bonds and Series 2004C Bonds, or omitted
from such disclosure, other than with respect to the accuracy of information with respect to -
Financial Guaranty or the Financial Guaranty Policy under the heading “Bond Insurance —
Financial Guaranty” herein. In addition, Financial Guaranty makes no representation regarding
the Series 2004A Bonds and Series 2004C Bonds or the advisability of investing in the Series 2004A
Bonds and Series 2004C Bonds. - :

XLCA

XLCA has supplied the following information for inclusion in this Official Statement. No
representation is made by the County or the Underwriters as to the accuracy or completeness of this
information.

The Insurer accepts no responsibility for the accuracy or completeness of this Official Statement
or any other information or disclosure contained herein, or omitted herefrom, other than with respect to
the accuracy of the information regarding XLCA and its affiliates set forth under this heading “XLCA.”

In addition, the XLCA makes no representation regarding the Series 2004B Bonds or the advisability of
investing in the Series 2004B Bonds.

General. XL Capital Assurance Inc. (the “XLCA”) is a monoline financial guaranty insurance
company incorporated under. the laws of the State of New York. XLCA is' currently licensed to do
insurance business in, and is subject to the insurance regulation and supervision by, the State of New
York, forty-eight other states, the District of Columbia, Puerto Rico, the U.S. Virgin Islands and
Singapore. XLCA has a license application pending with the State of Wyoming, the only state in which it
is not currently licensed.

XLCA is an indirect wholly owned subsidiary of XL Capital Ltd, a Cayman Islands corporation
(“XL Capital Ltd”). Through its subsidiaries, XL Capital Ltd is a leading provider of insurance and
reinsurance coverages and financial products to industrial, commercial and professional service firms,
insurance companies and other enterprises on a worldwide basis. The common stock of XL Capital Ltd is
publicly traded in the United States and listed on the New York Stock Exchange (NYSE: XL). XL
Capital Ltd is not obligated to pay the debts of or claims against XLCA. T

XLCA was formerly known as The London Assurance of America Inc. (“London”), which was
incorporated on July 25, 1991 under the laws of the State of New York. On February 22, 2001, XL
Reinsurance America Inc. (“XL Re”) acquired 100% of the stock of London. XL Re merged its former
financial guaranty subsidiary, known as XL Capital Assurance Inc. (formed September 13, 1999) with
and into London, with London as the surviving entity. London immediately changed its name to XL
Capital Assurance Inc. All previous business of London was 100% reinsured to Royal Indemnity
Company, the previous owner at the time of acquisition.

Reinsurance. XLCA has entered into a facultative quota share reinsurance agreement with XL
Financial Assurance Ltd (“XLFA”), an insurance company organized under the laws of Bermuda, and an
affiliate of XLCA. Pursuant to this reinsurance agreement, XLCA expects to cede up to 90% of its
business to XLFA. XLCA may also cede reinsurance to third parties on a transaction-specific basis,
which cessions may be any or a combination of quota share, first loss or excess of loss. -Such reinsurance
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is used by XLCA as a risk management device and to comply with statutory and rating agency
requirements and does not alter or limit XLCA's obligations under any financial guaranty insurance
policy. With respect to any transaction insured by XLCA, the percentage of risk ceded to XLFA may be
less than 90% depending on certain factors including, without limitation, whether XLCA has obtained
third party reinsurance covering the risk. As a result, there can be no assurance as to the percentage
reinsured by XLFA of any given financial guaranty insurance policy issued by XLCA, mcludmg the
XLCA Policy.

Based on the audited financials of XLFA, as of December 31, 2003, XLFA had total assets,
liabilities, redeemable preferred shares and shareholders’ equity of $831,762,000, $401,123,000,
$39,000,000 and $391,639,000, respectively, determined -in accordance with generally accepted
accounting principles in the United States. XLFA’s insurance financial strength is rated “Aaa” by
Moody’s and “AAA” by S&P and Fitch Inc. In addition, XLFA has obtained a financial enhancement
rating of “AAA” from S&P.

The obligations of XLFA to XLCA under the reinsurance agreement described above are
unconditionally guaranteed by XL Insurance (Bermuda) Ltd (“XLI”), a Bermuda company and one of the
world's leading excess commercial insurers. XLI is a wholly owned indirect subsidiary of XL Capital
Ltd. In addition to A.M. Best’s rating of “A+” (Negative Outlook), XLI’s insurance financial strength
rating is “Aa2” by Moody’s, “AA-" by Standard & Poor’s and “AA” by Fitch. The ratings of XLFA and
XLI are not recommendations to buy, sell or hold securities, including the Series 2004B Bonds and are
subject to revision or withdrawal at any time by Moody’s, Standard & Poor’s or Fitch.

Notwithstanding the capital support provided to XLCA described in this section, the holders of
the Series 2004B Bonds will have direct recourse against XLCA only, and neither XLFA nor XLI will be
directly liable to the holders of the Series 2004B Bonds.

Financial Strength and Financial Enhancement Ratings of XLCA. XL.CA's insurance financial
strength is rated “Aaa” by Moody’s and “AAA” by Standard & Poor’s and Fitch, Inc. (“Fitch™).
addition, XLCA has obtained a financial enhancement rating of “AAA” from Standard & Poor’s. These
ratings reflect Moody’s, Standard & Poor’s and Fitch's current assessment of XLCA's creditworthiness
and claims-paying ability as well as the reinsurance arrangement with XLFA described under
“Remsurance above. : »

The above ratings are not recommendations to buy, sell or hold securities, including the Series
2004B Bonds and are subject to revision or withdrawal at any time by Moody’s, Standard & Poor’s or
Fitch. Any downward revision or withdrawal of these ratings may have an adverse effect on the market
price of the Series 2004B Bonds. XLCA does not guaranty the market price of the Series 2004B Bonds
nor does it guaranty that the ratings on the Series 2004 B Bonds or the Series 2004 C Bonds will not be
revised or withdrawn. ‘

Capitalization of XLCA. Based on the audited statutory financial statements for XLCA -as of
December 31, 2002 filed with the State of New York Insurance Department, XLCA has total admitted.
assets of $180,993,189, total liabilities of $58,685,217 and total capital and surplus of $122,307,972
determined in accordance with statutory accounting practices prescribed or permitted by insurance
regulatory authorities (“SAP™). Based on the audited statutory financial statements for XLCA as of
December 31, 2003 filed with the State of New York Insurance Department, XLCA has total admitted
assets of $329,701,823, total liabilities of $121,635,535 and total capital and surplus of $208,066,288
determined in accordance with SAP.
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For further information concerning XLCA and XLFA, see the financial statements of XLCA and
XLFA, and the notes thereto, incorporated by reference in this Official Statement. The financial
statements of XLCA and XLFA are included as exhibits to the periodic reports filed with the Securities
and Exchange Commission (the “Commission”) by XL Capital Ltd and may be reviewed at the EDGAR
website maintained by the Commission. -All financial statements of XLCA and XLFA included in, or as
exhibits to, documents filed by XL Capital Ltd pursuant to Section 13(a), 13(c), 14 or 15(d) of the
Securities Exchange Act of 1934 on or prior to the date of this Official Statement, or after the date of this
Official Statement but prior to termination of the offering of the Series 2004B Bonds, shall be deemed
incorporated by reference in this Official Statement. Except for the financial statements of XLCA and
XLFA, no other information contained in XL Capital Ltd's reports filed with. the Commission is
incorporated by reference. Copies of the statutory.quarterly and annual statements filed with the State of
New York Insurance Department by XLCA are available upon request to the State of New York
Insurance Department. - .

Regulation of XLCA. XLCA is regulated by the Superintendent of Insurance of the State of New
York. In addition, XLCA is subject to regulation by the insurance laws and regulations of the other
jurisdictions in which it is licensed. As a financial guaranty insurance company licensed in the State of
New York, XLCA is subject to Article 69 of the New York Insurance Law, which, among other things,
limits the business of each insurer to financial guaranty insurance and related lines, prescribes minimum
standards of solvency, including minimum capital requirements, establishes contingency, loss and
unearned premium reserve requirements, requires the maintenance of minimum surplus to policyholders
and limits the aggregate amount of insurance which may be written and the maximum size of any single
risk exposure which may be assumed. XLCA is also required to file detailed annual financial statements
with the New York Insurance Department and similar supervisory agencies in each of the other
jurisdictions in which it is licensed.

The extent of state insurance regulation and supervision varies by jurisdiction, but New York and
most other jurisdictions have laws and regulations prescribing permitted investments and governing the
payment of dividends, transactions with affiliates, mergers, consolidations, acquisitions or sales of assets
and incurrence of liabilities for borrowings. ,

THE FINANCIAL GUARANTY INSURANCE POLICIES ISSUED BY XLCA,
INCLUDING THE XLCA POLICY, ARE NOT COVERED BY THE PROPERTY/CASUALTY
INSURANCE SECURITY FUND SPECIFIED IN ARTICLE 76 OF THE NEW YORK
INSURANCE LAW.

The principal executive offices of XLCA are located at 1221 Avenue of the Americas, New York, '
New York 10020 and its telephone number at this address is (212) 478-3400.

TAX MATTERS

General

In the opinion of Orrick, Herrington & Sutcliffe LLP, Bond Counsel, interest on the Series 2004
Bonds is exempt from State of California personal income taxes. Bond Counsel expresses no opinion
regarding any other federal or state tax consequences relating to the ownership or disposition of, or the
accrual or receipt of interest on, the Series 2004 Bonds. Interest on the Series 2004 Bonds is not excluded
from gross income for federal income tax purposes under Section 103 of the Internal Revenue Code of
1986. The proposed form of opinion of Bond Counsel is contained in Appendix D -- “Form of Bond
Counsel Approving Opinion” attached hereto.
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The following is a summary of certain of the United States federal income tax consequences of
the ownership of the Series 2004 Bonds as of the date hereof. Each prospective investor should consult
with its own tax advisor regarding the application of United States federal income tax laws, as well as any
state, local, foreign or other tax laws, to its particular situation.

This summary is based on the Code, as well as Treasury regulations and administrative and
judicial rulings and practice. Legislative, judicial and administrative changes may occur, possibly with
retroactive effect, that could alter or modify the continued validity of the statements and conclusions set
forth herein. This summary is intended as a general explanatory discussion of the consequences of
holding the Series 2004 Bonds generally and does not purport to furnish information in the level of detail
or with the investor’s specific tax circumstances that would be provided by an investor’s own tax advisor.
For example, it generally is addressed only to original purchasers of the Series 2004 Bonds that are “U.S.
holders” (as defined below), deals only with Series 2004 Bonds held as capital assets within the meaning
of Section 1221 of the Code and does not address tax consequences to holders that may be relevant to
investors subject to special rules, such as individuals, trusts, estates, tax-exempt investors, foreign
investors, cash method taxpayers, dealers in securities, currencies or commodities, banks, thrifts,
insurance companies, electing large partnerships, mutual funds, regulated investment companies, real
estate investment trusts, FASITs, S corporations, persons that hold Series 2004 Bonds as part of a
straddle, hedge, integrated or conversion transaction, and persons whose “functional currency” is not the
U.S. dollar. In addition, this summary does not address alternative minimum tax issues or the indirect
consequences to a holder of an equity interest in a holder of Series 2004 Bonds.

As used herein, a “U.S. holder” is a “U.S. person” that is a beneficial owner of a Series 2004
Bond. A “non-U.S. investor” is a holder (or beneficial owner) of a Series 2004 Bond that is not a U.S.
Person. For these purposes, a “U.S. person” is a citizen or resident of the United States, a corporation or
partnership created or organized in or under the laws of the United States or any political subdivision
thereof (except, in the case of a partnership, to the extent otherwise provided in Treasury regulations), an
estate the income of which is subject to United States federal income taxation regardless of its source or a
trust if (i) a United States court is able to exercise primary supervision over the trust’s administration and
(ii) one or more United States persons have the authority to control all of the trust’s substantial decisions.

Tax Status of the Series 2004 Bonds

The Series 2004 Bonds will be treated, for federal income tax purposes, as a debt instrument.
Accordingly, interest will be included in the income of the holder as it is paid (or, if the holder is an
accrual method taxpayer, as it is accrued) as interest.

Original Issue Discount

All or a portion of the Series 2004 Bonds may be issued with original issue discount (“OID”).
Accordingly, a holder of a Series 2004 Bond will be required to include OID in gross income as it accrues
under a constant yield method, based on the original yield to maturity of the Series 2004 Bond. Thus, the
holders of such Series 2004 Bonds will be required to include OID in income as it accrues, prior to the
receipt of cash attributable to such income. U.S. holders, however, would be entitled to claim a loss upon
maturity or other disposition of such notes with respect to interest amounts accrued and included in gross
income for which cash is not received. Such a loss generally would be a capital loss. A holder of a Series
2004 Bond that purchases a Series 2004 Bond for less than its adjusted issue price (generally its accreted
value) will have purchased such Series 2004 Bond with market discount. If such difference is not
considered to be de minimis, then such discount ultimately will constitute ordinary income (and not
capital gain). Further, absent an election to accrue market discount currently, upon a sale or exchange of
a Series 2004 Bond, a portion of any gain will be ordinary income to the extent it represents the amount
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of any such market discount that was accrued-through the date of sale. In addition, absent an election to
accrue market discount currently, the portion of any interest expense incurred or continued to carry a
market discount bond that does not exceed the accrued market discount for any taxable year will be
deferred. A holder of a Series 2004 Bond that has an allocated basis in the Series 2004 Bond that is
greater than its adjusted issue price (generally its accreted value), but that is less than or equal to its stated
redemption price at maturity, will be considered to have purchased the Series 2004 Bond with acquisition
premium. The amount of OID that such holder of a Series 2004 Bond must include in gross income with
respect to such Series 2004 Bonds will be reduced in proportion that such excess bears to the OID
remaining to be accrued as of the acquisition of the Series 2004 Bond. A holder of a Series 2004 Bond
‘may have a basis in its pro rata share of the Series 2004 Bonds that is greater than the stated redemption
price at maturity of such Series 2004 Bonds. Holders of Series 2004 Bonds should consult their own tax
advisors with respect to whether or not they should elect to amortize such premium, if any, with respect to
such Series 2004 Bonds under section 171 of the Code.

Sale and Exchange of Series 2004 Bonds

Upon a sale or exchange of a Series 2004 Bond, a holder generally will recognize gain or loss on
the Series 2004 Bonds equal to the difference between the amount realized on the sale and its adjusted tax
basis in such Series 2004 Bond.. Such gain or loss generally will be capital gain (although any gain
attributable to accrued market discount of the Series 2004 Bond not yet taken into income will be
ordinary). The adjusted basis of the holder in a Series 2004 Bond will (in general) equal its original
purchase price increased by any OID (other than OID reduced due to acquisition premium) and decreased
by any principal payments received on the Series 2004 Bond. In general, if the Series 2004 Bond is held
for longer than one year, any gain or loss would be long term capital gain or loss, and capital losses are
subject to certain limitations.

Defeasance

Defeasance of any Series 2004 Bond may result in a reissuance thereof, in which event a holder
will recognize taxable gain or loss equal to the difference between the amount realized from the sale,
exchange or retirement (less any accrued qualified stated interest which will be taxable as such) and the
holder’s adjusted tax basis in the Series 2004 Bond. -

Foreign Investors

Distributions on the Series 2004 Bonds to a non-U.S. holder that has no connection with the
United States other than holding its Series 2004 Bond generally will be made free of withholding tax, as
long as that the holder has complied with certain tax identification and certification requirements.

ERISA CONSIDERATIONS

Section 406 of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”)
and Section 4975 of the Internal Revenue Code (the “Code”), prohibit employee benefit plans (“Plans”)-
subject to ERISA or the Code from engaging in certain transactions involving “plan assets” with persons
that are “parties in interest” under ERISA or “disqualified persons” under the Code with respect to the
Plan. ERISA also imposes certain duties on persons who are fiduciaries of Plans subject to ERISA and
prohibits certain transactions between a Plan and “parties in interest” with respect to such Plans. Under
ERISA, any person who exercises any authority or control respecting the management or disposition of
the assets of a Plan is considered to be a fiduciary of such Plan (subject to certain exceptions not relevant
here). A violation of these “prohibited transaction” rules may generate excise tax and other liabilities
under ERISA and the Code for fiduciaries and parties in interest.
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The Underwriters, as a result of their own activities or because of the activities of an affiliate,
may be considered “disqualified persons” within the meaning of ERISA or “parties in interest” within the
meaning of the Code, with respect to certain employee benefit plans. Prohibited transactions within the
meaning of Section 406 of ERISA and Section 4975 of the Code may arise if Series 2004 Bonds are
acquired by a Plan with respect to which the Underwriters, or any of their respective affiliates, are
“disqualified persons” or “parties in interest.” Certain exemptions from the prohibited transaction rules
could be applicable, however, depending in part upon the type of Plan fiduciary making the decision to
acquire a Bond and the circumstances under which such decision is made. Included among these
exemptions are those regarding securities purchased during the existence of an underwriting, investments
by insurance company separate accounts, investments by insurance company general accounts,
investments by bank collective investment funds, transactions effected by a “qualified professional asset
manager,” and transactions affected by an “in-house asset manager.” Even if the conditions specified in
one or more of these exemptions are met, the scope of the relief provided by these exemptions might or
might not cover all acts which might be construed as prohibited transactions. In order to ensure that no
prohibited transaction under ERISA and the Code will take place in connection with the acquisition of a
Bond by or on behalf of a Plan, each prospective purchaser of a Bond who is a Plan or is acquiring on
behalf of a Plan will be required to represent that either (i) no prohibited transactions under ERISA and
the Code will occur in connection with the acquisition of such Bond or (ii) the acquisition of such Bond is
subject to a statutory or administrative exemption.

Any Plan fiduciary which proposes to cause a Plan to purchase Series 2004 Bonds should consult
with its counsel with respect to the potential applicability of ERISA and the Code to such investments and
whether any exemption would be applicable and determine on its own whether all conditions have been
satisfied. Moreover, each Plan fiduciary should determine whether, under the general fiduciary standards
of investment prudence and diversification, an investment in the Series 2004 Bonds is appropriate for the
Plan, taking into account the overall investment policy of the Plan and the composition of the Plan’s
investment portfolio.

CERTAIN LEGAL MATTERS

Legal matters incident to the authorization, issuance, sale and delivery by the County of the
Series 2004 Bonds are subject to the approval of Orrick, Herrington & Sutcliffe LLP, Los Angeles,

California, Bond Counsel, and certain other conditions. Certain legal matters will be passed upon for the
Underwriters by their counsel, Hawkins Delafield & Wood LLP, Los Angeles, California and for the

County by the County Counsel.
FINANCIAL STATEMENTS

The general purpose financial statements of the County, pertinent sections of which are included
in Appendix B to this Official Statement, have been audited by KPMG LLP, independent certified public
accountants, as stated in their report appearing in Appendix B. KPMG LLP has not consented to the
inclusion of its report as Appendix B and has not undertaken to update its report or to take any action
intended or likely to elicit information concerning the accuracy, completeness or fairness of the
statements made in this Official Statement, and no opinion is expressed by KPMG LLP with respect to
any event subsequent to its report dated January 12, 2004.
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LITIGATION

No litigation is pending or threatened concerning the validity of the Series 2004 Bonds. The
County is not aware of any litigation pending or threatened questioning the political existence of the
County or contesting the County’s ability to issue and pay the Series 2004 Bonds.

There are a number of lawsuits and claims pending against the County. Other than as described
in this section and in Appendix A, the County does not believe that any of these proceedings could have a
material adverse impact upon the financial condition of the County.

RATINGS

Standard & Poor’s (“S&P”) has assigned the Series 2004 Bonds a rating of “AAA,” Moody’s
Investors Service, Inc. (“Moody’s”) has assigned the Series 2004 Bonds a rating of “Aaa,” and Fitch
Ratings (“Fitch”) has assigned the Series 2004 Bonds a rating of “AAA” with the understanding that upon
the issuance of the Series 2004A Bonds and the Series 2004C Bonds the municipal bond new issue
. insurance policy will be issued by Financial Guaranty and upon the issuance of the Series 2004 B Bonds
the financial guaranty insurance policy will be issued by XLCA. In addition, S&P has assigned the Series
2004 Bonds an underlying rating of “AA-,” Moody’s has assigned the Series 2004 Bonds an underlying
rating of “Aa3,” and Fitch has assigned the Series 2004 Bonds an underlying rating of “AA-.” Such
ratings reflect only the views of such organizations and explanations of the significance of such ratings
may be obtained only from the organizations at: Moody’s Investors Service, Inc. 99 Church Street, New
York, New York 10007-2796, telephone number (212) 553-0317; Standard and Poor’s Ratings Services,
55 Water Street, New York, New York 10041, telephone number (212) 438-2000. There is no assurance
that such ratings will continue for any given period of time or that they 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 2004 Bonds.

UNDERWRITING

The Series 2004 Bonds are being purchased by the Underwriters. The Underwriters have agreed,
subject to certain conditions, to purchase the Series 2004 Bonds at a price of $452,401,912.22
(representing the principal amount of the Series 2004 Bonds less an Underwriter’s discount. of
$1,711,003.48). The Purchase Contract relating to the Series 2004A Bonds, the Purchase Contract
relating to the Series 2004B Bonds and the Purchase Contract relating to the Series 2004C Bonds provide
that the Underwriters will purchase all of the Series 2004 Bonds if any are purchased, the obligation to
make such purchase being subject to certain terms and conditions set forth in the respective Purchase
Contract, the approval of certain legal matters by counsel and certain other conditions. :

 The Underwriters may offer and sell the Series 2004 Bonds to certain dealers and others at prices
lower than the offering prices stated on the cover page. The offering prices may be changed from time to
time by the Underwriters. During and after the offering of the Series 2004 Bonds, the Underwriters may
purchase and sell the offered Series 2004 Bonds in the open market. These transactions may include
overallotment and stabilizing transactions and purchases to cover short positions created in connection
with such offering. The Underwriters also may impose penalty bids, whereby selling concessions allowed
to other broker-dealers in respect of the Series 2004 Bonds sold in such offerings for their account may be
reclaimed by the Underwriters if such securities are repurchased by the Underwriters in stabilizing or
covering transactions. These activities may stabilize, maintain or otherwise affect the market prices of the
Series 2004 Bonds, which may be higher than the prices that might otherwise prevail in the open market.
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These transactions may be effected in the over-the-counter market or otherw15e -and these activities, if
commenced, may be discontinued at any time. »

FINANCIAL ADVISOR

Kelling, Northcross & Nobrigé, a Division of Zions First National Bank, served as the Financial
Advisor to the County in connection with the issuance of the Series 2004 Bonds. The Financial Advisor
has not audited, authenticated or otherwise verified the information set forth in the Official Statement.

CONTINUING DISCLOSURE

Pursuant to a Continuing Disclosure Agreement with the Trustee (the “Disclosure Agreement”),
the County has agreed to provide, or cause to be provided with respect to each fiscal year of the County,
commencing with fiscal year 2003-04, by no later than eight months after the end of the respective fiscal
year, to each nationally recognized municipal securities information repository and any public or private
repository or entity designated by the State as a state repository for purposes of Rule 15¢2-12(b)(5)
adopted by the Securities and Exchange Commission (each, a “Repository”) the audited financial
statements,. if available, or unaudited financial statements, and the annual financial information and
operating data with respect to the County, for each fiscal year of the County, as described under the
section of this Official Statement entitled “County Financial Information.” In addition, the County has
agreed to provide, or cause to be provided, to each Repository in a timely manner notice of the following
“Listed Events” if determined by the County to be material: (1) principal and interest payment
delinquencies; (2) non-payment related defaults; (3) unscheduled draws on the debt service reserves
reflecting financial difficulties; (4) unscheduled draws on credit enhancements reflecting financial
difficulties; (5) substitution of credit or liquidity providers, or their failure to perform; (6) adverse tax
opinions or events affecting the tax-exempt status of the security; (7) modifications to rights of security
holders; (8) bond calls; (9) defeasances; (10) release, substitution, or sale of property securing repayment
of the securities; and (11) rating changes. These covenants have been made in order to assist the
Underwriter in complying with SEC Rule 15¢2-12(b)(5). The County has never failed to comply in all
material respects with any previous undertakings with regard to said Rule to provide annual reports or
notices of material events.

The County and the Trustee may amend the Disclosure Agreement, and waive any provision
thereof, by written agreement of the parties, without the consent of the owners of the Series 2004 Bonds
(except to the extent required under clause (4)(ii) below), if all of the following conditions are satisfied:
(1) such amendment is made in connection with a change in circumstances that arises from a change in
legal (including regulatory) requirements, a change in law (including rules or regulations) or in
interpretations thereof, or a change in the identity, nature or status of the County or the type of business
conducted thereby; (2) the Disclosure Agreement as so amended would, in the opinion of nationally
recognized bond counsel, have complied with the requirements of Rule 15¢2-12 as of the date of the
Disclosure Agreement, after taking into account any amendments or interpretations of the Rule, as well as
any change in circumstances; (3) the County shall have delivered to the Trustee an opinion of Bond
Counsel, or other nationally recognized bond counsel or counsel expert in federal securities laws,
addressed to the County and the Trustee, to the same effect as set for in clause (2) above; and (4) either (i)
the County shall have delivered to the Trustee an opinion of Bond Counsel, or other nationally recognized
bond counsel or counsel expert in federal securities laws, or a determination by a person, in each case
unaffiliated with the County (such as Bond Counsel or the Trustee) and acceptable to the County,
addressed to the County and the Trustee, to the effect that the amendment does not materially impair the
interests of the holders of the Series 2004 Bonds or (ii) the holders of the Series 2004 Bonds consent to
the amendment to the Disclosure Agreement pursuant to the same procedures as are required for
amendments to the Trust Agreement with consent of holders of the Series 2004 Bonds pursuant to the
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terms of the Trﬁst Agreement as in effect on the date of the Disclosure Agreement. The County shall
describe such amendment and the reason therefore in its next annual report filed with the Repositories.

In addition, the County’s obligations under the Disclosure Agreement shall terminate upon a legal

~ defeasance or payment in full of all of the Series 2004 Bonds. The provisions of the Disclosure -
Agreement are intended to be for the benefit of the owners of the Series 2004 Bonds and beneficial

owners of the Series 2004 Bonds and shall be enforceable by the Trustee on behalf of such owners and

- any owners of Series 2004 Bonds, provided that any enforcement action by -any such person shall be

limited to a right to obtain specific enforcement of the County’s obligations under the Disclosure

Agreement and any failure by the County to comply with the provisions thereof shall not be an event of

default under the Trust Agreement. '

MISCELLANEOUS

Included herein are brief summaries of certain documents and reports, which summaries do not
purport to be complete or definitive, and reference is made to such documents and reports for full and
complete statements of the contents thereof. This Official Statement is not to be construed as a contract
or agreement between the County and the purchasers or owners of any-of the Series 2004 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 affairs in the County since the date hereof. ‘
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The execution and delivery of this Official Statement have been duly authorized by the County.

COUNTY OF SAN DIEGO

By: /s/Donald F. Steuer
Chief Financial Officer
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THE COUNTY

The County of San Diego (the “County”) is the southernmost major metropolitan area in the State
of California. The County covers 4,255 square miles, extending 70 miles along the Pacific Coast from the
Mexican border to Orange County, and inland 75 miles to Imperial County. Riverside and Orange
Counties form the northern boundary. The County is approximately the geographic size of the State of
- Connecticut. The County’s Fiscal Year 2004-05 proposed General Fund budget is approximately $2.763
billion.

The County was incorporated on February 18, 1850, and functions under a charter adopted in
1933, as subsequently amended from time to time. The County is governed by a five-member Board of
Supervisors elected to four-year terms in district nonpartisan elections. The Board of Supervisors appoints
the Chief Administrative Officer and the County Counsel. The Chief Administrative Officer appoints the
Chief Financial Officer. Elected officials include the Assessor/Recorder/County Clerk, District Attomey,
Sheriff and Treasurer-Tax Collector.

Many of the County’s functions are required under County ordinances or by State or federal
mandate. State and federally mandated programs, primarily in the social and health services areas, are
directed to be maintained at certain minimum levels, which may, under some conditions, limit the
County’s ability to control its budget. However, under designated State and federal programs, eligible
costs are subject to reimbursement according to specific guidelines.

The County is the delivery system for federal, State and local programs. The County supports a
wide range of services to its residents, including, regional services such as medical examiner, jails,
elections and public health; health, welfare and human services such as mental health, senior citizen and
child welfare services; basic local services such as planning, parks, libraries and Sheriff’s patrol to the
unincorporated area, and law enforcement by contract and libraries by city’s request to incorporated
cities; and infrastructure such as roads, waste disposal and flood control to the unincorporated area of the
County.

COUNTY FINANCIAL INFORMATION
The following is a description of the County’slbudget process, current budget, historical budget
information, changes in fund balance, balance sheets, its major revenues and expenditures, indebtedness,
investments and certain other financial information relating to the County.

Ad Valorem Property Taxation

The following table describes the assessed valuation of property within the County subject to
taxation for Fiscal Year 1994-95 through Fiscal Year 2003-04, and the tax collections in such years:



ASSESSED VALUATION OF PROPERTY
SUBJECT TO AD VALOREM TAXATION
Fiscal Years 1994-95 through 2003-04

(In Thousands)

v Gross Net Assessed

Fiscal Personal Assessed Valuation for Tax

Year Land Improvements  Property - Valuation Exemption® Purposes®

1994-95 $58,065,632 $85,628,280 $7,175,750 $150,869,662 $3,683,231 $147,186,431
1995-96 58,469,323 86,585,240 7,536,344 152,590,907 3,826,612 148,764,295
-1996-97 58,743,000 86,763,943 7,404,271 152,911,214 3,799,409 149,111,805
1997-98 59,965,573 87,226,802 10,222,561 157,414,936 4,512,558 152,902,378
1998-99 63,633,576 94,172,901 10,557,494 168,383,971 4,655,382 163,728,589
1999-00 70,120,054 105,048,079 10,221,397 185,389,530 4,840,800 180,548,730
2000-01 76,745,341 112,696,090 11,598,967 201,040,398 5,322,920 195,717,478
2001-02 84,852,228 112,629,978 12,675,786 220,157,994 5,674,325 214,483,668
2002-03 93,104,454 133,459,422 11,773,209 238,337,087 5,474,710 - 232,862,376
103,818,122 145,973,944 11,949,626 261,741,693 6,742,042 254,999,651

2003-04

Source: County of San Diego Auditor and Controller. -

M Exemption figures include veterans, church, welfare, religious, college and cemetery exemptions.

@ Net Assessed Valuation for Tax Purposes figures include local secured, unsecured, state unitary and
redevelopment valuation.

The following table shows the approximate tax levied against the ten largest taxpayers in the
County for Fiscal Year 2003-04. These tax payments represent approximately 3.2% of the total secured
property tax levied by the County.

TEN LARGEST TAXPAYERS

Fiscal Year 2003-04
Property Owners Business Area Approximate Tax
San Diego Gas & Electric Company Gas & Electric Utility $30,029,353
Southern California Edison Electric Utility 17,581,288
SBC California Telecommunications 11,975,344
Kilroy Realty LP Real Estate 6,362,255
Qualcomm Inc. Telecommunications 5,499,480
Fashion Valley Mall LLC Real Estate 4,812,354
Cabrillo Power I. LLC Electric Utility 3,838,810
Sea World Inc. . Amusement Park 3,329,943
JMS Acquisition Sub. Inc. Real Estate 3,138,462
L-O Coronado Holding Real Estate 3,123,262

Source: County of San Diego Auditor and Controller.



Taxes are levied for each Fiscal Year on taxable real and personal property which is situated in
the County as of the preceding January 1. However, upon a change in ownership of property or
completion of new construction, State law permits an accelerated recognition and taxation of increases in
real property assessed valuation. For assessment and collection purposes, property is classified either as
“secured” or “unsecured” and is listed accordingly on separate assessment rolls. The “secured roll” is that
assessment roll containing locally assessed property secured by a lien which is sufficient, in the opinion
of the assessor, to secure payment of the taxes. Other property is assessed on the “unsecured roll.”

The County levies a 1% property tax on behalf of all taxing agencies in the County. The taxes
collected are allocated on the basis of a formula established by State law enacted in 1979. Under this
formula, the County and all other taxing entities receive a base year allocation plus an allocation on'the
basis of growth in situs assessed value (new construction, change of ownership, inflation) prorated among
the jurisdictions which serve the tax rate areas within which the growth occurs. Tax rate areas are
specifically defined geographic areas which were developed to permit the levying of taxes for less than
county-wide or less than city-wide special and school districts. In addition, the County levies and collects
additional voter approved debt service and fixed charge assessments on behalf of any taxing agency and
special districts within the County.

Property taxes on the secured roll are due in two installments, on November 1 and February 1. If
unpaid, such taxes become delinquent after 5:00 p.m. on December 10 and April 10, respectively, and a
ten percent penalty attaches. A ten dollar cost also applies to all delinquent second installments. Property
on the secured roll with unpaid delinquent taxes is declared tax-defaulted after 5:00 p.m. on June 30th.
Such property may thereafter be redeemed by payment of the delinquent taxes, the ten percent
delinquency penalty, the ten dollar cost, a fifteen dollar per parcel redemption fee (from which the State
receives five dollars), and redemption penalty of one and one half percent per month starting July 1 and
continuing until date of redemption (collectively, the “Redemption Amount”). If taxes remain unpaid
after five years on the default roll, the property becomes subject to a tax sale by the County Treasurer -
Tax Collector. ’

Property taxes on the unsecured roll are due as of the January 1 lien date and become delinquent,
if unpaid, on August 31. A ten percent penalty attaches to delinquent taxes on property on the unsecured
roll and an additional penalty of one and one-half percent per month begins to accrue on November 1.

The taxing authority has four ways of collecting unsecured personal property taxes: (1) a civil action
against the taxpayer; (2) filing a certificate in the office of the County Clerk specifying certain facts in
order to obtain a judgment lien on certain property of the taxpayer; (3) filing a certificate of delinquency
for recordation in the County Recorder’s office in order to obtain a lien on certain property of the
taxpayer; and (4) seizure and sale of personal property, improvements or possessory interests belonging
or assessed to the taxpayer.

Secured Tax Rolls Statistics

The following table sets forth the secured tax roll, the number of tax bills prepared, the total
assessed value of property on the secured roll and the total property taxes levied on the secured roll for
each of the last nine Fiscal Years, including an estimate for the Fiscal Year ending on June 30, 2004. The
table also shows the number of bills and the amount of taxes due on them that were unpaid as of the end
of each Fiscal Year shown, and the percentage of the taxes levied for each year that were uncollected as
of the Fiscal Year end.



SECURED TAX ROLL STATISTICS
Fiscal Years 1995-96 through 2003-04

Delinquent

: : : Tax Amount as

Fiscal Total Total Assessed Total Tax Delinquent  Delinquent Percent of

Year Bills Value” Amount?® Tax Bills Tax Amount® Tax Amount
1995-96 805,698  $145,681,809,785  $1,623,328,413 30,053 $46,680,249 2.88%
1996-97 815,818 146,000,629,437 1,640,179,294 28,924 37,476,117 2.28
1997-98 823,332 149,611,690,276 1,685,104,282 28,715 31,933,378 ' 1.90
1998-99 831,497 160,102,387,349 1,791,871,717 33,484 32,513,581 160
1999-00 842,959 176,113,891,329  '1,962,926,237 36,820 © 39,059,369 1.70
2000-01 857,777  191,194,756,333 2,126,737,380 33,817 38,805,254 1.82
2001-02 871,191 209,281,264,375 2,335,927,431 31,198 39,156,006 1.68
2002-03 885,452 227,376,419,310 2,552,212,549 29,769 39,156,463 - 1.53
2003-04 898,222 250,071,362,845 2,831,188,116 32,000 43,000,000 - 1.52

Source: County of San Diego Auditor and Controller. :
M Total Assessed Value figures include local secured and state unitary valuation.

@ Amount excludes penalties.
®  Delinquent Tax Amounts represent the dollar value of tax due for delinquencies in the year shown that had not

been collected as of June 30 of that year.
@ Total Bills, Total Assessed Value and Total Tax Amount figures are actual, remaining columns are estimated.

Liens and Redemption

Properties may be redeemed under a five year installment plan by paying current taxes plus a
minimum annual payment of 20% of the original Redemption Amount. A delinquent taxpayer may enter
into the installment plan at any time up to the June 30 occurring five years after the property becomes tax-
defaulted. Redemption interest accrues at 1-1/2% per month on the unpaid balance of the Redemption
Amount during the period of the installment plan. If taxes are unpaid after June 30 of the fifth year of
default (or if an installment plan is in place, taxes are unpaid at the end of the plan), the property becomes
subject to sale by the County Treasurer-Tax Collector.

Before the 1990-91 Fiscal Year, the County bore the full cost of property assessment and revenue
collection and distribution. State legislation enacted in 1990 allowed counties to charge cities, school
districts, special districts and redevelopment agencies for their share of property tax administrative costs.
Subsequent legislation permanently exempted school districts from paying property tax administrative
fees. In the 2003-04 Fiscal Year, the County collected $5,890,818.72 in such fees from cities, special
districts and redevelopment agencies. :

ASsessed Valuations

The assessed valuation of property in the County is established by the County Assessor, except.
for public utility property which is assessed by the State Board of Equalization. Assessed valuations are
reported in compliance with the requirements of Proposition 13. Generally, property can be reappraised to
market value only upon a change in ownership or completion of new construction. The assessed value of
property that has not incurred a change of ownership or new construction must be adjusted annually to-
reflect inflation at a rate not to exceed 2% per year based on the California consumer price index. In the
event of declining property value caused by substantial damage, destruction, economic or other factors,
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the assessed value must be reduced temporarily to reflect market value. For the definition of full cash
value and more information on property tax limitations and adjustments, see “Limitations on Tax
Revenues.”

The County Assessor determines and enrolls a value for each parcel of taxable real property in the
County every year. The value review may result in a reduction in value. Taxpayers in the County also
may appeal the determination of the County Assessor with respect to the assessed value of their property.
Prior to 1992, assessment appeals filings in the County averaged less than 2,000 petitions annually. From
1992 to 1997, assessment appeals filings averaged 22,000 each year. Appeals have declined with the
turnaround in real estate values in 1998. From 1998 to 2003, assessment appeals filings have averaged
3,600 each year.

In the current Fiscal Year 2003-04, the County Assessor has processed approximately 2,500
appeals.

Financial Statements

The following tables set forth the audited General Fund Combined Balance Sheet for Fiscal Years
ended June 30, 2002 and June 30, 2003 and the audited General Fund Comparison of Revenues,
Expenditures and Fund Balances for Fiscal Years 1999-00 through 2002-03.



COUNTY OF SAN DIEGO
GENERAL FUND COMBINED BALANCE SHEET
June 30, 2002 and June 30, 2003

(In Thousands)
ASSETS _ : . 2002 2003
Equity in Pooled Cash and Investments'” $321,938 $355,746
Cash with Fiscal Agent @ ‘ 9,076 150,719
Collections in Transit ) , 3,877 6,996
Imprest Cash 312 C 314
Investments 2 2
Taxes Receivable 127 15,983
Accounts Receivable S ’ 181,829 - .. 164,901
Due from Other Funds @® 198,696 203,886
Advances to Other Funds 689 689
_ Inventories of Materials and Supplies , 1804 _ ._.6.748 -

’ TOTAL ASSETS $724.348 $905,984
LIABILITIES AND EQUITIES _ ‘ : R
Accounts Payable , T $ 45437 $ 42,361
Accrued Payroll ' h 33,531 35,347
Amount Due for Tax and Revenue Anticipation Notes ® 0 139,039
Due to Other Funds® 23,152 23,476
Deferred Revenue'” . 51,876 . 67,100

TOTAL LIABILITIES $153.996 $307.323
FUND BALANCE
Reserved for Encumbrances $ 98,676 $ 94,617
Reserved for Notes Receivable and Advances 6,866 7,551
Reserved for Deposits with Others 0 0
Reserved for Inactive Landfill Maintenance 0 0
Reserved for Inventory of Materials and Supplies 7,804 6,748
Reserved for Debt Service 0 0
Reserved for Other Purposes , 101,851 101,361

Unreserved: '

Designated for Subsequent Years’ Expenditures 120,573 119,421
Undesignated 234,582 268.963

TOTAL FUND BALANCES $570.352 $598.661

TOTAL LIABILITIES AND FUND $724,348 $905,984

BALANCES

Source: County of San Diego Auditor and Controller.

() Ppursuant to Govemnmental Accounting Standards Board Statement No. 33 (“GASB 33”), revenues from all
nonexchange transactions are to be recognized when funds are received. In a nonexchange transaction, a
governmental entity gives (or receives) value without directly receiving (or giving) equal value in return. In
prior years, those funds were included in the Trust and Agency Fund section of the financial statements. Thus,
revenues were not earned when received, but when expenditures were incurred.

@ Consistent with National Council on Governmental Accounting Interpretation No. 9, the liability for tax and
revenue anticipation notes outstanding at June 30 is displayed in the General Fund and offset by a corresponding
asset recorded as cash with fiscal agent representing the pledged amounts. :

@) Represents receivables and payables between General Fund and other County funds based on actual or estimated

claims outstanding.
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COUNTY OF SAN DIEGO

GENERAL FUND

- COMPARISON OF REVENUES, EXPENDITURES AND FUND BALANCES

For Fiscal Years 1999-00 through 2002-03

(In Thousands)

SOURCES OF FUNDS - 1999-00 2000-01 2001-02 2002-03
Fund Balances Reserved for Encumbrance $ 56,092 $ 91,888 $ 99,848 $ 98,676
Unreserved Fund Balances 209,989 246,148 351,193 355,155
Taxes 314,570 340,769 369,199 396,415
Licenses, Permits and Franchises 22,233 24,751 28,250 28,840
Fines, Forfeitures and Penalties _ 27,406 29,511 33,978 36,246
Use of Money and Property 25,284 39,176 22,020 16,691
Aid from Other Government Agencies 1,451,260 1,233,794 1,185,605 - 1,293,108
Charges for Current Services 189,365 198,522 211,727 243,125
Other Revenue 25,052 31,905 37,092 25,389
Sale of Fixed Assets 900 14 - 11
Long Term Debt Proceeds” - - - 560,450
Refunding Bonds Issued® - - - 176,890
Operating Transfers-in® 2,989 360,791 495,910 478,806
Issuance of Lease Purchases® 1,654 . — - -

TOTAL SOURCES - $2,326,794 $2,597,269 $2,834,822 $3,709,802
USES OF FUNDS
General¥ $ 147,684 $ 134,357 $ 148326 $ 192,720
Public Protection® 650,705 706,978 788,698 1,123,578
Public Ways and Facilities" 1,742 2,819 3,185 21,855
Health and Sanitation® 355,982 432,210 524,974 569,914
Public Assistance” 681,751 692,983 755,737 945,562
Education” : 383 501 473 6,649
Recreation and Cultural Services” 10,836 11,833 14,734 19,884
Capital Outlay 1,654 - - -
Debt Service . 7,657 12,581 5,495 12,735
Payment to Refunded Bond Escrow Agent(" : - - - 176,890
Operating Transfers-out 124,641 135.296 159.825 156,879

TOTAL USES ; $1,983,035 $2,129,558 $2,401,447 $3,226,666

Source: County of San Diego, Auditor and Controller.

Transaction related to the issuance of the 2002 Pension Obligation Bonds and the partial defeasance of the 1994 Pension
Obligation Bonds. The proceeds of the 2002 Pension Obligation Bonds were deposited with the San Diego County

‘ Retirement Association and are reflected as uses of funds in Fiscal Year 2002-03 in each of the seven functional areas noted.
@ Beginning in Fiscal Year 2000-01, an accounting method change occurred creating the Special Revenue funds for the Safety
Augmentation Sales Tax (Proposition 172), Health and Social Services’ Realignment monies and the tobacco securitization
proceeds. Revenues from these three sources are recognized in the Special Revenue funds and treated as operating transfers

. when moved to the General Fund to reimburse expenses incurred.
@ Excludes refundings. :



General Fund Budget

The County General Fund finances the legally authorized activities of the County not provided
for in other restricted funds. General Fund revenues are derived from such sources as taxes, licenses and
permits, fines, forfeitures and penalties, use of money and property, aid from other governmental
agencies, charges for current services and other revenue. General Fund expenditures and encumbrances
are classified by the functions of public safety, health and human services, land use and environment,
community services, finance and general government and other. ~

- The Board of Supervisors is required by State law to adopt a balanced annual budget no later than
August 30 of each year. ' : C

Since the budget must be in balance, any shortfall in revenues requires ‘a reduction in
appropriations. Increases in the aggregate appropriations based on actual or anticipated increases in
available financing can be made after the final budget has been adopted upon approval by a four-fifths
vote of the Board of Supervisors. S

To ensure that the budget remains in balance throughout the Fiscal Year, quarterly reviews are
made covering actual receipts and expenditures. In the event of any shortfall in projected revenue,
immediate steps are taken to freeze or reduce appropriations. Appropriation reductions would be achieved
through a combination of hiring freezes, employee layoffs, and freezes on the purchase of equipment,
services and supplies. California counties are not permitted by State law to impose fees to raise general
revenue, but only to recover the costs of regulation or provision of services. The Chief Financial Officer
is responsible for monitoring and reporting expenditures within budgeted appropriations.

2003-04 Fiscal Year Financial Outlook of the County

~ The Fiscal Year 2003-04 Adopted Budget for the County’s General Fund included expenditures
of approximately $2.785 billion and revenues and other financing sources of approximately  $2.785
billion. As is the normal practice of the County, the Fiscal Year 2003-04 Adopted Budget of the County’s
General Fund (the “2003-04 Adopted Budget”) was regularly adjusted throughout the year, and, as of
March 31, 2004, the County’s Fiscal Year 2003-04 General Fund adjusted budget (the “2003-04 Adjusted
Budget”) included expenditures of approximately $3.036 billion and revenues and other financing sources
of approximately $3.036 billion. As of May 18, 2004, as reported in the Third Quarter Operational Plan-
Status Report For Fiscal Year Ending June 30, 2004 and Budget Adjustments (the “Third Quarter
Report”) delivered to the Board of Supervisors from the County’s Chief Administrative Officer, which

was based on the first nine months of Fiscal Year 2003-04, the County projects that its General Fund
expenditures for Fiscal Year 2003-04 will be approximately $2.805 billion and its General Fund revenues .
and other financing sources will be approximately $2.940 billion. Thus, the County projects that its
General Fund expenditures will be below those budgeted in the 2003-04 Adjusted- Budget by
approximately $230.9 million and its General Fund revenues and other financing sources will be below
those budgeted in the 2003-04 Adjusted Budget by approximately $95.9 million resulting in a projected
net amount of projected variance of approximately $135.0.million which will be added to the unreserved

and undesignated portion of the General Fund Balance as of June 30, 2004, - E

~ The lower-than-budgeted expenditures of the General Fund were primarily attributable to the '
following factors: (1) reduced salary and employee benefit costs as a result of several vacated, under-
filled and frozen positions; (2) the postponement by the County of amounts budgeted to be spent for
accelerated pay down of outstanding Pension Obligation Bonds which is currently planned to be spent in
Fiscal Year 2004-05 (se¢ “San Diego County Employee’s Retirement Association—Pension Obligation
Bonds” below); (3) lower-than-budgeted expenditures for certain State funded health and human services
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programs, which resulted in an offsetting variance of budgeted revenues in aid from the State of
California; and (4) miscellaneous reductions in expenditures that typically occur each year as a result of
the County’s practice of conservatively estimating the needed level of expenditures to avoid unexpected
disruptions in services. The lower-than-budgeted revenues and other financing sources of the General
Fund were primarily attributable to (1) lower-than-expected vehicle license fee revenues from the State
(see “Vehicle License Fee Reduction” below) and (2) lower-than-budgeted State aid revenues as a result
of lower-than budgeted expenditures for certain health and human services programs that are funded
through State aid (for which there is projected to be a offsetting reductions in expenditures for the same

programs). '

The following table shows the expenditures and revenues and other financing sources of the
County’s General Fund as set forth in the 2003-04 Adopted Budget and the 2003-04 Adjusted Budget, the
projected actual expenditures and revenues and other financing sources of the County’s General Fund for
the Fiscal Year 2003-04 as reported in the Third Quarter Report, and the amount of the variance between
the projected actual amounts and those contained in the 2003-04 Adjusted Budget:



COMPARISON OF GENERAL FUND BUDGET
AND PROJECTED ACTUAL RESULTS

Fiscal Year 2003-04
As of May 18,2004
(In Thousands)
2003-04 - 2003-04
Adopted Adjusted - Projected Variance From
Budget™® Budget® Year End Results®  Adjusted Budget
EXPENDITURES
Public Safety $ 878,769 - $.937,972 $ 905,441 - . .- $32530
Health and Human Services 1,421,273 1,471,142 1,391,246 79,896
Land Use and Environmental 95,700 - 135,312 122,227 13,085 -
Community Services 38,663 78,497 70,976 . 7,521
Finance and General : .
Government and Other . 337,059 - 402,132 . 312278 89,854
Contingency Reserve and
Designations 13,600 10,600 2,600 .8.000
Total Appropriations | $2,785.064 $3.035,655 $2,804,768 $230.887
REVENUES :
Current Property Taxes $356,207 $356,207 $358,165 $1,958
Taxes Other Than Current
Property Taxes 59,450 59,450 69,045 9,595
Licenses, Permits and Franchises 31,993 31,993 31,820 (173)
Fines, Forfeitures and Penalties 35,004 42,073 44,565 2,492
Use of Money and Property 16,529 16,529 14,332 (2,197
Aid from Other Government :
Agencies 1,391,778 1,457,347 1,359,326 (98,021)
Charges for Current Services 226,646 227,015 224,397 (2,618)
Miscellaneous Revenues and

Other Financing Sources 518.286 523.938 517.010 (6.929)
Total Revenues $2,635,894 $2,714.552 $2,618,659 $(95,893)
Estimated Use of General Fund :

Balance® $ 149,170 $ 321.103 $ 321.103 [ 0
Total Available Financing $2,785,064 $3,035,655 $2,939.762 - $(95.893)
Net Savings from the 2003-04

Adjusted Budget —~ — $ 134,994 $134,904

Source: County of San Diego Auditor Controller

(1) Indicated amounts reflect those included in the 2003-04 Adopted Budget.

(2) Indicated amounts reflect those included in the 2003-04 Adjusted Budget as of March 31, 2004.

(3) Indicated amounts reflect the projection by the County in the Third Quarter Report as of May 18, 2004 of the actual expenditures and
revenues of the County’s General Fund for Fiscal Year 2003-04. :

(4) Indicated amounts reflect the difference between the budgeted expenditures, revenues and other financing sources of the County’s General
Fund in the 2003-04 Adjusted Budget as of March 31, 2004 and the projected actual expenditures, revenues and other financing sources of
the County’s General Fund for Fiscal Year 2003-04. Amounts without parenthesis indicate a variance favorable to the County’s General
Fund and amounts with parenthesis indicate a variance unfavorable to the County’s General Fund.

(5) Indicated amounts reflect (a) estimated use of the unreserved and undesignated portion of the General Fund Balance of approximately $145.6
million contained in the 2003-04 Adopted Budget and an additional approximately $84.1 million contained in the 2003-04 Adjusted Budget,
(b) estimated use of $3.6 million from the unreserved and designated portion of the General Fund Balance, and (¢) estimated. use of
approximately $87.8 million from reserves for encumbrances for appropriations carried over from Fiscal Year 2002-03 which is reflected in
the 2003-04 Adjusted Budget only and is not reflected in the 2003 -04 Adopted Budget. :
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-The unreserved and undesignated portion of the General Fund Balance as of June 30, 2003 was
$269.0 million. Included in the 2003-04 Adopted Budget were transfers from the unreserved and
undesignated portion of the General Fund Balance of approximately $145.6 million. An additional
transfer of approximately $84.1 million was reflected in the 2003-04 Adjusted Budget. Accordingly,
unreserved and undesignated portion of the General Fund Balance currently is equal to $39.3 million. As
discussed above, the County projects that the General Fund expenditures will be $230.9 million less than
budgeted and General Fund revenues will be $95.9 million less than budgeted in the 2003-04 Adjusted
Budget. As a result, the net amount of these projected variances of approximately $135.0 million will be
added to the unreserved and undesignated portion of the General Fund Balance as of June 30, 2004.
Therefore, the County projects that the unreserved and undesignated portion of the General Fund Balance
as of June 30, 2004 will be approximately $174.3 million, which will result in a reduction of
approximately $94.7 million from the General Fund Balance as of June 30, 2003. All of the transfers
from the unreserved and undesignated portion of the General Fund Balance during Fiscal Year 2003-04
have been spent on one-time expenditures such as costs associated with the 2003 fires (see - “Impact of
the 2003 Fires in the County” below), quality recognition awards, the extinguishment of debt, operational
costs associated with phased-out operations and various capital projects. No one-time resources were
spent on any on-going operational expenditures.

Vehicle License Fee Reduction

The State’s Vehicle License Fee (“VLF”) is an annual fee on the ownership of a registered
vehicle in California. Automobiles, motorcycles, pick-up trucks, commercial trucks and trailers, rental
cars, and taxicabs are subject to the'VLF. Approximately three-fourths of VLF revenues can be used for
any lawful purpose and are distributed fifty percent to cities (based on the respective populations of the
cities) and fifty percent to counties (based on the respective populations of the counties). The remaining
approximately one-fourth of VLF funds are allocated to counties to pay for “realignment” health and
social services programs. Under the State of California’s Vehicle License Fee Law, beginning January 1,
1999, the vehicle license fee was reduced from 2.0% to 1.5% and was subsequently reduced to 0.65%
starting July 1, 2001. :

To ensure that local governments are not adversely impacted by the fee reductions, State law
provides for an offset from the State’s General Fund equal to the amount of the reduction. Under the
offset provisions, the State’s General Fund pays local governments for lost VLF revenues on a dollar-per-
dollar matching basis, from State General Fund revenues. The repayment funds are continuously
appropriated, and do not need to be approved in ‘the annual budget process. A statutory, continuous
appropriation, however, is not a firm guarantee of a continuing replacement and the repayment is subject
to the availability of monies for transfer from the State’s General Fund. = =

VLF is the second largest general purpose revenue source for the County’s General Fund (after
property taxes). - In Fiscal Year 2002-03, the County received $190.8 million in VLF revenues, as
compared to the budgeted $184.7 million. In Fiscal Year 2003-04, the County budgeted $195.0 million in
VLF revenues, approximately $131.6 million of which were in VLF backfill funds to be appropriated by
the State. As noted below under “Supplemental Financing Information - State Budget for Fiscal Year
2003-04,” the State’s Fiscal Year 2004 budget discontinued the VLF backfill to cities and counties:
Under the provisions of the State law, the State Director of Finance determined on: June 20, 2003 that
insufficient funds were available in the State’s General Fund to fund the “offsets” (i.e., the reductions in
VLF fees):- That determination triggered a return to the 2% level for license fee collections, but not until
October 1, 2003. This situation. resulted in a two-thirds loss of VLF revenues from July through
September 2003, but this “offset gap™ loss was considered to be a loan to the State that would be repaid in
Fiscal Year 2006-07. The County estimates in the Third Quarter Report that the loss of VLF revenues
during this period was $38.5 million.
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Subsequent to the adoption of the State budget, a new governor, Amold Schwarzenegger, was
elected. He repealed the increase in VLF to 2.0% on November 17, 2003 and reduced it to the 0.65%
level. When the State Assembly failed to address this issue and restore the backfill during the special -
session called by the Governor shortly after taking office, Governor Schwarzenegger, on December 18,
2003, invoked his emergency powers and bypassed the State Legislature to unilaterally restore the
backfill. Although the Legislative Analyst’s Office has questioned the legality of the Governor’s action,
the State Controller is making the backfill payments as directed by the Governor.

, The County currently projects in the Third Quarter Report that VLF revenues from the State will
be $45.0 million less than those budgeted. In addition to the $38.5 million offset gap loss noted above,
the County has projected that it will experience an additional VLF revenue shortfall of $6.5 million. This
projection is based on year-to-date revenue receipts with the additional shortfall being the result of the
State reporting lower vehicle registration values statewide than in Fiscal Year 2002-03 as a result of,
according to the State, lower-than-expected new car sales. While the County believes the above estimates -
to be reasonable, at year end the State will review the vehicle license fee data for the year and will make a
final determination of the amounts that are owed to counties and cities for Fiscal Year 2003-04 as well as
the amount to be repaid in Fiscal Year 2006-07 for the offset gap loan. As a consequence, the above cited
figures may be either higher or lower than the actuals.

Impact of 2003 Fires in the County

In October 2003, fires in the County burned approximately 400,000 acres. and destroyed
approximately 5,000 structures. The County has appropriated $22.6 million for response and recovery
efforts, including, private property debris removal, hiring of additional staff to process building permits,
erosion control, burned vehicle removal and operating the local assistance center for the first few weeks
after the fires. These appropriations are comprised of $3.0 million from the County’s contingency reserve
and $19.6 million from the County General Fund balance. The County is seeking reimbursement for most
of the costs associated with the 2003 fires from federal and State sources, but no guarantee can be made
that such reimbursement will occur. The County has not assumed any reimbursement as part of its
projected fund balance as of June 30, 2004 or as a revenue or other financing source for Fiscal Year 2004-
05. The County expects that approximately $1.5 million from the County General Fund will be needed in
each of the next two fiscal years to compensate for revenue not received as a result of the Board of
Supervisors decision to waive building permit fees for homes impacted by the 2003 fires..

2004-05/2005-06 Fiscal Years Operational Plan of the County-

The County’s operational plan (the “Operational Plan”), which is adopted annually, describes the
financial plan for the next two Fiscal Years. The first year of the Operational Plan represents the County
budget, while the second year represents a projection. The County’s budget is mainly impacted by State
and local economic and demographic conditions. The local economy continues to grow at a modest pace,
i, in terms of the gross regional product, employment and personal income.- State budget cuts also
impact the County. Governor Schwarzenegger announced his proposed 2004-05 State Budget (the
“Proposed 2004-05 Budget”) on January 9, 2004, addressing-an accumulated State debt of $22.1 billion
and projecting a State budget shortfall totaling approximately $14 billion in Fiscal Year 2004-05. The
Proposed 2004-05 Budget, if enacted, would be challenging because of the array of categorical programs
that are identified for cuts and the shift of property tax revenues to school districts. The County’s
proposed budget for the County General Fund for Fiscal Years 2004-05 and its plan for 2005-06 is $2.763
billion and $2.701 billion, respectively. This Operational Plan, where applicable, is based on the-
Governor’s Proposed 2004-05 Budget. The proposed: budget for the County’s General Fund for Fiscal
Year 2004-05 represents a 0.8% decrease from the 2003-04 Adopted Budget, and the plan for. the
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County’s General Fund for Fiscal Year 2005-06 represents a decrease of 2.2% from the Fiscal Year 2004-
05 proposed budget. ~

Key assumptions and componénts of the ‘proposed Operational Plan and comparisons with the
Fiscal Year 2003-04 budget include the following: ‘ :

1. The gross regional product is forecasted to reach $137.2 billion in 2004, an increase of
approximately 4.2% (measured in constant dollars) from December 31, 2003 to December 31, 2004. This
increase represents a higher growth than the 3.5% (measured in constant dollars) estimated growth in
2003. The County has factored this assumption into certain projections in the Operational Plan.

2, The County’s 2004 annual unemployment rate of approximately 3.9% is expected to be
slightly lower than the 4.3% level of 2003, and is projected to be below both State and national levels
projected to -be 5.8% and 6.2%, respectively. The County has factored this assumption into certain
projections in the Operational Plan.

3. Total general purpose revenues (revenues not tied to a specific County program) will
decrease by $16.4 million from the Fiscal Year 2003-04 Adopted Budget to $630.2 million in Fiscal Year
2004-05 and then increase by $22.9 million to $653.1 million in Fiscal Year 2005-06. The 2.5% decrease
projected for Fiscal Year 2004-05 is due primarily to the anticipated shift of local county property taxes to
the schools, i.e., the Educational Revenue Augmentation Fund (“ERAF”) shift as proposed in the
Governor’s Proposed 2004-05 Budget. The ERAF reduction is partially offset by growth in property tax,
real property transfer taxes and other revenues. A 3.6% growth rate in General Purpose Revenues is
anticipated for Fiscal Year 2005-06.

4. Key General Purpose Revenue categories in Fiscal Year 2004-05 will decrease by 6.7%,
$23.9 million, for current property taxes, increase by 1.0%, $1.9 million for VLF revenues, and increase
by 5.9%, $1 million, for Real Property Transfer Taxes.

5. In Fiscal Year 2004-05, the County will retain the general reserve of $55.5 million and
will appropriate an operational contingency reserve of $11.0 million. The general reserve is set aside for
any unforeseen catastrophic situations and the contingency reserve will be available for economic and
operational uncertainties during Fiscal Year 2004-05.

The proposed Operational Plan contemplates the transfer from the unreserved and undesignated
portion of the General Fund Balance of $106.9 million in Fiscal Year 2004-05, all of which are proposed
to be spent on one-time expenditures.

The Governor released a revision of the Governor’s Proposed 2004-05 Budget (see “May
Revision to 2004-05 Proposed State Budget” in Supplemental Financial Information below) after the
County released its Proposed Operational Plan for fiscal years 2004-05 and 2005-06. If the revision of the
Governor’s Proposed 2004-05 Budget is enacted, the most significant change for the County’s general
fund would be restoration of approximately $27 million of approximately $55 million of property taxes
assumed lost in fiscal years 2004-05 and 2005-06. The County will likely wait until the legislature passes
and the Governor signs the State budget before determining whether or how it will modify the County’s
budget for fiscal year 2004-05. '
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The following table shows the County’s General Fund budgets. for Fiscal Ye

2004-05. :
~ COUNTY OF SAN DIEGO
GENERAL FUND BUDGET
Fiscal Year 2003-04 and Fiscal Year 2004-05
' (In Thousands) :
Adopted Proposed:
Budget Budget
2003-04 2004-05
APPROPRIATIONS
Public Safety $§ 878,769 $ 879,831
Health & Human Services 1,421,273 © 1,429,355
Land Use & Environment 95,700 94,955
Community Services _ 38,663 37,791
“Finance and General Government and Other 337,059 307,127
Contingency Reserve and Designations 13.600 13.600
Total Appropriations ' $2.785.064 $2.762.659
REVENUES
Current Property Taxes $ 356,207 - $ 332,317
Taxes other than Current Property Taxes 59,450 61,300
Licenses, Permits & Franchises 31,993 31,876
Fines, Forfeitures & Penalties 35,004 44,186
Use of Money & Property 16,529 20,067
Aid from other Government Agencies 1,391,778 1,382,458
Charges for Current Service 226,647 241,637
Miscellaneous Revenues and Other Financing 518.286 537,932
Sources ‘
Total Revenues $2.635.894 $2.651.773
Estimated Use of General Fund Balance $ 149,170 $ 110.886
Total Available Financing $2,785,064 $2,762,659

Source: County of San Diego Auditor and Controller.

Teeter Plan

ars 2003-04 and

Beginning Fiscal Year 1993-94, the County adopted the alternative method of secured property
tax apportionment available under Chapter 3, Part 8, Division 1, of the Revenue and Taxation Code of the -
State of California (also known as the “Teeter Plan™). - This alternative method provides for funding each
taxing entity included in the Teeter Plan with its total secured property taxes during the year the taxes are
levied, including any amount uncollected at Fiscal Year end. Under this plan, the County assumes an
obligation under a debenture or similar demand obligation to advance funds to cover expected
delinquencies, and, by such financing, its general fund receives the full amount of secured property taxes
levied each year and, therefore, no longer experiences delinquent taxes. In addition, the County’s general
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fund benefits from future collections of penalties and interest on all delinquent taxes collected on behalf
of participants in this alternative method of apportionment.

Upon adopting the Teeter Plan in 1993, the County was required to distribute to participating
local agencies, 95% of the then accumulated secured roll property tax delinquencies and to place the
remaining 5% in the tax losses reserve fund, as described below. On November 20, 1995, the County
issued its Teeter Obligation Taxable Commercial Paper Notes, Series A (the “Series A Teeter Notes™) and
its Teeter Obligation Tax-Exempt Commercial Paper Notes, Series B (the “Series B Teeter Notes,” and
together with the Series A Teeter Notes, the “Teeter Obligation Commercial Paper Notes™). The Series A
Teeter Notes were initially delivered in a principal amount of $25,900,000, which principal amount was
not in excess of remaining uncollected delinquencies in property taxes and assessments due to the County
and the other Revenue Districts for all Fiscal Years of the County ended on and prior to June 30, 1993 for
which the County has provided funds pursuant to the Law, exclusive of Default Penalties thereon.
Proceeds received from the initial sale of the Series A Teeter Notes were applied first to refund the
principal amount of the Debenture issued to refund the County’s obligation to fund the delinquencies in.
property taxes, assessments and other levies due to the County and the other Revenue Districts pursuant
to the Law for all Fiscal Years of the County ended on and prior to June 30, 1993 (the “Initial Debenture),
with remaining amounts to pay costs in connection with the initial issuance of the Series A Teeter Notes.
The Series B Teeter Notes were initially delivered in a principal amount of $42,400,000, exclusive of
Default Penalties thereon. Proceeds received from the initial sale of the Series B Teeter Notes were
applied to refund the remaining Debentures attributable to the Fiscal Years ended June 30, 1994 and
June 30, 1995 and to pay costs in connection with the initial issuance of the Series B Teeter Notes. There
are no Series A Teeter Notes outstanding and the County will not issue any additional Series A Teeter
Notes. Beginning in June 1996 and each June thereafter the County has issued its Series B Teeter Notes
to refund the demand obligations attributable to the Fiscal Year then ending and to pay costs in
connection with the issuance of such Series B Teeter Notes. As of June 4, 2004, $16,000,000 aggregate
principal amount of the Series B Notes were outstanding. The County issued additional Teeter Obligation
Tax-Exempt Commercial Paper Notes, Series B-1 and Teeter Obligation Taxable Commercial Paper
Notes, Series B-2 in the amount of $34.1 million and $12 million, respectively, in June 2004.

The Teeter Obligation Commercial Paper Notes and the interest thereon are on a parity in right of
payment from the General Fund with all other obligations of the County payable from the General Fund,

except County obligations to set aside amounts therefor and to repay tax and revenue anticipation notes
which it may issue from time to time for working capital purposes in accordance with applicable law,
which are senior to the County’s Commercial Paper Notes and other General Fund obligations.

The Series B Teeter Notes have a first priority lien on Series B Taxes and certain amounts
deposited in the Series B Pledge Fund held by the Fiscal Agent. “Series B Taxes” means (i) the right to
collect any uncollected property taxes and assessments attributable to the Fiscal Years ended June 30,
1995 through June 30, 2004, and such other Fiscal Years, if any, as may be specified in a Supplemental
Resolution, for which the County actually provided funding pursuant to Section 4705 of the California
Revenue and Taxation Code (the “Law”), and Default Penalties thereon, (ii) all amounts received by the
County upon the sale of property to recover such property taxes or assessments, (iii) all amounts received
by the County upon redemption of properties for sale or previously sold to recover such property taxes or
assessments, in each case to which the County is entitled as a consequence of electing to being governed
by the Law, but not amounts evidencing or constituting interest or Redemption Penalties, and (iv) the
right to collect interest and Redemption Penalties on such property taxes and assessments that are paid
during the occurrence and continuance of an Event of Default under the Reimbursement Agreement dated
June 22, 1998 by and between Landesbank Hessen-Thiiringen Girozentrale (the “Bank™) and the County
(the “Reimbursement Agreement”), or as otherwise provided in the Reimbursement Agreement, but not
including costs and fees paid as redemption and County administrative fees in connection with a parcel
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tax default in accordance with the Law. Series B Taxes do not include Other Taxes. “Other Taxes” means
(i) the right to collect delinquent property taxes and assessments due to the County and other Revenue
Districts and attributable to the Fiscal Years ending after June 30, 1996 (except for such amounts which

are defined as “Series B Taxes” or otherwise excluded from the definition of “Other Taxes”), for which -

the County actually provides funding pursuant to the Law and Default Penalties thereon, (ii) all amounts
received by the County upon the sale of property to recover such property taxes or assessments, and
(iii) all amounts received by the County upon the redemption of properties for sale or previously sold to
recover such property taxes or assessments, in each case to which the County is entitled as a consequence
of electing to being governed by the Law, but not amounts evidencing or constituting interest or
Redemption Penalties, and (iv) the right to collect interest and Redemption Penalties on such property
taxes and assessments that are paid during the occurrence and continuance of an Event of Default under
the Reimbursement Agreement or as otherwise provided in the Reimbursement Agreement, but not
including costs and fees paid in as redemption and County administrative fees in connection with a parcel
tax default in accordance with the Law. :

Pursuant to the Law, the County is required to establish a tax losses reserve fund to cover losses
which may occur in the amount of tax liens as a result of special sales of tax-defaulted property (i.e., if the
sale price of the property is less than the amount owed). The amount required to be on deposit in the tax
losses reserve fund is, at the election of the County, one of the following amounts: (1) an amount not less
than 1% of the total amount of taxes and assessments levied on the secured roll for a particular year for
entities participating in the Teeter Plan, or (2) an amount not less than 25% of the total delinquent secured
taxes and assessments calculated as of the end of the Fiscal Year for entities participating in the Teeter
Plan. The County’s tax losses reserve fund is fully funded, in accordance with the County’s election to be
governed by the second alternative, with a $7,153,000 million balance projected for June 30, 2004.
Accordingly, any additional penalties and interest that otherwise would be credited to the tax losses
reserve fund are credited to the County’s General Fund.

Interfund Borrowing

Section 6 of Article XVI of the California Constitution provides for interfund borrowing
(a ”Treasurer’s Loan”) to cover short-term operational deficits occurring. as a result of imbalances
between receipts and expenditures. The California Constitution prohibits interfund borrowing by
Participant’s prior to the first day of the Fiscal Year or after the last Monday of April of each Fiscal Year,
and of amounts in excess of 85% of the school district taxes levied by a county under Section 21 of
Article XIII of the California Constitution and of amounts apportioned to such school district under
Section 6 Article IX of the California Constitution. Participants may utilize Treasurer’s Loans from time
to time for various purposes. A Treasurer’s Loan must be repaid from the Participant’s first revenues
received after the incurrence of a Treasurer’s Loan before any. other obligation, including the respective
Notes, is paid from such revenues. - S

San Diego' County Employees’ Retirement Association

- General

The San Diego County Employees’ Retirement Association (the “Association™), which was
established July 1, 1939 under provisions of the County Employees’ Retirement Law of 1937 (the
“Retirement Law”), is a contributory defined benefit plan covering substantially all compensated
employees of the County. The plan is integrated with the federal Social Security System for general
members (but not for safety members). As of June 30, 2003, there were 18,434 active members, 10,280
retired members and 3,790 deferred members. Deferred members are those members whose employment
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has terminated with a participating employer and who left their respective retirement contributions with
the Association. The System operates on a fiscal year basis, with its year ending June 30.

The County is one of the employers which participate in the Association. In addition to the
County, participating employers include the San Diego Superior Court (the “Courts™), the Local Agency
Formation Commission, the San Dieguito River Valley Joint Powers Authority, and the San Diego
County Office of Education. The County and these other participating employers are collectively referred
to herein as the “Employers.” The County is obligated to make 99% of the annual employer contributions
to the Association, and the County’s General Fund is obligated to make 92% of the annual employer
contributions to the Association, which is based on the estimated relative percentage of payroll of the
County and the County General Fund for Fiscal Years 2003-04 and 2004-05. State legislation in 1997
provided that effective July 1, 1997, financial responsibility for the Courts, and its employees, including
contributions for pension benefits, was transferred to the State, which was to be solely responsible
therefore. County Counsel of the County has provided an opinion to the Board and the County to the
effect that notwithstanding the transfer of financial responsibility for pension plan payments for the
Courts to the State, the County continues to be responsible for making the pension plan payments,
whether or not reimbursed by the State. Accordingly, the amounts shown for which the County is
responsible reflect employees of the Courts.

General Funding Practices of the Association.

Introduction. An actuarial valuation is required under the Retirement Law at least every three
years. The Association’s practice has been to conduct an actuarial valuation on an annual basis as of June
30 of each year, which is the end of the Association’s fiscal year. The valuation must be completed by an
Enrolled Actuary, covering the mortality, service, and compensation experience of the members and
beneficiaries, and must evaluate the valuation assets and actuarially determined liabilities of the
Association. The Retirement Law requires the Retirement Board of the Association (the “Retirement
Board”) to recommend to the Board of Supervisors and the other Employers such changes in rates of
interest, in the rate of contribution of members, and in the County’s and the other Employers’
appropriations as necessary. Once the Retirement Board recommends any such changes, the Retirement
Law requires the Employers (including the County) to implement such changes.

UAAL and its Calculation. Currently, the Association uses the “entry age normal cost method” to
calculate the Employers’ annual rates of contribution. The actuarially required contribution has two
components, the “normal cost” and the amortized amount of the unfunded actuarial accrued liability
(“UAAL”). Normal cost represents the portion of the actuarial present value of the benefits that the
Employers and their respective employees will be expected to fund that are attributable to a current year’s
employment. The amortization of the UAAL represents the current year’s portion of the unfunded
accrued costs (i.e., the UAAL) attributable to past years’ employment that is charged to the County and
the other Employers. The UAAL typically results from changes in actuarial assumptions, benefit
improvements and other experience which differs from that anticipated by the actuarial assumptions.
There is a lag between the point in time at which the actuary completes the actuarial valuation and the
date that the contribution rates calculated in the valuation go into effect. This lag is typically 12 months.
For example, the recommended contributions contained in the actuarial report as of June 30, 2003 would
apply to contributions to be made by the County and the other Employers for the year beginning July 1,
2004.

The UAAL is an estimate based on a series of assumptions that operate on demographic data of
the Association’s membership. This process is necessary to determine, as of the date of the calculation,
how sufficient the assets in the Association are to fund, as of the date of calculation, the accrued costs
attributable to currently active, vested terminated (i.e., the deferred members) and retired employees. The
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funding sufficiency is typically expressed as the ratio of the valuation assets to the accrued actuarial
liabilities. If the actuarially calculated funding level of a plan is less than 100%, it implies that the plan
has a UAAL. Examples of the actuarial assumptions that are used in this process are the assumed rate of
earnings on the assets of the plan into the future, the assumed future pay increases for current employees,
assumed rates of disability, the assumed retirement ages of active employees, the assumed marital status
at retirement, and the post-employment life expectancies of retirees and beneficiaries. If the plan
experience differs from the assumptions used, the actual amount paid out by a plan could be more or less
than the amounts contemplated by the UAAL. :

When measuring assets for determining the UAAL, many pension plans, including the
Association, “smooth” gains and losses to reduce volatility. If in any given year the actual investment
return on the Association’s assets is lower or higher than the actuarial assumed rate of return (which is
8.25%), then the shortfall or excess is smoothed or spread over a five-year period. The impact of this will
result in “smoothed” assets which are lower or higher than the market value of assets depending upon
whether the remaining amount to be smoothed is either a net gain or a net loss. In the case of the
Association, as a consequence of this smoothing practice, as of June 30, 2003, there were approximately
$70 million of gains and approximately $743 million of losses yet to be smoothed in, leaving a total net

unsmoothed loss of $673 million remaining to be spread over the four years ending June 30, 2007.

Further, various plans use differing amortization periods for paying off (or “amortizing”) a
UAAL. In the actuarial valuation report for the year ending June 30, 2003, the Association used a 15-
year rolling period, which means that each year the UAAL is re-amortized over 15 years to determine the
amount of the annual employer payment that is due. Other plans use different rolling periods and still
others use “fixed” periods such as a 30-year fixed period, meaning that the actuarially required
contribution in a particular year would be the unfunded accrued actuarial liability amortized over the
remaining years in the fixed period. On June 17, 2004, the Retirement Board changed the Association’s
amortization period to a 20-year multiple layered amortization period. Pursuant to this amortization
method, the UAAL as of June 30, 2004 will be amortized over a 20-year fixed amortization period.
Beginning with the valuation report for the year ended June 30, 2005, that portion of the Association’s
UAAL that is attributable to any incremental increase or decrease to the actuarially determined liabilities
of the Association to members in relation to actuarially determined assets of the Association, during any
given year will be amortized on a 20-year fixed amortization period. Thus, in the valuation report for
each year, a new layer of amortization will be assigned to any actuarial gains or losses in that year. This
could be changed at any time by the Retirement Board, as could the other assumptions, which, as a
consequence, would cause the Employer’s obligations to pay the Association in a particular year to be
higher or lower. The contribution to the UAAL as of the end of a given year (as reflected in an actuarial
valuation report) is amortized as a level percentage of a payroll that is expected to increase each yedr at
the plan’s assumed payroll inflation rate, thus the annual contribution requirements to fund the UAAL
* also increase at this rate. : - ' :

Investors are cautioned that in considering the amount of the UAAL as reported by the
Association and the resulting amounts of required contributions by the County and the other Employers,
this is “forward looking” information in that it reflects the judgment of the Retirement Board and the
Association’s actuary as to the amount of assets which the Association will be required to accumulate to
fund future benefits over the lives of the currently active employees, vested terminated employees and
existing retired employees. These judgments are based upon a variety of assumptions, one or more which
may prove to be inaccurate or be changed in the future, and will change with the future experience of the
Association.

As required by the Retirement Law, the Retirement Board and the Association’s actuary
periodically review the various assumptions that are employed in calculating the UAAL against actual
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experience, which are called experience studies. Most recently, the Association’s actuary delivered an
experience study to the Retirement Board in February 2004 pursuant to which in March 2004 the
Retirement Board elected to modify certain of the assumptions currently used to calculate the UAAL.
The changed assumptions include the assumed future pay increases for current employees, the assumed
rates of disability, the assumed retirement ages of active employees, the assumed marital status at
retirement, and the post-employment life expectancies of retirees and beneficiaries. The changed
assumptions were included in the actuarial valuation report as of the year ended June 30, 2003.

New Actuary. Beginning with the actuarial valuation report as of the year ending June 30, 2003,
the Association retained a new actuary, The Segal Company. The Segal Company is currently evaluating
all of the practices and procedures of the Association and over the next several months will be submitting
to the Retirement Board several reports regarding changes that The Segal Company recommends that the
Retirement Board implement. For example, in the May 6, 2004 meeting of the Retirement Board, The
Segal Company recommended and the Retirement Board approved a change of the Association’s
smoothing methodology such that the expected investment return on the market value of assets (instead of
the current methodology of using the valuation value of assets) will be compared to the actual investment
return on the market value of assets. This change may accelerate the rate at which investment losses and
gains are realized. This change will be applied prospectively and will only take effect with return
deviations beginning with the fiscal year ended June 30, 2005.

In addition, on June 17, 2004, the Retirement Board approved a change in the amortization period
over which the Association’s UAAL is amortized from a 15-year rolling amortization period to a 20-year
multiple layered amortization period. See “UAAL and its Calculation” above. Also, The Segal Company
is reviewing the Excess Earnings (as defined below) allocation practices of the Retirement Board.

Investment Policy; Historical Investment Return. The Retirement Law grants the Retirement
Board exclusive control over the investment of the Association’s assets. The Retirement Law provides
general guidelines which generally require the Retirement Board to manage the investments for the
purpose of providing benefits to members, minimizing Employer contributions, and defraying the
reasonable expenses of administering the Association. The Retirement Law further requires the
Retirement Board to manage the Association’s investments prudently and to diversify investments.

The Retirement Board has adopted an investment policy statement and related policies to ensure
that the Association is managed prudently and in compliance with the Retirement Law. These policies set
investment return and risk objectives and provide for extensive diversification of assets, securities,
lending, commission recapture, value-added strategies, proxy voting, and corporate governance issues.
Based on the investment policies of the Retirement Board, the Retirement Board has adopted, upon the
recommendation of the Association’s actuary, an actuarial assumed rate of return of 8.25%.

The historical net investment return on the market value of the Association’s assets was 3.72%
for the year ended June 30, 2003, (3.14%) for the three years then ended, 3.37% for the five years then
ended, and 8.39% for the ten years then ended. This compares to the 8.25% actuarial assumed rate of
return that the Association’s actuary uses to calculate the UAAL on a year-to-year basis (which is done by
projecting into the future a variety of estimates, including how much will be earned on the assets of the
Association in future years). In March 2004, the Retirement Board reaffirmed and approved the
continued use of an assumption of an 8.25% return on plan assets of the Association for purposes of
calculating UAAL. If a lower investment return rate assumption were used, then the UAAL would be
greater, as would the Employers’ annual contributions. Conversely, the use of a higher investment return
rate assumption would result in a smaller UAAL and Employer annual contributions. Of course, actual
investment results that are higher or lower than the assumed rate of return also will affect the UAAL.
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. Employee Contributions Paid by the Employers. In addition to making annual contributions to
the Association in accordance with the applicable actuarial valuation, the Employers also have agreed
pursuant to the collective bargaining arrangements with their employee unions to pay a portion of the
employees® required contribution to the Association (these payments by the Employers are referred to
herein as the “Employer Offsets™), which, for non-safety employees of the-Employers range from 3% to
7% of their salary, and for safety employees range from 2.75% to 14.2% of their salary. Some of these
collective bargaining agreements expire in 2006 and some expire in 2007, but since 1982, the Employers’
agreement to pay Employer Offsets has been a consistent feature of these collective bargaining
arrangements. See “Historical Funding Status” below for information regarding payments by the
Employer of Employer Offsets for each of the ten years ending June 30, 2004. : o

Ventura Litigation. In the case of Ventura County Deputy Sheriff’s Association v. Board of
Retirement of Ventura County Employees’ Retirement Association (the “Ventura Litigation”), the
California Supreme Court held that certain payments made by a county in excess of basic salary payments
to employees are to be included in the definition of final compensation within the meaning of the
Retirement Law. In 1998, there were three lawsuits: filed against the Association which were
consolidated into a coordinated proceeding in the County of San Francisco Superior Court. On February
14, 2002, the County of San Francisco Superior Court -approved a settlement of these lawsuits. In
consideration for the dismissal of these lawsuits, effective March 8, 2002, the Association and the County
agreed to increase benefits for active and retired employees. The County believes that after giving effect
to these increased benefits, the calculation that the Association uses in calculating final compensation
complies with the standards set forth in the Ventura Litigation. The total estimated accrued liability from
these increased benefits have been reflected in the actuarial valuation as of June 30, 2003, as it had been
reflected in the Association’s actuarial valuation reports as of June 30, 2002 and October 3, 2002.

Pension Obligation Bonds.

Introduction. A number of California public agencies, including the County, have issued taxable
pension obligation bonds (“POBs”) and transferred the proceeds to their respective pension plans so as to
reduce the UAAL. Under California law, the obligation to fund the UAAL by making actuarially
required contributions is an obligation imposed by law. The effect of issuance of POBs is to refinance
that obligation and convert it from an obligation to make actuarially required contributions to an
obligation to make interest and principal payments on bonds which are sold to the public. While the
UAAL is reduced as a consequence, the public agency’s obligation to pay the refinanced amount
continues until the bonds are repaid. The duration of the POBs may exceed the amortization period for
the UAAL. ' : : '

County Pension Obligation Bonds. In February 1994, the County issued $430,430,000 in
principal amount of POBs (the “1994 POBs”), and in October 2002 issued an additional $737,340,000 in
principal amount of POBs (the “2002 POBs”), in part to refund a portion of the 1994 POBs. As a
consequence of the issuance of the 1994 POBs and the 2002 POBs the County contributed to the
Association the aggregate amount of $978,500,000 towards reduction-of the UAAL. As of April 30,
2004, the County has POBs outstanding in the aggregate principal amount of $814,765,000. ‘See
subsection (F) of footnote (4) of the County’s Comprehensive Annual Financial Report the year ended
June 30, 2003 for a description of the County’s General Long-Term Obligations, including its POBs. The
County may, from time to time, finance all or a portion of the UAAL through the additional issuances of
POBs. . : , o : S o
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Funding Status of the Association

Current Status. As of June 30, 2003, the date of the most recent actuarial valuation report, the
actuarial value of assets of the Association was approximately $4.4 billion, the actuarial accrued liability
was approximately $5.9 billion and the funded ratio was approximately 75.5%. As of June 30, 2003, the
UAAL was approximately $1.435 billion. The Association’s funded ratio and the UAAL as of June 30,
2003 reflect the contribution by the County of the proceeds of the 1994 POBs and the 2002 POBs, as
described above at the respective times of their issuance.

Historical Funding Status. The following table sets forth for each of the ten years ended June 30,
2004 the amount of the total employer contributions made by the County and the other Employers, the
UAAL as of the end of each of such year, and the funded ratio of the Association as of the end of each of
such years.
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- HISTORICAL FUNDING STATUS - :
Years Ended June 30, 1995 through 2004

. Fiscal Year Employer Contribution Employer Offsets

Ending June 30, (in millions)” . (inmillions)” - (in :u%ﬁfls)‘z) )Funded R;tics‘” |
o5 sms . sws2 @3 10L1%
1996 37.6 373 @9 113
1997 _23._3 - S 83 @002 o 108.1 .

1998 © 243 T 372 - (157.0) ‘ "105:9"
1999 0.0 36.4 (221.8) 107.4
2000 0.0 382 (319.8) 109.9
2001 2.0 39.1 (238.8) 106.8
2002 53 452 905.1% 82.5®
2003 12.2 53.9 | 1,435.4 75.5
2004 175.59 55.6% - -

) Indicated contribution amounts reflect the aggregate contribution amount of all Employers and not only that of the County.
The County General Fund share of Employer contributions and Employer Offsets are estimated to be 92% based on the
estimated relative percentage of payroll of the County General Fund for Fiscal Years 2003-04 and 2004-05. See “General”
above.

@ In each year the amounts indicated under the columns Employer Contribution and the Employer Offsets were based on the
UAAL as reported in the actuarial valuation dated as of the end of the second preceding year ended June 30. Negative
numbers represent an actuarially accrued surplus.

®  The UAAL and Funded Ratio indicated for the fiscal year ending June 30, 2002 are those calculated in an October 2002
actuarial valuation report which calculated the Association’s UAAL and Funded Ratio as of October 3, 2002 and which was
used to calculate the contribution amounts of the Employers to be used in the fiscal year ending June 30, 2004. The October
2002 actuarial valuation report reflected the contribution by the County of $550 million of proceeds of the 2002 POBs to the
Association on October 3, 2002. The use by the Retirement Board of the October 2002 actuarial valuation to establish the
Employer required contributions is currently the subject of litigation pending against the Retirement Board and the County;
see “Litigation Relating to the Association—2003-04 Contribution Litigation” for a description of this litigation, If the
Retirement Board had established the Employer required contributions based on the June 30, 2002 actuarial valuation report,
then the Employer required contributions in the year ended June 30, 2004 would have been approximately $308 million, and
the Employer Offsets with respect to the same year would have been the same as indicated above.

@ Bstimated.

Impacts to UAAL. As shown in the foregoing table, from June 30, 2001 to June 30, 2003, the
UAAL increased from ($238.8) million to $1.435 billion, and the funded ratio as of the same dates
declined from 106.81% to 75.48%. A number of events occurred during this period which adversely
affected the UAAL and the funded ratio, including, but not limited to, (1) effective March 8, 2002, the
Board of Supervisors increased retirement benefits for active employees which in turn increased
actuarially determined liabilities, (2) effective March 8, 2002, the County, as well as a number of other
counties in California, in connection with the settlement of the Ventura Litigation, agreed to increase
benefits, which in turn required transfers from valuation assets; (3) investment results of the Association
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were below the actuarially assumed rate of 8.25% per annum as a consequence of declines in the
securities market; (4) the Association adjusted several demographic assumptions based on a regular
experience study conducted by its actuary that evaluates the reasonableness of the Association’s
assumptions and implemented those in the actuarial valuation report as of June 30, 2003; (5)the
Association ceased including amounts in the Undistributed Reserve (as defined below) as valuation assets -
when calculating the Association’s UAAL; and (6) deviations between actual experience and those
assumptions used in calculating the UAAL. In October 2002, the County contributed $550 million from
the proceeds of the 2002 POBSs, thus refinancing an equal amount of UAAL. In addition, the Retirement
Board changed the Association’s amortization period from a primarily five-year rolling amortization
period to a 15-year rolling amortization period. .

Transfers of Investment Earnings by the Association

Introduction. Pursuant to statutory authority under the Retirement Law, the Retirement Board
annually directs the crediting of the Association’s investment earnings to reserves, some of which are part
of valuation assets, and some of which are not. Valuation assets are those assets used in calculating the
UAAL and the funded ratio. For purposes of these creditings, the Retirement Board has defined
investment earnings as current income (i.e., the interest, dividends, and rents) plus net realized capital
gains on the book value of the Association’s valuation and non-valuation assets. All of the Association’s
investment earnings on the Association’s assets are transferred to and kept in a reserve entitled the
“Undistributed Reserve,” and from there such earnings are transferred in accordance with Retirement
Board policy. The Undistributed Reserve is currently not part of valuation assets and, except in certain
limited circumstances, the terms of the ‘settlement described under “Litigation Relating to the
Association—Excess Earnings Litigation” prohibit amounts in the Undistributed Reserve from being
included as assets for purposes of calculating the Association’s UAAL.

Pursuant to the statutory authority of the Retirement Law, the Retirement Board has adopted
certain “Interest Crediting Goals” which direct that investments earnings be transferred from the
Undistributed Reserve to the following Association reserves, effectively, in the following order. First,
such earnings are credited to the Association’s valuation assets up to an amount determined by the
Retirement Board’s policies, currently in an amount equal to 8.25% of the value of the Association’s
valuation assets as of the end of the prior fiscal year. Second, an amount of such earnings is transferred to
a contingency reserve (the “Contingency Reserve”) that is necessary to maintain the amount on deposit in
the Contingency Reserve, which is not part of valuation assets, equal to one percent of the total valuation
assets of the Association. The Association may transfer amounts from the Contingency Reserve to
valuation assets when current investment earnings are insufficient to credit the valuation asset reserves
with the 8.25% interest target. Earnings in excess of the amounts transferred to the Contingency Reserve
are referred to herein as “Excess Earnings.” Finally, the Retirement Board’s Interest Crediting ‘Goals
direct that the Retirement Board may allocate any Excess Earnings to any other reserves, whether inside
or outside of valuation assets, in accordance with its discretion.

The Retirement Law permits the Association to use any Excess Earnings to pay certain
supplemental benefits to retirees as well as crediting Excess Earnings to the Association’s valuation
assets. Pursuant to the authority granted under the Retirement Law, the Retirement Board has historically
from time to time transferred Excess Earnings from the Undistributed Reserve to two reserves: Da
reserve (the “Health Reserve”) from which the Association reimburses the Employers for amounts that
the Employers contribute for the payment of post-retirement health care benefits; and (2) a reserve
established for a supplemental targeted adjustment for a cost of living adjustment (“STAR COLA™).
Both the Health Reserve and the STAR COLA reserve are outside of valuation assets, which means that
they are not included as assets when calculating the Association’s UAAL. For a discussion of the STAR
COLA benefits paid by the Association and certain other related issues, see “STAR COLA Benefits”
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below. For a discussion of post-retirement health care benefits paid by the Association and certain other
related issues, see “Post-Retirement Health Care Benefits” below. ‘The Retirement Board has not adopted
a policy of annually crediting any certain amount to the STAR COLA reserve and the Health Reserve as it
has for the reserves inside of valuation assets, but the Retirement Board does-have a practice of
maintaining certain levels in the STAR COLA reserve and the Health Reserve. See “Reserve Levels”
below. See “General Funding Practices of the Association—New Actuary” for information regarding the
review by the new actuary of the Association of the practices and policies of the Association, including
the Excess Earnings practices and policies. : o

See below under “Litigation Relating to the Association—Excess Earnings Litigaﬁon” regarding
the settlement of certain litigation involving the County and the Association that, in part, governs the use
by the Retirement Board of Excess Earnings. - : : : ' T v

Effect of Transfers of Investment Earnings. If transfers of earnings to valuation reserves are not
made, higher Employer contribution rates may result for two reasons. 'First, when earnings are held
outside -of valuation assets, those amounts are not available to decrease the UAAL, since they are not
available to pay benefits reflected in the UAAL. This, in turn, causes the annual contribution amounts of
the County to be larger in later fiscal years than would have been-the case if all earnings were deposited in
the Association’s valuation assets. ‘

Second, the manner in which earnings are calculated for allocation purposes may lead to Excess
Earnings being generated in years in which the Association’s investment rate of return on valuation assets
is less than the actuarially assumed rate of return. This is because the Retirement Board has defined
“carnings” for allocation purposes as current income (i.e., the interest, dividends, and rents) plus net
realized gains on the book value of the Association’s assets, meaning that securities having a gain from
their book value could be sold to generate net realized gains, whereas, for purposes of calculating the
UAAL, the effective rate of return reflects the smoothed earnings on the actuarial value of assets (the
earnings on assets after giving effect to the smoothing of gains and losses over a five-year period). As a
consequence, this could lead to the transfer of earnings to non-valuation reserves in years in which the
investment rate of return for UAAL purposes is less than the assumed rate of return, as occurred in the
year ended June 30, 2002.

Under the Retirement Law, the Retirement Board retains the authority to transfer amounts from
non-valuation reserves back to the Association’s valuation assets, which, if this occurred, could not then
be re-transferred back to the STAR COLA reserve, the Health Reserve or any other reserve outside of
valuation assets. However, the terms of the setflement described under “Litigation Relating to the
Association—Excess Earnings Litigation” below generally limit the Retirement Board’s ability to make
such transfers from funds on deposit in these reserves as of June 30, 2002. . '

Historical Transfers of Investment Earnings. The following table sets forth the amount of the -
Association’s investment earmnings that the Retirement Board has transferred from the Undistributed
~ Reserve into reserves that are separate from valuation assets during the ten fiscal years ending June 30,

2003: : '
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TRANSFERS OF INVESTMENT EARNINGS -
TO NON-VALUATION RESERVES
Years Ended June 30, 1994 through 2003

" Post-Retirement _ ‘ Contingency

“Fiscal Year Health Care!® ©  -STAR COLA® - Reserve® : Total -

Ended June 30 (in millions) (in_millions) (in millions) (in millions)
1994 , $8.0 - - . $8.0
1995 7.9 . - - : 7.9
1996 _ 7.4 - . ; - 7.4
1997 6.5 - - 6.5
1998 1123 $50.5 - 162.8
1999 7.3 0.0 - ' 73
2000 32.0 9.8 - 41.8
2001 455 8.2 - 53.7
2002 : 117.0 242 $35.3 - 176.5
2003 0.0 © 0.0 0.0 0.0
2004 0.0 19.6 : 145 341
Total $343.9 $1123 - $49.8 $506.0

M Reflocts amounts that the Association has transferred to the Health Reserve from Excess Earnings.

@ Reflects amounts that the Association has transferred from Excess Earnings to a reserve established for the payment of
STAR COLA. The Association began providing STAR COLA benefits in the year ended June 30, 1999, and transfers to the
STAR COLA reserve began in the year ended June 30, 1998.

@ Reflects amounts that the Association has transferred from the Association’s investment eamnings to the Contingency
Reserve. The Contingency Reserve was created in the fiscal year ended June 30, 2002. Before the creation of the
Contingency Reserve, the 1% contingency amounts required by the Retirement Law were maintained in the Undistributed
Reserve and were not separated from valuation assets.

®  These transfers were approved by the Retirement Board, in part, in December 2003 and, in part on June 17, 2004.
Additional transfers may be made to the Contingency Reserve to ensure that one percent of the total valuation assets as of
June 30, 2004.

In certain of the years indicated in the foregoing table, the amounts credited to the STAR COLA
reserve and the Health Reserve were actually transferred after the end of the fiscal year with retroactive
effect. The Association does not track either the Employer or the departments or funds of any Employer
from which retired personnel receiving STAR COLA or health benefits, when in active service, were
paid.

Reserve Levels. As of June 30, 2003, approximately $5.2 million was on deposit in the
Undistributed Reserve, approximately $35.3 million was on deposit in the Contingency Reserve,
approximately $48.5 million was on deposit in the STAR COLA reserve, and approximately $269.1
million was on deposit in the Health Reserve. Since it authorized the payment of STAR COLA benefits
in 1998, the Retirement Board’s historical practice has been to maintain an amount in the STAR COLA
reserve that the Association’s actuary estimates will be necessary to cover the costs of the STAR COLA
benefits for current eligible retirees for five years. Since 1998, the Retirement Board has followed a
practice of ensuring that the amounts in the Health Reserve are equal to an estimate of providing the cost
of these non-vested, discretionary post-retirement health care benefits over the lives of active, deferred,
and retired members.
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Prospective Funding Status of the Association - .

The following table sets forth projections by the. Association’s actuary relating to future
Employer contribution amounts, Employer Offsets, UAAL, and funded ratio. The following sets forth
projections by the Association’s actuary that gives effect to the contribution by the County -of
$450,000,000 from the net proceeds of the Series 2004 Bonds. See “Application of Series 2004 Bond
Proceeds” in the Official Statement. ‘ .

The following table does not reflect any debt service payments on the County’s currently
outstanding POBs or other POBs that may be issued in the future, which, if included, would raise the
Total Employer Payments by the amount of the annual debt service on the POBs, all of which is
attributable to the County’s General Fund. See “Pension Obligation Bonds” above. See subsection (F)(3)
of footnote (4) of the County’s Comprehensive Annual Financial Report the year ended June 30, 2003 for
a description of the County’s long-term obligation activity, including that of its POBs.

The information contained in this table, and the related assumptions, are “forward-looking” in
nature and are not to be construed as representations of fact or representations that in fact the various
tabular information shown will be the correct amounts for the years indicated. Rather, these reflect good
faith estimates by the Association’s actuary and the County taking into account a variety of assumptions,
a number of which are discussed below. Accordingly, prospective investors are cautioned to review these
estimates as general indications of orders of magnitude and not as precise amounts. ’

PROSPECTIVE FUNDING STATUS OF THE ASSOCIATION |
Years Ended June 30, 2004 through 2012

Employer Employer Total Emplozyer ‘ :
'Fiscal Year  Contributions™® Offsets'?? Payments"® Funded = UAAL®M®
' Ending June 30, (in millions) (in millions) (in millions) Ratio” (in billions)
2004 $1769 $56 $232¢ 80.3% $1,252
2005 2609 65 3254 78.1 1,505 -
2006 227©® 68 295@ - 772 - 1,697
. 2007 255© 71© 326 5 78.1 1,757
2008 2809 749 354 797 1,763
2009 295© 779 372© 81.3 1,751
2010 308© 80® 388® 83.0 1,726
2011 3200 83® . 403© 84.5 1,692
2012 3320 86 418© 86.0 1,649

(1) The following assumptions have been applied in preparing the foregoing estimates:

(a) Beginning with the fiscal year ending June 30, 2004, the net investment return on the market value of assets-will be
. +8.25% per annum, which has historically been the actuarial assumed rate of return of the Association. This compares to
historical net investment return on the market value of the Association’s assets of 3.72% for the year ended June 30,
2003; (3.14%) for the three years then ended; 3.37% for the five years then ended and 8.39% for the ten years then
ended. See “General Funding Practices of the Association—Investment Policy; Historical Investment Return” for a
description of the Association’s investment policies and historical results, :

Using the Retirement Board’s asset valuation method of smoothing gains and losses, if actual return on market value of -
~ assets is in excess or is below the expected return on the valuation value of assets (which currently is 8.25% per annum
based on the Retirement Board’s current assumption of investment rate of return), the difference between the actual and
the expected return will be recognized over a five-year period. Accordingly, in developing the above schedule, an
unrecognized investment loss of $673 million as of June 30, 2003 is recognized in varying amounts through the year
ended June 30, 2007 and would impact Total Employer Payments through June 30, 2009. See “General Funding
Practices of the Association—UAAL and its Calculation” for a description of the Association’s smoothing practice. On
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May 6, 2004, the Retirement Board approved the change to the Association’s smoothing methodology. ‘See “General
Funding Practices of the Association—New Actuary” above.

(b) . All the actuarial assumptions used in developing the contribution rates in the June 30, 2003 valuation will be met in the
future, except the actuarial investment retirn as noted in (a) above. '

(c) The payroll for the Association for the year ending June 30, 2005, will increase to $942 million, an increase of 4% over
the estimated actual payroll for the year ended June 30, 2004. Thereafter, the payroll for each subsequent year will
increase over the prior year by approximately 4%. This compares to an average eligible employee payroll increase in
each of the three years ended June 30, 2003 0f 9.7%.

(d) For the valuation report as of June 30, 2004 and thereafter the Association’s UAAL will be calculated on a 20-year
multiple layered amortization period. See “General Funding Practices of the Association—UAAL and its Calculation”
above.

(e) Other than as described in (d) above, the Retirement Board’s current valuation methodologies, such as the five-year
smoothing asset valuation method (described in (a) above), will remain unchanged.

() Neither the County nor any of the other Employers will make any additional contributions (such as, for example, from
additional issuances of POBs) other than the contribution by the County of the net proceeds from the Series 2004 Bonds
as discussed above.

(2) The Employer Offsets for the year ended June 30, 2005 will increase to $9.4 million over the Employer Offsets paid and
payable for the year ended June 30, 2004. Thereafter, Employer Offsets for each subsequent year will increase over the
prior year by approximately 4%. This compares to an average annual increase of Employer Offsets for each of the five
years ended June 30, 2003 of $3.5 million or 8.0%. As indicated above, Employer Offsets are governed by collective
bargaining agreements with the Employers® employee groups and reflect in part actual membership demographics, since the
actual amount of contributions depend upon length of service with the County.

(3) - The County is responsible for approximately 99% of the indicated amounts based on the estimated relative percentage of
payroll of the County for Fiscal Years 2003-04 and 2004-05, and the other Employers are responsible for the balance. The
County’s General Fund is responsible for approximately 92% of the indicated amounts based on the estimated relative
percentage of payroll of the County’s General Fund for Fiscal Years 2003-04 and 2004-05, and other funds of the County
are responsible for the balance of the County’s portion. See “General” above.

(4) Based on the UAAL as of October 3, 2002, which was approximately $905.1 million. See “Funding Status of the
Association—Historical Funding Status™ above.

(5) Based on the UAAL as of June 30, 2003, which was approximately $1.435 billion. See “Funding Status of the
Association—Current Status” above.

(6) In each year the Employer-Required Contribution and the Employer Offsets will be based on the UAAL as reported in the
actuarial valuation dated as of the end of the second preceding year ended June 30.

The amounts shown in the foregoing table do not give effect to any transfers of Excess Earnings
to non-valuation assets (such as to the Health Reserve or to the STAR COLA reserve); however, a
transfer of earnings sufficient to maintain the amount on deposit in the Contingency Reserve equal to 1%
of the market value of all of the Association’s assets is reflected in the indicated amounts. Historically,
the Association has transferred an average annual amount from Excess Earnings to the Health Reserve
and the STAR COLA reserve, collectively, of approximately $55.9 million for the five years ended June
30, 2003. See “Transfers of Excess Earnings by the Association—Effect of Transfers of Excess
Earnings™ for a description of how transfers from excess earnings remove assets from valuation assets
which, over time, may increase the UAAL and the required contributions of the County and the other
Employers. If such transfers occur in one or more of the years shown, which will most likely occur but
the amounts to be transferred or when any transfers will in fact occur is not known, the effect of such
transfers will be to increase Employer Contributions and UAAL.
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STAR COLA Benefits

STAR COLA Benefits. The STAR COLA benefits provide retirees with additional cost-of-living
adjustments. The Retirement Board’s STAR COLA policy originally sought to preserve at least 75% of a
retiree’s purchasing power calculated against when that retiree retired. As a result of the Ventura
Litigation described above, the Association agreed to.increase the minimum.level of purchasing power
from 75% to 80%. The Retirement Law does not require the Association to provide any STAR COLA
payments. In addition, in the opinion of County Counsel, the County has not entered into any collective
bargaining agreements or other arrangements that require the County or the Association to maintain
STAR COLA benefits. Therefore, in the view of County Counsel; the Association’s payments of STAR
COLA benefits is an unvested benefit which can be cancelled at any time and for any reason by the
Association. Nonetheless, the Association has continuously provided such benefits since 1998.

STAR COLA Reserve; Historical Payments. As of June 30, 2003, approximately $48.5 million is
on deposit in the STAR COLA reserve. Since it authorized the payment of STAR COLA benefits in
1998, the Retirement Board’s historical practice has been to maintain an amount in the STAR COLA
reserve that the Association’s actuary estimates will be necessary to cover the costs of the STAR COLA
benefits for current eligible retirees for five years. Each year, the Association’s actuary prepares an
estimate of the amounts necessary to be contributed to the STAR COLA reserve to meet this targeted
level. On June 3, 2004 The Segal Company presented a report to the Retirement Board in which it
estimated, as of June 30, 2003, that expected STAR COLA payments for the five years ending June 30,
2008 would the approximately $56.9 million. On June 17, 2004, the Retirement Board authorized a
transfer from Excess Earnings to the STAR COLA reserve in the amount of $19.6 million in order to
remain consistent with this practice. However, the Retirement Board is currently reviewing this practice
and may modify it in the future.

‘The Association has, since 1998, paid approximately $11.5 million, $9.2 million, $8.2 million,
$8.1 million, and $7.2 million, respectively, to retirees out of the STAR COLA reserve, The Association
does not track either the Employer or the departments or funds of any Employer from which
retired personnel receiving STAR COLA benefits, when in active service, were paid.

Post-Retirement Healthcare Benefits

General. The Association offers to its retirees a health benefit to offset or reimburse the cost of
medical insurance premiums. A variety of health care and dental plans with varying providers and levels
of premiums are sponsored by the Association. Once a retiree elects a particular health care or dental
plan, the amount of the premium is deducted from the retiree’s monthly retirement check. -Alternatively,
retirees may be reimbursed for health insurance premiums of non-Association sponsored plans. With
respect to those retirees who have 10 or more years of service credit before retirement, the Association
offers a monthly medical allowance that ranges from $200 to $400 depending on the years of service
credit and Medicare eligibility. With respect to those retirees who are Medicare eligible, the maximum
monthly medical allowance is reduced to $300, but the Association reimburses such retirees for their
Medicare Part B premium which for 2004 is $66.60. '

Nature of the Post-Retirement Health Care Payments. The Retirement Law does not require the
Association to provide any post-retirement health care payments. In addition, in the opinion of County
Counsel, the County has not entered into any collective bargaining agreements or other arrangements that
require the County or the Association to maintain post-retirement health care benefits (although some
members of the Association have stated that the County did promise retirees such benefits, which the
County disputes). Therefore, in the view of County Counsel, the Association’s payment of post-
retirement health care benefits is an unvested benefit which can be cancelled at any time and for any
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reason by the Association. Nonetheless, the Association has continuously provided post-retirement health
care benefits for many years.

Source of Payment. -The Retirement Law authorizes a mechanism for the payment of post-
retirement health care benefit costs pursuant to which a portion of the Employers’ contributions are
applied to the payment of these post-retirement health care benefits and the amounts of those
contributions are reimbursed. The Employers currently designate up to 25% of their respective normal
cost annual contributions to the payment of the monthly medical allowance and Medicare Part B premium
reimbursement. Upon the Employers’ contributions, the Association transfers from the Health Reserve an
amount equal to that contributed by the Employers to the Association’s valuation assets as a credit for the
Employers’ current-year contributions.

Health Reserve. The Association has transferred varying annual amounts to the Health Reserve
from Excess Earnings, as described above under “Transfers of Excess Earnings.” As of June 30, 2003,
approximately $269.1 million was on deposit in the Health Reserve. Since 1998, the Retirement Board
has followed a practice of ensuring that the amounts in the Health Reserve are equal to an estimate of
providing the cost of these non-vested, discretionary post-retirement health care benefits over the lives of
active, deferred, and retired members. On June 3, 2004 The Segal Company presented a report to the
Retirement Board in which it estimated, as of June 30, 2003, that this amount was approximately $548.4
million. On June 17, 2004, the Retirement Board determined that no amounts will be transferred from
Excess Earnings to the Health Reserve for the year ended June 30, 2004. The Retirement Board made
this determination because the amounts on deposit in the Health Reserve exceeded an amount necessary
to pay these current non-vested, discretionary post-retirement health care benefits through the fiscal year
ended June 30, 2009. '

A-29



Payments. The following table sets forth the amounts for each of the ten years ended June 30,
2004 that the Association has paid to its members from the Health Reserve: '

PAYMENTS FROM HEALTH RESERVE
Years Ended June 30, 1995 through 2004

Payments from
Fiscal Year - Health Reserve
Ending June 30, (in millions)
1995 $79
1996 7.4
1997 6.5
1998 . 6.6
1999 80
2000 9.0
2001 ] 10.8
2002 ‘ 14.3@
2003 ' ’ 20.09 -

2004 26.5M

() Estimated. o . CoL
@ A portion of the indicated amounts are allocated to the administrative expenses related to the provision of the post-
retirement health care benefits. )

The Association does not track either the Employer or the departments or funds of any Employer
from which retired personnel receiving post-retirement health care benefits, when in active service, were
. paid.

Accounting Considerations. Currently, governmental agencies that are on a pay-as-you-go basis,
such as the County, are not required to accrue for post-employment healthcare benefits in the same
manner as they accrue for pension benefits. On January 30, 2004, the Governmental Accounting
Standards Board (“GASB”) published a proposed statement (the “Proposed Statement”) covering
accounting and financial reporting by employers of post-employment benefits other than pensions. On
June 21, 2004, GASB adopted the Proposed Statement with certain modifications (as modified, the
“Statement”). The Statement requires substantially different financial accounting of any post-
employment benefits that are provided separately from a pension plan (such benefits are referred to herein
as “OPEB”), such as post-employment healthcare. For the County, the affected benefits include the post-
employment health care benefits paid by the Association. The Statement seeks to associate the costs of
the OPEB with the periods in which the employee services are rendered in exchange for the OPEB.
Currently, however, OPEB is accounted for by the County on a pay-as-you-go basis, which does not
require the accrual of costs associated with OPEB that are attributable to current and past fiscal years.

The core requirement of the Statement is that at least biennially, agencies such as the County
would be required to have an actuarial analysis done with respect to projected benefits (“Plan
Liabilities”); against this would be measured the actuarially determined value of the related assets (the
“Plan Assets”). To the extent that Plan Liabilities exceeded Plan Assets, then similar to the actuarial and
accounting practices for pension plan liabilities, the difference would be amortized over a period which
could be up to 30 years. The method of financial reporting for OPEB costs would be similar to financial
reporting for pension plan normal costs and UAAL.

, The requirements that the Statement impose on the County only affect the County’s financial
statements and would not impose any requirements regarding the funding of any OPEB plans. The
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County is required to include the disclosure required by the Statement beginning with the fiscal year
ended June 30, 2009.

Litigation Relating to the Association

Excess Earnings Litigation. Two employee organizations and several individual members of the
Association sued the County and the Association in three separate but substantially identical lawsuits. In
general, the plaintiffs allege that since the Fiscal Year ending June 30, 1996, contrary to requirements of
the Retirement Law and the California Constitution, the Association treated earnings of the System, in
excess of total interest credited to contributions and reserves during a year, to be regarded as unrestricted
assets of the System for purposes of ascertaining both the amount of the assets available to fund -
previously promised benefits and the amount of additional funds of the County needed to fund the
previously promised benefits. Plaintiffs further allege that by failing to treat these excess earnings and
surplus assets as available only for deficiencies in interest earnings in other years and losses on
investments and other contingencies, the Association breached its duties to Association members when it
recommended to the County Board of Supervisors that the County’s contributions to the System be
reduced or eliminated, by having improperly regarded those assets as being available to fund previously

- promised benefits. Plaintiffs also allege that the County or Retirement Board failed to discharge statutory
obligations to “meet and confer” with the plaintiff employee organizations prior to determining a course
of action to be taken with respect to the recommendations contained in the actuarial valuation. For each
of the Fiscal Years in issue, the County has either made reduced payments or no payments to the System
based upon the actuarial report and the Retirement Board’s recommendations, which the County believes
were made in accordance with Retirement Law.

The plaintiffs requested that the Association be mandated to limit the use of such excess earnings
to the purposes alleged by them, to cause revised actuarial valuations of assets to be done reflecting the
plaintiff’s allegations, and to require the submission of revised recommendations to the County regarding
necessary County appropriations based upon corrected actuarial valuations; and that the County be
mandated to implement these revised recommendations and pay to the System all arrears emanating from
the revised recommendation, plus accrued interest.

All of the plaintiffs entered into settlement agreements with the County and the Association
resolving this litigation. Under these settlements, the County and the Association have agreed (1) to pay

certain of the plaintiffs’ attorneys® fees, (2) to meet and confer, upon request, with specified employee
association representatives as to future decisions based upon actuarial valuations and (3) not to use excess
earnings in the undistributed reserve as an actuarial asset for purposes of determining employer
contributions in Fiscal Year 2003-04 or in any other subsequent Fiscal Year or with contributions to be
made on or after July 1, 2004, until and unless certain reserve levels and certain benefit levels are
achieved. The settlement arrangements with the plaintiffs do not impose any requirement on the County
to make additional contributions to the System either in arrears or for the future. The period in which any
plaintiff class member was required to file an appeal challenging the settlement expired on April 17,
2003, and the settlement is now- final.
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Deferred Retirement Litigation.” Three former employees of the County have brought an action
against the County and the Retirement Board alleging that the Association is, in certain cases, improperly
calculating the retirement allowances of deferred members of the Association. The plaintiffs have
brought this case as a class action law suit, meaning that they are bringing the law suit in their own right
and also on behalf of all other similarly situated deferred members of the Association. Under the
Retirement Law, when an employee of the County terminates employment, that employee, if vested in the
System, may elect to leave his accumulated contributions in the System and be granted a deferred
retirement allowance. If an employee so elects, in general, the Retirement Law requires that the deferred
retirement allowance be calculated according to the provisions of Retirement Law as they exist at the time
that a deferred retiree begins to receive his retirement allowance.

The plaintiffs in this litigation have complained that the Association has calculated deferred
retirement benefits as of the time the member commences- deferred status. The plaintiffs have not yet
specified which benefits that they believe the Association is not properly calculating. The County
Counsel cannot determine the County’s potential exposure with respect to this litigation and is unable to
determine the impact, if any, that this litigation may have on the County’s financial condition, should the
plaintiffs prevail. Any order to the Association to recalculate retirement benefits would not constitute a
direct obligation of the County but would contribute to the UAAL, which would cause an increase in
Employer contributions in order to amortize a larger UAAL. '

On March 30, 2004, the trial judge issued an order dismissing the claims of the pleiintiffs in favor
of the County and the Retirement Board. The trial judge has not yet entered a judgment in this case.

2003-04 Contribution Litigation. Two retired employees of the County who are members in the
Association have brought an action against the County and the Board of Retirement claiming that the
Board of Retirement has not required an adequate contribution to the Association with respect to Fiscal
Year 2003-04. The amount of the County’s annual contribution varies depending on the results of an
annual actuarial valuation of the assets in and obligations of the pension fund. The Association prepared
an actuarial valuation as of June 30, 2002, and the Board of Retirement authorized a contribution by the
County of approximately $260 million (the “First Valuation”). As a result of a number of factors, the
Association undertook a revised actuarial valuation as of October 3, 2002 that reflected a lower amount
necessary to contribute to the Association, which equaled approximately $184 million (the “Second
Valuation”), which the Board of Retirement has now authorized. The major factors that reduced the
amount of the County’s contribution between the First Valuation and the Second Valuation were (1) the
County’s contribution to the Association of amounts received from the County’s Taxable Pension -
Obligation Bonds and (2) the change by the Board of Retirement of the amortization period over which
the County funds the unfunded liability of the Association from five and ten years rolling (depending on
the type of unfunded liability) to a rolling 15 years (with respect to all unfunded liabilities). The essence
of the plaintiffs’ complaint is that when the Board of Retirement authorized the First Valuation, the
County became legally obligated to contribute approximately $260 million notwithstanding the results of
the Second Valuation. In addition, the plaintiffs may also contest the validity of the Second Valuation,
which may include a challenge to the number of years over which the County may amortize the
Association’s unfunded liability.

Although the plaintiffs’ complaint is unclear, it appears as though the plaintiffs are secking a
contribution by the County to the Association in the range of $80-100 million. If the plaintiffs were to
succeed, this contribution would be required to be made in Fiscal Year 2003-04, unless stayed on appeal.
Accordingly, if the plaintiffs were to succeed on the merits of this litigation any resulting obligations to
contribute additional amounts to the Association may have an adverse effect on the financial condition of
the County; but the County Counsel does not believe that any resulting obligations would affect the
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County’s ability to fulfill its obligations under the Series 2004 Bonds (as defined in the Official
Statement).

On May 18, 2004, the trial judge entered a ruling denying the claims of the plaintiffs, but
Judgment has not yet been entered. Once judgment is entered, the plaintiffs may appeal the judgment for
a period of 60 days after notice of entry of judgment.

Risk Management

The County is required to obtain and maintain public liability insurance and workers’
compensation insurance under various types of its financing lease obligations. These financing leases
generally require public liability insurance to be issued by a responsible carrier or be in the form of self-
insurance or self-funding to cover claims for damages including death, personal injury, bodily injury, or
property damage arising from operations involving the facilities covered by such leases, affording
protection with a combined single limit loss of not less than $5,000,000 per occurrence with respect to
bodily injury, death or property damage liability. In addition, these financing leases generally require the
County to obtain and maintain workers’ compensation insurance issued by a responsible carrier or in the
form of self-insurance or self-funding to cover all persons employed by the County in connection with the
facilities covered by such leases and to cover full liability for compensation under the act requiring
workers’ compensation. Any self-insurance or self-funding for these risks is subject to certain conditions,
including, but not limited to, providing evidence of self-insurance and annual certification to the trustee
with respect to such financing leases by an authorized representative of the County’s risk management
division or an independent insurance consultant of the sufficiency of coverage. Appropriation of such
funds as may be necessary for self-funding, are made by the County.

The County does not carry liability insurance for premises liability, medical malpractice, errors
and omissions, false arrest, general liability or workers’ compensation. In accordance with Government
Accounting Standards Board Statement 10, “Accounting and Financial Reporting for Risk Financing and
Relating Insurance Items,” the County established two Internal Service Funds, the Public Service
Liability Fund and the Worker’s Compensation Fund (collectively, the “ISF”) to report all of its
uninsured risk management activities. The County annually appropriates sufficient funds to pay that
year’s anticipated claims expenses. In 1996, the County adopted a ten-year phased funding program to
build a reserve within the ISF to fund the liability for outstanding claims. The County has deposited the

following amounts into the reserves in its ISF: $2 million in Fiscal Year 1996-97, $4 million in Fiscal
- Year 1997-98, $6 million in Fiscal Year 1998-99, $8 million in Fiscal Year 1999-00, $8 million in Fiscal

Year 2000-01 and $8 million in Fiscal Year 2001-02. In Fiscal Year 2002-03, $2 million was deposited
into the Workers’ Compensation Fund reserve and $2 million were deposited into the Public Service
Liability Fund. No amounts have been withdrawn from the reserves. Actuarial evaluations estimated that
at June 30, 2003, claims of $100.6 million, including $17.2 million in public liability and $83.4 million in
workers’ compensation, were probable. As of June 30, 2003, the ISF had reserves of $51.5 million. The
estimate of claims liabilities were recorded in the ISF. In Fiscal Year 2003-04, the County did not deposit
any amounts into the.reserves of the ISF, but appropriated sufficient funds to pay anticipated claims for
the year. For Fiscal Year 2004-05, the County will deposit $2 million into the Workers’ Compensatlon
Fund Reserve in addition to appropriating sufficient funds to pay anticipated claims.
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Litigation

Retirement Litigation. The County is a named defendant in various litigation actions relating to
the System. See “Litigation Relating to the Association” above. "

General. The County is a named defendant in multiple other lawsuits, some of which may be
material to the County. These lawsuits are in varying stages of development and as a consequence the
County Counsel is unable to exactly predict how the aggregate of such lawsuits will impact the. financial
condition of the County. However, the County Counsel does not believe that any amounts that the
County may be required to pay as a result of these other lawsuits, as such lawsuits mature and are
resolved, would affect the County’s ability to fulfill its obligations under the Teeter Obligation
Commercial Paper Notes. ' - '

County of San Diego Employees
The following table lists the number of County employees for the years 1994 to 2003:

TOTAL COUNTY EMPLOYEES

June 30 Total Employees'”
1994 . 17,256
1995 o 17,470
1996 17,626
1997@ 17,623
1998 17,790
1999 17,988
2000 18,215
2001 18,725
2002 : 19,882
2003 19,458

Source: County of San Diego Auditor and Controller.
) ncludes permanent and temporary employees of the County.
@ State legislation in 1997 provided that, effective July 1, 1997, financial responsibility for the Court employees was

transferred to the State.

County employees are represented by eight unions representing 24 bargaining units. The unions
represent approximately 85% of the County’s approximately 19,000 employees and include the Deputy
Sheriffs’ Association of San Diego County; Social Services Union, Local 535, SEIU, AFL-CIO; Deputy
District Attorneys Association; San Diego County Probation Officers’ ‘Association, SEIU, Local 2028,
AFL-CIO and CLC; District Attorney Investigators Association; the Service Employees International
Union, Local 2028, AFL-CIO and CLC; San Diego Deputy County Counsels Association and the Public
Defender Association of San Diego County. : T

Labor agreements are in place for most unions, through June 22, 2006 covering approximately
16,000 employees. The Deputy Sheriffs’ Association and the District Attorney Investigators Association
have agreements through June 21, 2007. The labor contracts for the Deputy District Attorneys’
Association and the Public Defenders’ Association expired on June 30, 2001. The County Board of
Supervisors imposed final offers on these two labor unions on January 10, 2002 and recently concluded
negotiations for successor contracts through June 22, 2006. The remaining employees are unrepresented.
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Short-Term Borrowing

The County executed and delivered its 2003-04 Tax and Revenue Anticipation Notes (the “2004
TRANSs”) in an aggregate principal amount of $255,000,000 on July 1, 2003. The 2004 TRANs are
scheduled to mature on June 30, 2004. The County has met its required set asides with respect to the 2004
TRANs. The County expects to execute and deliver its 2004-05 Tax and Revenue Anticipation Notes in
an aggregate principal amount of $360,000,000 on July 1, 2004. '

In addition, the County has authorized and issued its Series B Teeter Notes as taxable and tax-
exempt obligations, secured by (i) a pledge of all amounts received by the County as payments for
delinquent property taxes associated with the Teeter Plan levied in all Fiscal Years ended before June 30,
2002 and (ii) all amounts received by the County upon the sale of property to recover such property taxes,
assessments and other levies, or upon redemption of properties previously sold to recover such property
taxes, assessments or other levies. The Teeter Obligation Commercial Paper Notes may also be payable
from the General Fund of the County. The amounts pledged to the Teeter Obligation Commercial
Paper Notes will not be available to pay the 2004 TRANSs and the amounts pledged to pay the 2004
TRANSs will not be available to pay the Teeter Obligation Commercial Paper Notes. See “County
Financial Information — The Teeter Plan.”

During the 1990s, the County has utilized Treasurer’s Loans from time to time for various
purposes, including the finance of County library programs and other County programs. Should the
County find it necessary to use a Treasurer’s Loan, then such borrowing, pursuant to the California
Constitution, must be repaid from the first County revenues received thereafter before any other
obligation, including the Notes, is paid from such revenues.

General Obligation Debt, Lease Obligations and Long-Term Loans

The County has no outstanding general obligation bonds. Starting with the financing of the El
Cajon Administrative Building in 1955, the County has made use of various lease arrangements with joint
powers authorities, a nonprofit corporation, a redevelopment agency and private parties to finance capital
project needs. Under these arrangements, the financing entity usually constructs or acquires capital assets
with the proceeds of lease revenue bonds or certificates of participation and then leases the asset or assets
to the County. The annual long-term lease payments of the County for Fiscal Year 2003-04 amounted to
approximately $103 million and as of April 1, 2004 there was approximately $1.2 billion aggregate
principal amount of long-term general fund obligations outstanding. The annual long-term lease payments
for the obligations will aggregate approximately $112 million in Fiscal Year 2004-05.

On April 1, 2004, the County defeased all remaining principal outstanding of its San Diego

County Capital Asset Leasing Corporation 1993A Certificates of Participation and 1993 Vista Refunding
Bonds, using County General Fund cash.
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* A summary of general fund long-term obligations payable from the general fund is presented as
follows:

COUNTY OF SAN DIEGO o
SUMMARY OF GENERAL LONG-TERM OBLIGATIONS
PAYABLE FROM THE GENERAL FUND

As of April 1, 2004
(In Thousands)
Final Original Principal
Interest Maturity Principal = Amounts
Rates Dates Amounts Outstanding
CERTIFICATES OF PARTICIPATION (COPs)
San Diego County Capital Asset Leasing
Corporation (SANCALY): : o :
1993 Master Refunding, issued May 1993 2.50-5.625% 2012 203,400 86,725
1996 Regional Communication Systern, 4.30-5.50 2018 52,230 33,740
issued May 1996 '
1996 North & East County Courthouse, issued 4.30-5.60 2019 37,690 31,910
December 1996
1997 Master Refunding, issued June 1997 4.00-4.80 2004 28,035 3,430
1997 Central Jail Refunding, issued July 1997 4.00-5.42 2025 80,675 69,755
1998 Downtown Courthouse Refunding, issued 4.00-4.94 2023 73,115 60,475
December 1998 '
1999 East Mesa Refunding, issued September 1999 3.60-4.75 2009 . 15,010 : 9,750
2000 Information Technology, issued May 2000 4.50-5.125 - 2010 51,620 38,775
2002 Motorola, issued March 2002 2.00-5.00 2010 26,060 20,770
Total SANCAL $ 567.835 $ 355330
San Diego Regional Building Authority (SDRBA):
2001 MTS Tower Refunding, issued September 2.15-5.25 2019 36.960 33,960
2001 v
Total SANCAL and SDRBA _ $ 604,795 $ 389,290
Third-Party Financing Leases:
Others, various beginning dates from 4.24-8.00 2000-07 11.336 6.089
March 1991 to the present S
Total Third Party Financing Leases $ 11,336 $ 6089
Pension Bonds:
San Diego County Pension Obligation Bonds, . :
Series A, issued February 1994 6.38-6.60 2008 $ 430,430 $ 77425
San Diego County Pension Obligation Bonds, - : : '
issued October 2002 , . ,
Series A ’ 3.88-4.95 2015 132,215 132,215
- Series B Variable Rate 2032 505,125 505,125
Series C (PINES) 6.13 2032 100.000 100,000
Total Pension Bonds $1,167,770 $ 814,765
Total General Long Term Obligations $1,783,901 $1,210,144
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Anticipated Financings =

The County expects to issue certificates of participation in Fiscal Year 2004-05 through the
San Diego County Capital Asset Leasing Corporation in the approximate aggregate principal amount of
$65 million to finance the reconstruction of Edgemoor Hospital, a skilled-nursing facility located in
Santee, California.

The County also expects to issue approximately $25 million of certificates of participation to
finance the development and installation of a new Property Tax System.

The County sold its 2004-05 Tax and Revenue Anticipation Notes in an aggregate principal
amount of $360,000,000 on June 23, 2004 and expects to deliver such Notes on July 1, 2004.

The County may approve additional financings from time to time.
Direct and Overlapping Debt

The County contains numerous municipalities, school districts and special purpose districts such
as water districts, many of which have issued debt obligations. Set forth below is a direct and overlapping
debt report (the “Debt Report”) prepared by California Municipal Statistics Inc. as of April 1, 2004. The
Debt Report is included for general information purposes only. The County has not reviewed the Debt
Report for completeness or accuracy and makes no representations in connection therewith.

The Debt Report generally includes long term obligations sold in the public credit markets by
public agencies whose boundaries overlap the boundaries of the County in whole or in part. Such long
term obligations generally are not payable from revenues of the County (except as indicated) nor are they
necessarily obligations secured by land within the County. In many cases long term obligations issued by
a public agency are payable only from the general fund or other revenues of such public agency.
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COUNTY OF SAN DIEGO

ESTIMATED DIRECT AND OVERLAPPING BONDED DEBT

(as of April 1, 2004)

2003-04 Assessed Valuation:
Redevelopment Incremental Valuation:
Adjusted Assessed Valuation:

18.390.021.187
$236,609,629,408

OVERLAPPING TAX AND ASSESSMENT DEBT:

Metropolitan Water District of Southern California

San Diego Community College District

Other Community College Districts

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

San Diego Unified School District

Vista Unified School District

Other Unified School Districts

Sweetwater Union High School District

Other Union High School Districts

Chula Vista City School District

Other School Districts

Otay Municipal Water District improvement Districts

Cities

San Diego Open Space Park Facilities District

Special Districts.

Community Facilities Districts

1915 Act Bonds (Estimated)
TOTAL GROSS OVERLAPPING TAX AND ASSESSMENT DEBT

 Less: San Diego Open Space Park Facilities District (100% self-supporting)
TOTAL NET OVERLAPPING TAX AND ASSESSMENT DEBT

DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT:
San Diego County General Fund Obligations

San Diego County Pension Obligations

San Diego County Superintendent of School Obligations

Community College District Certificates of Participation .

Unified School District Certificates of Participation

High School District Certificates of Participation

School District Certificates of Participation

Municipal Water District Certificates of Participation

City of Chula Vista General Fund and Pension Obligations

City of Escondido General Fund Obligations

City of San Diego General Fund Obligations

Other City General Fund Obligations

San Miguel Consolidated Fire Protection District Certificates of Participation
Fallbrook Sanitary District Certificates of Participation

TOTAL GROSS DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT
Less: Otay Municipal Water District Certificates of Participation (100% self-supporting)

$254,999,650,595 (includes unitary utility valuation)

100.
100.
100.
100.
100.
100.
100.
100.

100.
100.
100.
100.

. 100.

100.
100.
100.
100.
100.
100.
100.
100.
100.

Grossmont Union High School District Certificates of Participation (100% self-supporting from

tax increment revenues)
City of Oceanside Certificates of Participation

TOTAL NET DIRECT AND OVERLAPPING GENERAL FUND OBLIGATION DEBT

GROSS COMBINED TOTAL DEBT
NET COMBINED TOTAL DEBT

(1) Excludes issues to be sold.

% Applicable
18.213%

%

Debt 6/1/04
$ 81,498,622
93,685,000

93,455,000

75,000,000
1,114,978,826
112,359,882
114,584,892
85,225,000
66,550,117
75,510,000
257,786,708
10,710,000
'22,970,000
31,385,000
1,190,000
1,052,753,754
200,632,520
$3,490,275,321
__31.385.000
$3,458,890,321

$ 435,144,990
814,765,000
2,077,500
28,320,000
82,860,454
47,271,500
149,180,000
27,725,000
105,675,445
84,555,010
533,840,000
261,020,385
10,005,000

___ 9,520,000
$2,591,960,284
25,380,000

7,389,000
1,895.000
$2,557,296,284

$6,082,236,605
$6,016,186,605

)

@

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

obligations.

Ratios to 2003-04 Assessed Valuation:

Total Gross Overlapping Tax and Assessment Debt 1.37%

Total Net Overlapping Tax and Assessment Debt 1.36%
Ratios to Adjusted Assessed Valuation:

Combined Direct Debt ($1,249,909,990) 0.53%

Gross Combined Total Debt 2.57%

Net Combined Total Debt 2.54%

TATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/03: $1,619,839

STATE SCHOOL BUILDING AID REPAYABLE AS OF 6/30/02
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SUPPLEMENTAL FINANCIAL INFORMATION

The following information concerning the State of California’s budgets has been obtained from
publicly available information which the County believes to be reliable; however, the County takes no
responsibility as to the accuracy or completeness thereof and has not independently verified such
information. Information about the State Budget is regularly available at various State-maintained
websites. Text of the budget may be found at the Department of Finance website, www.dof.ca.gov, under
the heading “California Budget.” An impartial analysis of the budget is posted by the Office of the
Legislative Analyst at www.lao.ca.gov. In addition, various State of California official statements, many
of which contain a summary of the current and past State budgets, may be found at the website of the
State Treasurer, www.treasurer.ca.gov. The information referred to is prepared by the respective State
agency maintaining each website and not by the County or the Underwriter, and the County and the
Underwriter can take no responsibility for the continued accuracy of the internet addresses or for the
accuracy or timeliness of information posted there, and such information is not incorporated herein by
these references.

State Budget for Fiscal Year 2003-04

On August 2, 2003, Governor Davis signed the 2003-04 Budget Act (the “2003-04 Budget Act”)
into law. The 2003-04 Budget Act projected that State General Fund (the “State General Fund”) revenues
would increase from $70.9 billion for Fiscal Year 2002-03, excluding the proceeds of any fiscal recovery
bonds, to $72.8 billion in Fiscal Year 2003-04, an increase of 2.8 percent. State General Fund
expenditures were projected to decrease from $78.1 billion in Fiscal Year 2002-03 to $70.8 billion in
Fiscal Year 2003-04, or 10 percent. A significant portion of this 10 percent decrease was attributable to
the VLF increase which eliminated the need for the State to backfill local governments, new federal
funds, borrowings to cover the State’s 2003-04 pension obligations, and the Medi-Cal accounting shift
from an accrual to a cash basis.

The 2003-04 Budget Act contained various reductions in local revenues provided by the State,
including a reduction in VLF revenues of approximately $825 million during the period between the
elimination of the State’s VLF backfill and the increase in the VLF rate on October 1, 2003. The 2003-04
Budget Act assumed that the VLF rate would increase from the rate of 0.65 percent to 2.0 percent

beginning October 1, 2003. During the approximately 90 day period between the date when the State
backfill ended on July 1, 2003, and the date when the VLF rate increased, local governments would only

receive revenues based on the 0.65 percent VLF rate. The 2003-04 Budget Act and related legislation
required the State to repay the $825 million VLF “gap” loss to local governments no later than August 15,
2006. Since the passage of the 2003-04 Budget Act, the State has estimated that the VLF “gap” for Fiscal
Year 2003-04 will be approximately $1.3 billion.

The 2003-04 Budget Act identified a budget shortfall of $38.2 billion between expenditures and
revenues and attempted to close this shortfall through a combination of program savings, borrowing, new
revenues, funding shifts, and deferrals. Program savings were primarily achieved in the 2003-04 Budget
Act through significant reductions in spending for certain programs. Some reductions in program
spending were to be offset by higher fees. The year-end reserve was projected to be approximately $2
billion and reflected the issuance of $10.7 billion in fiscal recovery bonds to eliminate the Fiscal Year
2002-03 deficit and the issuance of a second series of tobacco securitization bonds. Governor
Schwarzenegger subsequently proposed, and the State Legislature approved, placing a bond measure on
the March 2, 2004 ballot which authorized the issuance of up to $15 billion of economic recovery bonds
to replace the fiscal recovery bonds. See “Proposed Governor’s Budget for Fiscal Year 2004-05” below.
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Certain of the features of 2003-04 Budget Act affecting counties included the following:

1. The Senate budget package required redevelopment agencies to shift $250. million of
redevelopment agency funds to the Educational Revenue Augmentation Fund (the “ERAF”) in Fiscal
Year 2003-04. The Assembly version of the budget also required such a one-time shift to the ERAF but
set the amount at $135 million. ' '

: 2. The 2003-04 Budget Act repealed six mandates and suspended local government
requirements to implement 37 other mandates in Fiscal Year 2003-04. The 2003-04 Budget Act deferred
(to an unspecified date) State funding to reimburse local agencies for: (1) implementing 40 active
mandates in Fiscal Year 2003-04 (about $200 million) and (2) unpaid prior-year mandate claims (about
$700 million).

3. The 2003-04 Budget Act reduced funding for the Citizens’ Option for Public Safety and
Juvenile Crime Prevention Grants program by $32.6 million (leaving $200 million to be divided equally
between the two programs).

4. The Senate budget package eliminated the $38 million continuous appropriation for local
government booking fees and county authority to charge local agencies fees for booking people into
county jail. The Assembly budget package, in contrast, maintained the continuous appropriation and
county fee authority. '

Proposed Governor’s Budget for Fiscal Year 2004-05

On January 9, 2004, Governor Schwarzenegger (the “Governor”) released his proposed budget
for Fiscal Year 2004-05 (the “2004-05 Proposed Governor’s Budget”). The 2004-05 Proposed Governor’s
Budget projects the State General Fund revenues for Fiscal Year 2004-05 to be $76.4 billion, an increase
over the current fiscal year of 2.4 percent, and State General Fund expenditures to be $76.1 billion, a
decrease over the current fiscal year of 2.4 percent. :

The revenue increases forecasted by the 2004-05 Proposed Governor’s Budget include significant
gains in the personal income tax, sales tax and corporation tax. Personal income tax revenues are
forecasted to be $35.1 billion in Fiscal Year 2003-04 and $38 billion in Fiscal Year 2004-05. This
forecast assumes that moderate growth will resume in Fiscal Year 2003-04. Sales and use tax revenue is
forecasted at $23.7 billion in Fiscal Year 2003-04 and $25 billion in Fiscal Year 2004-05. This forecast
assumes a 2.3 percent increase in taxable sales for Fiscal Year 2003-04 and that taxable sales increase at a
faster rate in Fiscal Year 2004-05 and Fiscal Year 2005-06 due to the improving economy, increasing by
5.8 percent and 5.4 percent, respectively. Corporate tax revenues are expected to total approximately $7.5
billion in Fiscal Year 2003-04 and approximately $7.6 billion in 2004-05. The 2004-05 Proposed
Governor’s Budget also forecasts $500 million in additional revenue from a 25 percent share of tribal
gaming operations annual income. ' :

Certain of the features of the 2004-05 Proposed Governor’s Budget affecting counties include the
following: ‘ ‘ '

_ 1. The 2004-05 Proposed Governor’s Budget includes provisions for full reimbursement to
local governments, including counties, for the VLF offset program in Fiscal Year 2004-05, resulting in
payments estimated at $4.1 billion in such fiscal year.
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2. - The 2004-05 Proposed Governor’s Budget includes a $1.3 billion shift of local property
taxes that would have been payable to certain local governments, including counties, to the ERAF,
resulting in a decrease in payments of such taxes to such local governments of approximately 10 percent.

3. The 2004-05 Proposed Governor’s Budget includes a provision to reduce and, by October
2004, eliminate federal Temporary Assistance to Needy Families (“TANF”) funds used to support
counties’ juvenile probation services, including prevention, intervention, supervision, treatment, and
incarceration programs for at-risk youth and juvenile offenders.

4. The 2004-05 Proposed Governor’s Budget includes a provision to eliminate State
reimbursement of jail booking fees that would have been payable to counties.

5. The 2004-05 Proposed Governor’s Budget proposes major reform in the health and
human services area, including, with respect to the Medi-Cal program, realigning eligibility standards,
requiring co-payments, implementing a tiered benefit structure and conforming basic optional benefits to
those offered under private plans, and with respect to the CalWORKs program, increasing work
incentives and reducing services and assistance payments thereunder. The 2004-05 Proposed Governor’s
Budget proposes budgeting $31.2 billion for the Medi-Cal program in Fiscal Year 2004-05. The State
General Fund increase of 16.2 percent reflects the costs of using one-time savings in Fiscal Year 2003-04
- because of a change in the Medi-Cal program from accrual accounting to cash accounting and Federal
Medical Assistance Program amounts received in Fiscal Year 2003-04.

6. The 2004-05 Proposed Governor’s Budget assumes implementation of the 2003-04 Mid-
Year Spending Reduction Proposals to achieve State General Fund savings of $206.9 million in Fiscal
Year 2003-04 and $479.4 million in Fiscal Year 2004-05.

7. The 2004-05 Proposed Governor’s Budget identifies an existing deficit of more than $22
billion, which includes an accumulated deficit through Fiscal Year 2002-03 of $9.3 billion and a pre-
existing operating deficit in Fiscal Year 2003-04 of $3.0 billion. The 2004-05 Proposed Governor’s
Budget assumed the issuance of up to $15 billion in Economic Recovery Bonds (the “Economic Recovery
Bonds”), approved by voters on March 2, 2004, to finance the State General Fund reserve and other State
obligations incurred prior to June 30, 2004. In connection therewith, the 2004-05 Proposed Governor’s
Budget also includes a provision for the creation of a deficit recovery fund to finance what would
otherwise be the State General Fund’s costs of the existing debt. The amount of Economic Recovery
Bond proceeds received but not used to finance the accumulated budget deficit through Fiscal Year 2002-
03 will be transferred into this new fund. The new fund is to be used in Fiscal Year 2004-05 to finance
outstanding State obligations due in Fiscal Year 2003-04 and Fiscal Year 2004-05. The Economic
Recovery Bonds are general obligations of the State and secured by a pledge of revenues from an increase
in the State’s share of the sales and use tax of jne-quarter cent starting July 1, 2004. Such taxes would
revert to their current levels when the Economic Recover Bonds are repaid. The portion of sales and use
tax that otherwise would have been allocated to local governments, including the County, would be
decreased by a commensurate amount. Commencing in Fiscal Year 2004-05, local government’s share of

“local property tax revenues would be restored by an amount equal to the one-quarter cent reduction in the
local sales and use tax.

May Revision to 2004-05 Proposed State Budget

On May 13, 2004, the Governor released the May Revision to the 2004-05 Proposed Governor’s
Budget (the “May Revision”). The May Revision assumes an approximate $3.6 billion increase in
revenues from tax shelter amnesty proceeds ($1.3 billion), accounting changes resulting in accrual of
additional revenues ($1 billion) and increases in revenue forecasts for fiscal years 2003-04 and 2004-05
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($1.3 billion). The net effect is an increase in the reserve at.the end of fiscal year 2004-05, from the $635
million projected in the 2004-05 Proposed Governor’s Budget to the $998 million projected in the May
Revision. However, pressures on the General Fund have also increased primarily due to caseload
increases, an increase in the Proposition 98 guarantee, and court cases, resulting in a continuing structural
budget problem that will require additional ongoing budget solutions. - ' '

The May Revision projects the State General Fund revenues for Fiscal Year 2004-05 to be
approximately $76.7 billion, an increase over the current fiscal year of 2.8 percent, and State General
Fund expenditures to be approximately $77.6 billion, a decrease over the current fiscal year of 0.1
percent. :

Personal income tax revenue forecasts have increased by $949 million in Fiscal Year 2003-04
from the $35.1 billion forecast in the 2004-05 Proposed Budget and increased by $559 million in Fiscal
Year 2004-05 from the $38 billion forecast in the 2004-05 Proposed Budget. This forecast is due, in part,
to the stock market recovery that began in mid-2003. Sales and use tax revenue forecasts are reduced by
$105 million in Fiscal Year 2003-04 from the $23.7 billion forecast in the 2004-05 Proposed Budget and
by $417 million in Fiscal Year 2004-05 from the $25 billion forecasted in the 2004-05 Proposed Budget.
The $417 million reduction forecasted is due, in part, to an increased transfer to the Public Transportation
Account and a reduced expectation of taxable sales growth in Fiscal Years 2004-05 and 2005-06 than
assumed in the 2004-05 Proposed Budget. Corporate tax revenues are expected to decrease by $173
million in Fiscal Year 2003-04 from the $7.5 billion forecasted in the 2004-05 Proposed Budget and
increase by $358 million in Fiscal Year 2004-05 from the $7.6 billion forecasted in the 2004-05 Proposed
Budget.

The 2004-05 Proposed Budget identified an operating deficit of $14 billion and a projected year-
end deficit of over $26 billion. On March 2, 2004, California voters approved Proposition 57, a bond act
authorizing issuance of up to $15 billion of Economic Recovery Bonds to fund the accumulated State
budget deficit. To repay these bonds, a new one-quarter cent sales tax will become effective July 1, 2004.
This sales tax will automatically cease as soon as the bonds are repaid. The total base statewide sales tax
will remain at 7.25 percent because the local portion of the sales tax will decrease on July 1, 2004.
Revenues from the one-quarter cent sales tax are estimated at $1.136 billion in Fiscal Year 2004-05, and
approximately $1.3 billion annually thereafter. To eliminate the deficit and create a small reserve, the
2004-05 Proposed Budget proposed $12.3 billion in proceeds from Economic Recovery Bonds and $14.6
billion in various other solutions.

The May Revision relies on an agreement with representatives from local government (the “Local
Government Agreement”). The Local Government Agreement replaces the proposal in the 2004-05
Proposed Budget to permanently shift $1.3 billon in local property taxes from counties cities, special
districts and redevelopment agencies to the Education Revenue Augmentation Fund (“ERAF”). The
proposed $1.3 billion shift will be replaced by a Vehicle License Fee (“VLF”)/property tax swap.
Specifically, the Local Government Agreement reduces the VLF rate from 2% to 0.65%. This reduction
in VLF to cities and counties will be replaced by an increase in the amount of property tax received by the
cities and counties. However, in Fiscal Years 2004-05 and 2005-06, the State will not provide the: full
amount of property taxes to the cities and counties. Under the Local Government Agreement, the State
will retain $700 million, comprised of $350 million from counties and $350 million from cities in Fiscal
Years 2004-05 and 2005-06. Further, in Fiscal Years 2004-05 and 2005-06, the Local Government
Agreement provides that special districts will contribute $350 million in property taxes and
redevelopment agencies will contribute $250 million in property tax revenues. In addition, the Local
Government Agreement includes a future constitutional amendment to protect local governments’
property, sales, and vehicle license fee revenues in future years. '
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Certain of the features of the May Revision include the following:

- 1. The estimated General Fund contribution to the Proposition 98 guarantee for Fiscal Year
2004-05 is approximately $4.3 billion higher than the $29.7 billion estimated in the 2004-05 Proposed
Budget.

2. Annual fixed increases in base State General Fund support of the University of California
and the California State University systems in the amount of 3% in Fiscal Years 2005-06 and 2006-07,
increasing to 4% in Fiscal Years 2007-08, and then to 5% in Fiscal Years 2008-09 through 2010-11.

3. Total Medi-Cal expenditures of $28.7 billion, a decrease of $491 million from the 2004-
05 Proposed Budget. General Fund expenditures for Medi-Cal have increased by $181.9 million, or 2
percent. The estimate of the number of persons eligible for Medi-Cal in Fiscal Year 2003-04 is expected
to decrease by 59,000 to 6,561,000, representing a decrease of 0.9% below the level projected in the
2004-05 Proposed Budget. The net General Fund increase includes the following adjustments: $282.2
million increase due to erosions of the Mid-Year Spending Reduction Proposals as a result of caseload
adjustments, legislative delays in enacting certain proposals, legal challenges, and the Administration’s
rescission of certain proposals; $20.3 million decrease in fiscal intermediary expenditures; and $19.9
million decrease in county administration expenditures.

4. An increase of $1.7 million to provide increased oversight and policy direction to
departments under supervision of the Youth and Adult Correctional Agency. Funding for this proposal is
provided through corresponding reductions to the California Department of Corrections ($1.5 million)
and the California Department of the Youth Authority ($200,000).

The Final Budget for Fiscal Year 2004-05 (the “Final Budget”) must be implemented by the adoption of
appropriations bills. It cannot be predicted how these future actions may affect the spending plan
represented by the Final Budget bill adopted by the Legislature and signed by the Governor. Further, it
cannot be predicted what actions will be taken in the future by the State Legislature and the Governor to
deal with changing State revenues and expenditures, what the Final Budget will include or the affect of
national and state economic conditions on future State budgets.

LAO Report

On May 17, 2004, the State’s Legislative Analyst’s Office (the “LAO™) released its analysis
report of the 2004-05 May Revision (the “LAO Report”), which is available on the LAO website at
www.lao.ca.gov. Information on this website is not incorporated herein by reference.

According to the LAO Report, the State’s short-term fiscal outlook has improved significantly
since the 2004-05 Proposed Governor’s Budget but the State’s long-term fiscal outlook has worsened and
the State continues to have a structural budget problem. The LAO Report attributes this negative outlook
to the May Revision’s reliance on less ongoing savings than the 2004-05 Proposed Governor’s Budget
and the May Revision’s addition of future spending commitments of the State. The LAO Report suggests
that the State look for additional ongoing budget solutions, as well as avoid actions which either add to
the State’s future spending commitments or reduce its flexibility to deal with its projected future budget
shortfalls. .
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Future State Budgets

No prediction can be made by the County as to whether the State will continue to encounter
budgetary problems in this or in any future Fiscal Years, and if it were to do so, it is not clear what
measures would be taken by the State to balance its budget, as required by law. In addition, the County
cannot predict the final outcome of future State budget negotiations, the impact that such budgets will
have on its finances and operations or what actions will be taken in the future by the State Legislature and
Governor to deal with changing State revenues and expenditures. Current and future State budgets will be
affected by national and State economic conditions and other factors, including the current economic
downturn, over which the County has no control.

SAN DIEGO COUNTY INVESTMENT POOL

General

~ Pursuant to a resolution adopted July 8, 1958, the Board of Supervisors delegated to the Treasurer
the authority to invest and reinvest funds of the County. Applicable law limits this delegation of authority
to a one-year period and must be renewed annually by action of the Board of Supervisors. In addition to
funds of the County (and the various departments in the County, such as Public Works and Public
Administration), funds of certain local agencies within the County, including school districts in the
County, are required under state law to be deposited into County treasury (“Involuntary Depositors™). In
addition, certain agencies, including community college districts, invest certain of their funds in the
County treasury on a voluntary basis (“Voluntary Depositors™ and together with the Involuntary
Depositors, the “Depositors”). Deposits made by the County and the various local agencies are
commingled in a pooled investment fund (the “Treasury Pool” or the “Pool”). No particular deposits are
segregated for separate investment.

Under State law, Depositors in the Pool are permitted to withdraw funds which they have
deposited on 30 days notice. The County does not expect that the Pool will encounter liquidity shortfalls
based on its current portfolio and investment guidelines or realize any losses that may be required to be
allocated among all Depositors in the Pool. ‘

The County has established an Oversight Committee as required by State law. The members of
the Oversight Committee include the Treasurer, the Chief Financial Officer, members of the public, and a
representative from a special district and a school district. The role of the Oversight Committee is to
review and monitor the Investment Policy that is prepared by the Treasurer. ’

The Treasury Pool’s Portfolio

As of March 31, 2004, the securities in the Treasury Pool had a market value of $4,178,036,420
and a book value of $4,178,143,650, for a net unrealized loss of $107,229 of the book value of the
Treasury Pool. As of March 31, 2004, the weighted average maturity of the Pool portfolio was
approximately 333 days. As of March 31, 2004, 11.35% of the Pool was invested in securities with
maturities ranging from 1-30 days, 26.48% of the Pool was invested in securities with maturities ranging
from 31-90 days, 16.28% of the Pool was invested in securities with maturities ranging from 91-180 days,
11.66% of the Pool was invested in securities with maturities ranging from 181-365 days, 11.0% of the
Pool was invested in securities with maturities ranging from 366 days to 2 years, and 23.23% of the Pool
was invested in securities with maturities between 2 and 5 years.

The effective duration for the Treasury Pool was 0.51 years as of March 31, 2004. “Duration” is
a measure of the price volatility of the portfolio and reflects an estimate of the projected increase or
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decrease in the value of the portfolio based upon a decrease or increase in interest rates. A duration of
0.51 means that for every one percent increase in interest rates the market value of the portfoho would
decrease by 0.51%

As of March 3;1, 2004, approximately 3.05% of the total funds in the Pool were deposited by
Voluntary Depositors, such as cities and fire districts, 6.45% by community colleges, 32.90% by the
County, and 49.36% by K-12 school districts.

-Standard & Poor’s, a Division of the McGraw Hills Companies, Inc. maintains ratings on the
Pool’s ability to meet its financial commitments of “AAAf” (long-term) and “S1” (short-term volatility).
The rating reflects only the view of the rating agency and any explanation of the significance of such
rating may be obtained from such rating agency as follows: Standard & Poor’s, 55 Water Street, New
York, New York 10041.

Investments of the Treasury Pool

Authorized Investments. Investments of the Pool are placed in those securities authorized by
various sections of the California Government Code, which include obligations of the United States
Treasury, Agencies of the United States Government, local and State bond issues, bankers acceptances,
commercial paper of prime quality, certificates of deposit (both collateralized and negotiable), repurchase
and reverse repurchase agreements, medium term corporate notes, shares of beneficial interest in
diversified management companies (mutual funds), and asset backed (including mortgage related) and
pass-through securities. Generally, investments in repurchase agreements cannot exceed a term of one
year and the security underlying the agreement shall be valued at 102% or greater of the funds borrowed
against the security and the value of the repurchase agreement shall be adjusted no less than quarterly. In
addition, reverse repurchase agreement generally may not exceed 20% of the base value of the portfolio
and the term of the agreement may not exceed 92 days. Securities lending transactions are considered
reverse repurchase agreements for purposes of this limitation. Base Value is defined as the total cash
balance excluding any amounts borrowed (i.e., amounts obtained through selling securities by way of
reverse repurchase agreements or other similar borrowing methods).

Legislation which would modify the currently authorized investments and place restrictions on
the ability of municipalities to invest in various securities is considered from time to time by the
California State Legislature. Therefore, there can be no assurances that the current investments in the
Treasury Pool will not vary significantly from the investments described herein.

The Investment Policy. The County’s Investment Policy (the “Investment Policy”) (which may
be modified, amended, or otherwise changed at any time at the sole discretion of the Treasurer) currently
states the primary goals of the Treasurer when investing public funds to be as follows: the primary
objective is to safeguard the principal of the funds under the Treasurer’s control, the secondary objective
is to meet the liquidity needs of the Pool Participants, and the third objective is to achieve a return on the
funds under the control of the Treasurer within the parameters of prudent risk management. The
Investment Policy contains a goal that 50% of the Pool should be invested in securities maturing from one
year to five years. With respect to reverse repurchase agreements, the Investment Policy provides for a
maximum maturity of 92 days (unless the reverse repurchase agreement includes a written guarantee of a
minimum earning or spread for the entire period of such agreement) and a limitation on the total amount
of reverse repurchase agreements to 20% of the total investments in the Pool. The Investment Policy
states that the purpose of reverse repurchase agreements is to supplement the yield on securities owned by
the Pool or to provide funds for the immediate payment of an obligation and that the maturity of the
reverse repurchase agreement and the maturity of the security purchased be the same.
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The Investment Policy also authorizes investments in covered call options or put options, which
are options on the part of a third party to buy from the Pool a specified security within a finite time at a
specified price. Under the Investment Policy, securities subject to covered calls are not to be used for
reverse repurchase agreements, cash sufficient to pay for outstanding puts are to be invested in securities
maturing on or before the expiration date of the option, the maximum maturity of a covered call
option/put option is to be 90 days and not more than 10% of the total investments in the Pool could have
options (in contrast to “derivatives”) written against them at any one time. -

The County from time to time has engaged in securities lending transactions. Generally, these
transactions involve the transfer by the governmental entity, through an agent, of securities to certain
broker-dealers and financial institutions or other entities in exchange for collateral, and this collateral may
be cash or securities. Most commonly, these transactions provide for the return of the collateral to the
securities borrower upon receipt of the same securities at a later date. Presently, the County has suspended
its securities lending transactions program, but may decide to enter into a securities lending agreement
with another custodian in the future. Any such securities lending transactions are considered reverse
repurchase agreements under the Investment Policy and, accordingly, the total principal amount of
reverse repurchase agreements and securities lending agreements may not exceed 20% of the Pool. Since
the inception of the County’s securities lending program in 1987, there has not been any loss of principal
to the Pool resulting from these securities lending transactions or the investment of the related collateral.

Certain Information Relating to Pool

The following table reflects information with respect to the Pool as of the close of business March
31, 2004. As described above, a wide range of investments is authorized by state law. Therefore, there can
be no assurances that the investments in the Pool will not vary significantly from the investments
described below. In addition, the value of the various investments in the Pool will fluctuate on a daily
basis as a result of a multitude of factors, including generally prevailing interest rates and other economic
conditions. Therefore, there can be no assurance that the values of the various investments in the Pool will
not vary significantly from the values described below. In addition, the values specified in-the following
tables were based upon estimates of market values provided to the County by a third party. Accordingly,
there can be no assurance that if these securities had been sold on March 31, 2004, the Pool necessarily
would have received the values specified. The County has no Pool investments in any corporation that
has filed for bankruptcy. '
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CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES,
REVENUES AND APPROPRIATIONS

Article XTITIA

On June 6, 1978, California voters approved an amendment (commonly known as both
Proposition 13 and the Jarvis-Gann Initiative) to the California Constitution. This amendment, which
added Article XIIIA to the California Constitution, among other things affects the valuation of real
property for the purpose of taxation in that it defines the full cash property value to mean “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 newly constructed, or when a change in ownership has
occurred after the 1975 assessment.” The full cash value may be adjusted annually to reflect inflation at a
rate not to exceed 2% per year, or a reduction in the consumer price index or comparable local data at a
rate not to exceed 2% per year, or reduced in the event of declining property value caused by damage,
destruction or other factors including a general economic downturn. The amendment further limits the
amount of any ad valorem tax on real property to one percent of the full cash value except that additional
taxes may be levied to pay debt service on indebtedness approved by the voters prior to July 1, 1978, and
bonded indebtedness for the acquisition or improvement of real property approved on or after July 1,
1978 by two-thirds of the votes cast by the voters voting on the proposition.

Legislation enacted by the California Legislature to implement Article XIIIA provides that all
taxable property is shown at full assessed value as described above. In conformity with this procedure, all
taxable property value included in this Official Statement (except as noted) is shown at 100% of assessed
value and all general tax rates reflect the $1 per $100 of taxable value. Tax rates for voter approved
bonded indebtedness and pension liability are also applied to 100% of assessed value. :

Future assessed valuation growth allowed under Article XIIIA (new construction, change of
ownership, 2% annual value growth) will be allocated on the basis of “situs” among the jurisdictions that
serve the tax rate area within which the growth occurs. Local agencies and school districts will share the
growth of “base” revenue from the tax rate area. Each year’s growth allocation becomes part of each
agency’s allocation the following year. The Participants are unable to predict the nature or magnitude of
future revenue sources which may be provided by the State of California (the “State”) to replace any lost
property tax revenues. Article XIIIA effectively prohibits the levying of any other ad valorem property
tax above the 1% limit except for taxes to support indebtedness approved by the voters as described
above.

Article XIITA Litigation

In June 1978, Article XIIIA of the California Constitution was amended by Proposition 13 to,
among other things, limit a County assessor’s ability to annually adjust for inflation to 2% per year. See
“Constitutional and Statutory Limitations on Taxes and Appropriations-Article XIIIA” herein. On
December 27, 2001, an Orange County Superior Court ruled in County of Orange v. Orange County
Assessment Appeals Board No. 3 (the “Orange County Litigation™) that the Orange County Assessor
raised a homeowner’s assessment in violation of Article XIII A by increasing the assessment on the
homeowner’s property by more than 2% per year, when the price appreciation in prior years was less than
2% per year. Orange County raised assessments by more than 2% in a single year if the value of a
property remained flat after a taxpayer purchased the property, and then increased by more than 2% ina
subsequent year. On December 12, 2002, the Orange County Superior Court certified the lawsuit as a
class action. On January 30, 2003, the Superior Court held a hearing and ruled that the Orange County
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Tax Collector must notify the affected taxpayers of their right to file tax refund claims. Implementation
of the motion is pending further review by the appellate courts on the entire case. On April 18, 2003, the
Superior Court entered a Final Judgment which held that the current statewide practice of restoring
property assessment, after a prior assessment reduction due to an economic downturn, based on the
market value was invalid. On June 12, 2003, an appeal was filed with the Court of Appeal, Fourth
District, Division Three. On March 26, 2004, the Court of Appeal reversed the Superior Court and
directed it to enter a judgment in favor of Orange County. On May 5, 2004, the Respondent filed a
petition to the California Supreme Court for a review of the decision published by the Court of Appeal on
March 26, 2004. The California Supreme Court is expected to issue its decision to accept or deny this
petition for review within 60 to 90 days.

A class action complaint seeking only declaratory relief and comparable to the one involved in
the Orange County Litigation was filed against the County for the 2000-01 property tax levy. The
Superior Court ruled in favor of the County in this class action on September 25, 2002 and the appeal
period has now expired without any appeal by the plaintiffs. However, as described above, if the Orange
County Superior Court’s ruling in the Orange County Litigation is upheld on appeal, additional lawsuits
would most likely be filed against the County. The County cannot predict the outcome of the Orange
County Litigation. If the Orange County Superior Court’s reasoning is upheld on appeal, the loss of tax
revenue to communities could be significant. The County cannot predict the effect, if any, that the
outcome of the Orange County Litigation would have on property tax revenues to be received by the
County, although the effect could be adverse.

Article XITIB

On November 6, 1979, California voters approved Proposition 4, the so-called Gann Initiative,
which added Article XIIIB to the California Constitution. In June 1990, Article XIIIB was amended by
the voters through their approval of Proposition 111. Article XIIIB of the California Constitution limits
the annual appropriations of the State and any city, county, school district, authority or other political
subdivision of the State to the level of appropriations for the prior Fiscal Year, as adjusted annually for
changes in the cost of living, population and services rendered by the governmental entity. The “base
year” for establishing such appropriation limit is the 1978-79 Fiscal Year. Increases in appropriations bya
governmental entity are also permitted (i) if financial responsibility for providing services is transferred to
the governmental entity, or (ii) for emergencies so long as the appropriations limits for the three years
following the emergency are reduced to prevent any aggregate increase above the Constitutional limit.
Decreases are required where responsibility for providing services is transferred from the government
entity.

Appropriations subject to Article XIIIB include generally any authorization to expend during the
Fiscal Year the proceeds of taxes levied by the State or other entity of local government, exclusive of
certain State subventions, refunds of taxes, and benefit payments from retirement, unemployment
insurance and disability insurance funds. Appropriations subject to limitation pursuant to Article XIIIB do
not include debt service on indebtedness existing or legally authorized as of January 1, 1979, on bonded
indebtedness thereafter approved according to law by a vote of the electors of the issuing entity voting in
an election for such purpose, appropriations required to comply with mandates of courts or the Federal
government, appropriations for qualified out lay projects, and appropriations by the State of revenues
derived from any increase in gasoline taxes and motor vehicle weight fees above January 1, 1990 levels.
“Proceeds of taxes” include, but are not limited to, all tax revenues and the proceeds to any entity of
government from (i) regulatory licenses, user charges, and user fees to the extent such proceeds exceed -
the cost of providing the service or regulation, (ii) the investment of tax revenues and (iii) certain State
subventions received by local governments. Article XIIIB includes a requirement that if an entity’s
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revenues in any year exceed the amount permitted to be spent, the excess would have to be returned b
revising tax rates or fee schedules over the subsequent two Fiscal Years. : : »

As amended in June 1990, the appropriations limit for the Participants in each year is based on
the limit for the prior year, adjusted annually for changes in the costs of living and changes in population,
and adjusted, where applicable, for transfer of financial responsibility of providing services to or from
another unit of government. The change in the cost of living is, at the Participants’® option, either (i) the
percentage change in California per capita personal income, or (i) the percentage change in the local
assessment roll for the jurisdiction due to the addition of nonresidential new construction. The
measurement of change in population is a blended average of statewide overall population growth, and
change in attendance at local school and community college (“K-14”) districts.

As amended by Proposition 111, the appropriations limit is tested over consecutive two-year
periods. Any excess of the aggregate “proceeds of taxes” received by the County over such two-year
period above the combined appropriations limits for those two years is to be returned to taxpayers by
reductions in tax rates or fee schedules over the subsequent two years. o

Article XIIIB permits any government entity to change the appropriations limit by vote of the
electorate in conformity with statutory and Constitutional voting requirements, but any such voter-
approved change can only be effective for a maximum of four years.

The County Board of Supervisors adopted the annual appropriation limit for the Fiscal Year
2003-04 of $2,948,830,380. The limitation applies only to proceeds of taxes and therefore does not apply
to service fees and charges, investment earnings on non-proceeds of taxes, fines, and revenue from the
sale of property and taxes received from the State and federal governments that are tied to special
programs. Based on the 2003-04 Adopted Budget, the funds subject to limitation total $714,246,477 (total
General Operating Budget minus non-proceeds of taxes, debt service, and the Fiscal Year 2002-03 carry-
over) and are approximately $2.2 billion below the Article XIII B limit.

Proposition 46

On June 3, 1986, California voters approved Proposition 46, which added an additional
exemption to the 1% tax limitation imposed by Article XIIIA. Under this amendment to Article XIIIA,
local governments and school districts may increase the property tax rate above 1% for the period
necessary to retire new general obligation bonds, if two-thirds of those voting in a local election approve
the issuance of such bonds and the money raised through the sale of the bonds is used exclusively to
purchase or improve real property.

Proposition 62

Proposition 62 was adopted by the voters at the November 4, 1986, general election which
(a) requires that any new or higher taxes for general governmental purposes. imposed by local
governmental entities such as the County be approved by a two-thirds vote of the governmental entity’s
legislative body and by a majority vote of the voters of the governmental entity voting in an election on
the tax, (b) requires that any special tax (defined as taxes levied for other than general governmental
purposes) imposed by a local government entity be approved by a two-thirds vote of the voters of the
governmental entity voting in an election on the tax, (c) restricts the use of revenues from a special tax to
the purposes or for the service for which the special tax was imposed, (d) prohibits the imposition of ad
valorem taxes on real property by local governmental entities except as permitted by Article XIITA of the
California Constitution, (€) prohibits the imposition of transaction taxes and sales taxes on the sale of real
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property by local governmental entities, and (f) requires that any tax imposed by a local governmental
entity on or after August 1, 1985, be ratified by a majority vote of the voters voting in an election on the -
tax within two years of the adoption of the initiative or be terminated by November 15, 1988.

On September 28, 1995, the California Supreme Court, in the case of Santa Clara County Local
Transportation Authority v. Guardino, upheld the constitutionality of Proposition 62. In this case, the
court held that a county-wide sales tax of one-half of one percent was a special tax that, under
Section 53722 of the Government Code, required a two-thirds voter approval. Because the tax received an
affirmative vote of only 54.1%, this special tax was found to be invalid. The decision did not address the
question of whether or not it should be applied retroactively.

Following the California Supreme Court’s decision upholding Proposition 62, several actions
were filed challenging taxes imposed by public agencies since the adoption of Proposition 62. On June 4,
2001, the California Supreme Court released its decision in one of these cases, Howard Jarvis Taxpayers
Association v. City of La Habra, et al. (“La Habra”). In this case, the court held that public agency’s
continued imposition and collection of a tax is an ongoing violation, upon which the statute of limitations
period begins anew with each collection. The court also held that, unless another statute or constitutional
rule provided differently, the statute of limitations for challenges to taxes subject to Proposition 62 is
three years. Accordingly, a challenge to a tax subject to Proposition 62 may only be made for those taxes
received within three years of the date the action is brought.

Since the adoption of Proposition 62, the County enacted an increase in the transient occupancy
tax from 8% to 9% without a vote. No challenge has been instituted against the imposition or collection of
this tax. The County has collected an average of approximately $326,713 from the increase in the
transient occupancy tax in each year from Fiscal Years 1997-98 through 2002-03, totaling approximately

'$1.96 million, and has collected $178,805 thus far in Fiscal Year 2003-04. The County believes that any
effect on the ability of the County to collect this increase in the transient occupancy tax or order to refund
any previously collected taxes will not adversely affect the ability of the County to repay the Notes or any
of its other obligations as and when due.

Right to Vote on Taxes Initiative-Proposition 218

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 adds Articles
XIC and XIIID to the California Constitution and contains a number of interrelated provisions affecting
the ability of local governments, including the County, to levy and collect both existing and future taxes,
assessments, fees and charges. Proposition 218 became effective on November 6, 1996. Senate Bill 919
was enacted to provide certain implementing provisions for Proposition 218 and became effective July 1,
1997. The County is unable to predict whether and to what extent Proposition 218 may be held to be
constitutional or how its terms will be interpreted and applied by the courts. Proposition 218 could
substantially restrict the County’s ability to raise future revenues and could subject certain existing
sources of revenue to reduction or repeal, and increase the County’s costs to hold elections, calculate fees
and assessments, notify the public and defend its fees and assessments in court. Further, as described
below, Proposition 218 provides for broad initiative powers to reduce or repeal assessments, fees and
charges. This initiative power is not limited by the terms of Proposition 218 to fees imposed after
November 6, 1996 and absent other legal authority could result in retroactive reduction in any existing
taxes, assessments or fees and charges, However, other than any impact resulting from the exercise of this
initiative power, presently the County does not believe that the potential financial impact on the financial
condition of the County as a result of the provisions of Proposition 218 will adversely affect the County’s
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ability to pay the principal of and interest on the Notes as and when due and its other obligations payable
from the General Fund. o

Article XIIIC of Proposition 218 requires majority voter approval for the imposition, extension or
increase of general taxes and two-thirds voter approval for the imposition, extension or increase of special
taxes, including special taxes deposited into the County’s General Fund. Proposition 218 also provides
that any general tax imposed, extended or increased without voter approval by any local government on
or after January 1, 1995 and prior to November 6, 1996 shall continue to be imposed only if ‘approved by
a majority vote in an election held within two years of November 6, 1996. The County has not enacted
imposed, extended or increased any tax without voter approval since January 1, 1995. These voter
approval requirements of Proposition 218 reduce the flexibility of the County to raise revenues through
General Fund taxes, and no assurance can be given that the County will be able to raise such taxes in the
future to meet increased expenditure requirements. -

Article XIIIC of Proposition 218 also 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. This extension of the initiative power to some extent
constitutionalizes the March 6, 1995 State Supreme Court decision in Rossi v. Brown, which upheld an
initiative that repealed a local tax and held that the State constitution does not preclude the repeal,
including the prospective repeal, of a tax ordinance by an initiative, as contrasted with the State
constitutional prohibition on referendum powers regarding statutes and ordinances which impose a tax.
Generally, the initiative process enables California voters to enact legislation upon obtaining requisite
voter approval at a general election. Proposition 218 extends the authority stated in Rossi v. Brown by
expanding 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 Proposition 218 to
fees imposed after November 6, 1996 and absent other legal authority could result in retroactive reduction
in any existing taxes, assessments or fees and charges. Such legal authority could include the limitations
imposed on the impairment of contracts under the contract clause of the United States Constitution.
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 November 6, 1998
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. However, no assurance can
be given that the voters of the County will not, in the future, approve an initiative which reduces or
repeals local taxes, assessments, fees or charges that currently are deposited into the County’s General
Fund. Further, “fees” and “charges” are not defined in Article XIIIC or SB 919, and it is unclear whether
these terms are intended to have the same meanings for purposes of Article XIIIC as they do in Article
XIIID, as described below. Accordingly, the scope of the initiative power under Article XIIIC could
include all sources of General Fund moneys not received from or imposed by the federal or State
government or derived from investment income.

The initiative power granted under Article XIIIC of Proposition 218, by its terms, applies to all
local taxes, assessments, fees and charges and is not limited to local taxes, assessments, fees and charges
that are property related. The County is unable to predict whether the courts will interpret the initiative
provision to be limited to property related fees and charges. No assurance can be given that the voters of
the County will not, in the future, approve an initiative which reduces or repeals local taxes, assessments,
fees or charges which are deposited into the County’s General Fund. The County believes that in the
event that the initiative power was exercised so that all local taxes, assessments, fees and charges which
may be subject to the provisions of Proposition 218 are reduced or substantially reduced, the financial
condition of the County, including its General Fund, would be materially adversely affected. As a result,
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there can be no assurances that the County would be able to pay the principal of and interest represented
by the Notes as and when due or any of its other obligations payable from the General Fund.

Article XIIID of Proposition 218 adds several new requirements making it generally more
difficult for local agencies to levy and maintain “assessments” for municipal services and programs.
“Assessment” is defined in Proposition 218 and SB 919 to mean any levy or charge upon real property for
a special benefit conferred upon the real property. This includes maintenance assessments imposed in
County service areas and in special districts. In most instances, in the event that the County is unable to
collect assessment revenues relating to specific programs as a consequence of Proposition 218, the
County will curtail such services rather than use amounts in the General Fund to finance such programs.
Accordingly, the County anticipates that any impact Proposition 218 may have on existing or future taxes,
fees, and assessments will not adversely affect the ability of the County to pay the principal of and
interest represented by the Notes as and when due. However, no assurance can be given that the County
may or will be able to reduce or eliminate such services in the event the assessments that presently
finance them are reduced or repealed.

Article XIIID of Proposition 218 also adds several provisions affecting “fees” and “charges”
which are defined as “any levy other than an ad valorem tax, a special tax, or an assessment, imposed by a
local government upon a parcel or upon a person as an incident of property ownership, including a user
fee or charge for a property related service.” All new and, after June 30, 1998, existing property related
fees and charges must conform to requirements prohibiting, among other things, fees and charges which
(i) generate revenues exceeding the funds required to provide the property related service, (ii) are used for
any purpose other than those for which the fees and charges are imposed, (iii) are for a service not
actually used by, or immediately available to, the owner of the property in question, or (iv) are used for
general governmental services, including police, fire or library services, where the service is available to
the public at large in substantially the same manner as it is to property owners. Further, before any
property related fee or charge may be imposed or increased, written notice must be given to the record
owner of each parcel of land affected by such fee or charge. The County must then hold a hearing upon
the proposed imposition or increase of such property based fee, and if written protests against the
proposal are presented by a majority of the owners of the identified parcels, the County may not impose
or increase the fee or charge. Moreover, except for fees or charges for sewer, water and refuse collection
services, no property related fee or charge may be imposed or increased without majority approval by the
property owners subject to the fee or charge or, at the option of the local agency, two-thirds voter
approval by the electorate residing in the affected area. The annual amount of revenues that are received
by the County and deposited into its General Fund which may be considered to be property related fees
under Article XIIID of Proposition 218 is not substantial. Accordingly, presently the County does not
anticipate that any impact Proposition 218 may have on future fees and charges will not adversely affect
the ability of the County to pay the principal of and interest represented by the Notes as and when due.
However, no assurance can be given that the County may or will be able to reduce or eliminate such
services in the event the fees and charges that presently finance them are reduced or repealed.

The County has a clean water enterprise fund which is self-supporting from fees and charges that
may ultimately be determined to be property related for purposes of Article XIIID of Proposition 218.
Further, the fees and charges of the County’s enterprise funds, including those which are not property
related for purposes of Article XIIID of Proposition 218, may be determined to be fees and charges
subject to the initiative power as provided in Article XIIIC of Proposition 218, as described above. In the
event that fees and charges cannot be appropriately increased or are reduced pursuant to the exercise of
the initiative power, the County may have to choose whether to reduce or eliminate the service financed
by such fees or charges or finance such service from its General Fund. Further, no assurance can be given
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that the County may or will be able to reduce or eliminate such services in the event the fees and charges
that presently finance them are reduced or repealed. h

Additional implementing legislation respecting Proposition 218 may be introduced in the State
legislature from time to time that would supplement and add provisions to California statutory law. No
assurance may be given as to the terms of such legislation or its potential impact on the County.

Future Initiatives

Article XIIIA and Article XIIIB were each adopted as measures that qualified for the ballot
pursuant to the State’s initiative process. From time to time other initiative measures could be adopted,
further affecting the County’s revenues or its ability to expend revenues. o

ECONOMIC AND DEMOGRAPHIC INFORMATION

General

The County is the southernmost major metropolitan area in the State of California. The County

covers 4,255 square miles, extending 70 miles along the Pacific Coast from the Mexican border to Orange
County, and inland 75 miles to Imperial County. Riverside and Orange counties form the northern

boundary. The County is approximately the size of the State of Connecticut.

Topography of the County varies from broad coastal plains and fertile inland valleys to mountain
ranges in the east which rise to an elevation of 6,500 feet. Eastern slopes of these mountains form the rim
of the Anza-Borrego Desert and the Imperial Valley. The Cleveland National Forest occupies much of the
interior portion of the County. The climate is equable in the coastal and valley regions where most of the
population and resources are located. The average annual rainfall in the coastal areas is approximately 10
inches.

The County possesses a diverse economic base consisting of a significant manufacturing presence
in the fields of electronics and shipbuilding, a large tourist industry attracted by the favorable climate of
the region, and a considerable defense-related presence which contributes approximately $10 billion
annually to the retail and service businesses of the area.

The County is also growing as a major center for culture and education. Over 30 recognized art
organizations, including the San Diego Opera, the Old Globe Theatre productions, the La Jolla Chamber
Orchestra, as well as museums and art galleries, are located in the County. Higher education is provided
through five two-year colleges and six four-year colleges and universities.

The San Diego Convention Center began operation in November 1989. The Convention Center
contains 615,701 square feet of exhibit space and 204,114 square feet of meeting/banquet rooms. In
September 2001, a major expansion of the Convention Center was completed which increased the square
footage by approximately 50%. Major conventions and trade shows are scheduled into the year 2009.

In addition to the City of San Diego, other principal cities in the County include Carlsbad, Chula
Vista, Oceanside, El Cajon, Escondido, La Mesa and National City. Most County residents live within
20 miles of the coast. Farther inland are agricultural areas, principally planted in avocados and tomatoes,
while the easternmost portion of the County has a dry, desert-like topography. ‘
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The County is the delivery system for federal, state and local programs. The County provides a
wide range of services to its residents including: (i) regional services such as courts, probation, medical
examiner, jails, elections and public health; (ii) health, welfare and human services such as mental health,
senior citizen and child welfare services; (iii) basic local services such as planning, parks, libraries and
Sheriff’s patrol to the unincorporated area, and law enforcement and libraries by contract to incorporated
cities; and (iv) infrastructure such as roads, waste disposal and flood control to the unincorporated area of
the County.

County Government

The County was incorporated on February 18, 1850, and functions under a charter adopted in
1933, as subsequently amended from time to time. The County is governed by a five-member Board of
Supervisors elected to four-year terms in district nonpartisan elections. The Board of Supervisors appoints
the Chief Administrative Officer and the County Counsel. The Chief Administrative Officer appoints the
Chief Financial Officer. Elected officials include Assessor/Recorder/County Clerk, District Attorney,
Sheriff and Treasurer-Tax Collector.

Population

There are 18 incorporated cities in the County, and a number of unincorporated communities.
For many years the population of the County has grown at a greater rate than that of either California or
the nation. The County population as of January 2004 was estimated to be approximately 3,017,200,
making it the third largest County by population in California and the sixteenth largest Metropolitan
Statistical Area in the United States. The 2003 population increased 1.8% from 2002. As of January
2004, the unincorporated population of the County was 470,000,
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The following table shows changes in the population in the County, the State and the United
States for th¢ years 1994 to 2003. - :

POPULATION ESTIMATES®

~ (In Thousands)

San Diego Percent State of Percent Percent
Year County Change California Change United States® ~ Change
1994 - 2,604 40% - 31,418 .86% 260,327 " .98%
1995 2,613 : 33 31,617 - .63 262,803 .94
1996 2,621 31 - 31,837 .70 265,229 91
1997 2,653 1.23 32,207 . - 1.16 267,784 .95
1998 2,703 1.86 32,657 - 1.40 © 270,248 91 .
1999 2,751 1.78 33,140 1.48 272,691 : 90
2000 2,806 2.00 33,753 1.85 282,178 3.48
2001 2,856 1.79 34,367 1.82 285,094 1.03
2002 2,909 1.84 35,000 1.84 287,974 1.01
2003 2,962 1.83 35,591 1.69 _ 290,810 0.98

Sources: State of California Department of Finance; U.S. Bureau of the Census
M As of January 1 of the year shown.
@ Asof July 1 of the year shown.

Employment

The County’s total labor force, the number of persons who work or are available for work,
averaged approximately 1,481,400 in 2003. The number of employed workers in the labor force averaged
approximately 1,418,300. The total work age population (15 to 64 years old) employed in the labor force
is expected to increase. The following table sets forth information regarding the size of the labor force,
employment and unemployment rates for the County, the State and the United States for the years 1999
through 2003.
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LABOR FORCE - EMPLOYMENT AND UNEMPLOYMENT?#*
ANNUAL AVERAGES 1999-2003

By Place of Residence
(In Thousands)
1999 - 2000 2001 2002 2003

County of San Diego

Labor Force 1,361.6 1391.6 1417.7 1457.2 1,481.4

Employment 1,319.6 1349.4 1371.8 1394.8 1,418.3

Unemployment Rate 3.1% 3.0% 3.2% 4.3% 4.3%
State of California

Labor Force 16,375.6 16,892.0 17,171.6 17,375.8 17,460.0

Employment - 15,5223 16,056.5 16,249.1 16,241.9 16,282.7

Unemployment Rate 5.2% 4.9% 5.4% 6.7% 6.7%
United States

Labor Force 139,368.0  142,583.0  143,734.0  144,863.0  146,510.0

Employment 133,488.0  136,891.0  136,933.0 136,485.0 = 137,736

Unemployment Rate 4.2% 4.0% 4.7% 5.8% 6.0%

Sources: State Data - Califomia Employment Development Department; National Data ~ U.S. Department of
Labor, Bureau of Labor Statistics.
*  Data not seasonally adjusted; March 2003 Benchmark.
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The following table sets forth the annual average employment within the County, by employment
sector for the Fiscal Years 1999 through 2003. The service sector constitutes the largest non-farm
employment sector in the County, representing approximately 51% of all non-farm employment.

SAN DIEGO COUNTY

NON-AGRICULTURAL LABOR FORCE AND INDUSTRY EMPLOYMENT
ANNUAL AVERAGES
1999-2003
(In Thousands)

Employment Sector ‘ 1999 2000 2001 2002 2003
Mining 0.3 0.3 03 0.3 03
Construction . 67.0 69.7 75.1 76.4° 79.6
Manufacturing _ 122.9 122.9 119.0 112.3 105.4
Wholesale and Retail Trade 165.0 172.9 177.1 179.3 181.3
Transportation, Warehousing and Utilities 292 29.8 320 & 293 273
Services . . . :

Information 36.2 - 392 38.8 37.7 37.1

Financial Activities 70.4 71.2 72.0 75.0 80.5

Professional and Business Services 185.0 195.2 198.2 201.7 201.6

Educational and Health Services 112.2 1153 116.0 119.7 122.0

Leisure and Hospitality 124.4 129.0 131.4 133.8 139.9

Other Services 409 422 449 45.6 472
Government 199.3 206.6 213.8 219.7 219.8
Total, All Non- Farm Industries 1,152.9 1,193.8 1,218.4 1,230.7 1,241.9

Source: California Employment Deve]opmenf Department.
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The following table sets forth the major employers in the County.

Employer

Federal Government

University of California, San Diego
County of San Diego

Sharp HealthCare

San Diego Unified School District
Scripps Health

SBC

Kaiser Permanente

U.S. Postal Service San Diego District
Jack in the Box Inc.

Qualcomm Inc.

Science Applications International
-Sempra Energy

San Diego State University

Children’s Hospital and Health Center
National Steel and Shipbuilding Co.
Grossmont Union High School District
Sony

Grossmont-Cuyamaca Community
College District

Zoological Society of San Diego

' SAN DIEGO COUNTY
LARGEST EMPLOYERS

Service/Product

Administration of federal functions, services and agencies
Higher education, health care, research

County services

Health care, health plans, hospitals

Education

Health care, hospitals, home health services

Telephone service and internet provider

Health care, health plans

Hard copy and electronic communications services

Jack in the Box restaurants operator and franchisee
Develops and delivers digital wireless communications products
High-technology research and engineering company
Energy management provider

Higher education

Health care, child protection, education, clinical research
Shipbuilding and repair

Education

Consumer electronics manufacturer

Community college education

Nonprofit operations of San Diego Zoo, San Diego Wild

Animal Park and Center of Reproduction of Endangered .

Species

Source: San Diego Business Journal, Book of Lists 2003 Online.

Regional Economy

Number of
Employees

39,800
19,301
17,951
11,642
9,100
8,237
7,178
7,145
6,619
5,566
5,100
4,635
4,400
4,045
3,392
3,100
3,025
3,000
2,530

2,500

In recent years the County has enjoyed economic stability, out pacing the State economy despite a
general recession in the State. Much of this strength was evidenced by and due to outstanding

employment gains, population growth, personal income

industrial development.

increases, and high levels of commercial and

The Gross Regional Product (“GRP”) for 2003 rose to $129.2 billion from $122.5 billion in 2002
and is forecast to rise to $137.2 billion in 2004. The GRP is an estimate of the value for all goods and
services produced in the region. The following table presents the County’s GRP from 1996 through 2004.
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COUNTY OF SAN DIEGO

GROSS REGIONAL PRODUCT
1996-2004
Gross Regional Annual Percent Change

Product Current Dollars Real Change*
Year (In Billions) San Diego San Diego
1996 $ 796 5.9% 41% -
1997 86.1 82 6.5
1998 : 94.4 97 8.5
1999 103.1 .92 . 8.1
2000 112.4 v 9.0 7.0
2001 - 117.0 4.1 2.0
2002 122.5 4.7 2.7
2003" 129.2 55 35
2004 137.2 6.2 42

Sources: Bureau of Economic Analysis; Economic Research Burean of the Greater San Diego Chamber of Commerce.
* Adjusted using the GDP/GSP Implicit Price Deflator.

O Estimate.

@ Forecast.

Economic activity and population growth in the local economy are closely related. Helping to
sustain the County’s economy is the performance of three basic industries of the region, which consist of
manufacturing, the military, and tourism. The U.S. Department of Defense contributes about $10 billion
annually to the local economy, through wages paid to the uniformed military and civilian personnel, and
for equipment and services purchased from local businesses. San Diego’s military presence is anticipated
to remain relatively stable and may even increase due to the consolidation of military operations and
facilities from elsewhere in California, the West, and throughout the United States. The Department of
Defense closed and vacated the Naval Training Center in 1997. However, three procurement agencies
have recently relocated to San Diego, including the Naval Space and Warfare Systems Command, the
Naval Aviation Engineering Servicing Unit, which hires private contractors to service jets, and the Naval
Aviation Technical Service Facility, which stores approximately 10 million jet blueprints.

Building Activity

Building permit valuation for both residential and nen-residential construction in the County in
2003 increased over 2002 levels by more than 4%. Measures limiting new housing remain in effect in.
areas throughout the County, resulting in a 6.0% increase in residential valuations. Non-residential
valuations increased 0.06%.

Annual total building permit valuation and the annual unit total of new residential permits from
1999 through 2003 are shown in the following table.
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COUNTY OF SAN DIEGO
BUILDING PERMIT ACTIVITY

1999-2003
(In Thousands)
1999 2000 2001 2002 2003

Valuation: :
Residential $2,985,960  $3,008,203 $3,169,516 $3,475,113 $3,683,986
Non-Residential 1,336,629 1,391,497 1,189,910 1,168,866 1,169,577
Total $4,322,580  $4.399.700  $4,359,426 $4,643979  $4.853,562
New Housing Units:

Single Family 9,993 9,167 9,326 9,749 9,382
Multiple Family 6.434 6,760 6,324 5.989 8.942
Total 16,427 15,927 15,650 15,738 18,324

Source: Construction Industry Research Board.

Commercial Activity

Consumer spending for 2002 resulted in approximately $38,595,547 in taxable sales in the
County. The following table sets forth information regarding taxable sales in the County for the years
1999-2002.

COUNTY OF SAN DIEGO
TAXABLE SALES
1999-2002
(In Thousands)

Type of Business 1999 2000 2001 2002
Apparel Stores $ 1,050,003 $ 1,182,173 $1,274,552 1,374,858
General Merchandise 3,966,854 4,307,562 4,445,352 4,557,457
Specialty Stores 3,311,320 -3,663,924 3,718,292 3,803,803
Food Stores 1,469,238 1,557,244 1,595,933 1,650,104 -
Home Fumishings/ 1,085,001 1,237,271 1,314,860 1,353,158

Appliances
Eating and Drinking 2,929,084 3,211,306 3,366,463 3,505,859

Establishments
Building Materials and Group 1,882,514 2,104,100 2,343,008 2,510,931
Automotive 5,868,743 6,955,856 7,426,582 7,862,366
All Other Retail Stores 672,926 733,653 - - 778,296 803,063
Business and Personal : RN _ :

Services : 1,863,511 1,954,589 1,957,109 1,977,606
All Other Outlets 8.653,211 9.337.740 9,478,886 9.196.342

TOTAL ALL OUTLETS $32.752.405 = $36,245418 . $37,699.333 $38,595,547

Source: California State Board of Equalization, Taxable Sales in California.
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Personal Income

" The following table summarizes the total effective buying income and the median household
effective buying income for the County, the State, and the United States between 1999 and 2003.

PERSONAL INCOME
1999 through 2003
Total Effeétive Median Household
Buying Income Effective
- Year and Area (In Thousands) Buying Income

1999

San Diego County $ 46,056,143 $36,296
California 551,999,317 37,091
United States 4,621,491,730 35,377
2000 | =

San Diego County 49,907,828 39,213
California 590,376,663 39,492
United States 4,877,786,658 . 37,233
2001

San Diego County 54,337,662 44,292
California 652,190,282 44,464
United States 5,230,824,904 39,129
2002 55,210,119 44,146
San Diego County 650,521,407 43,532
California 5,303,481,498 38,365
United States

2003

San Diego County 54,831,958 42,315
California 647,879,427 42,484
United States 5,340,682,818 38,035

Source: Sales and Marketing Management — Survey of Buying Power.
Transportation

Surface, sea and air transportation facilities serve County residents and businesses. Interstate 5
parallels the coast from Mexico to the Los Angeles area and points north. Interstate 15 runs inland,
leading to Riverside-San Bemardino, Las Vegas, and Salt Lake City. Interstate 8 runs eastward through
the southern United States. : ‘ o :

San Diego’s International Airport (Lindbergh Field) is located approximately one mile west of
the downtown area at the edge of San Diego Bay. The facilities are owned and maintained by the San
Diego County Regional Airport Authority and are leased to commercial airlines and other tenants. The
airport is California’s third most active commercial airport, served by 20 major airlines. In addition to San
Diego International Airport there are two naval air stations and seven general aviation airports located in
the County.
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Public transit in the metropolitan area is provided by the Metropolitan Transit Development
Board. The San Diego Trolley, developed by the Metropolitan Transit Development Board beginning in
1979, has been expanded. A total of 17.6 miles were added to the original 108 miles; construction was
completed in 1990.

San Diego is the terminus of the Santa Fe Railway’s main line from Los Angeles. Amtrak
passenger service is available at San Diego, with stops at Solana Beach and Oceanside in the North
County.

San Diego’s harbor is one of the world’s largest natural harbors. The Port of San Diego is
administered by the San Diego Unified Port District, which includes the cities of San Diego, National
City, Chula Vista, Imperial Beach, and Coronado.

Visitor and Convention Activity

An excellent climate, proximity to Mexico, extensive maritime facilities, and such attractions as
the San Diego Zoo and Wild Animal Park, Sea World, Cabrillo National Monument, and Palomar
Observatory allow San Diego to attract a high level of visitor and convention business each year.
Contributing to the growth of visitor business has been the development of the 4,600-acre Mission Bay
Park at San Diego and the construction of meeting and convention facilities at the San Diego Community
Concourse.

San Diego’s visitor industry is a major sector of the region’s economy. Visitor revenues in San
Diego County reached approximately $5.3 billion in 2003, according to an estimate by the San Diego
Convention and Visitors Bureau, an increase of approximately $249.9 million from the prior year. The
County hosted 60 conventions and trade shows in 2003, attended by approximately 450,000 delegates,
who spent approximately $498,819,767.

Education

Forty-two independent school districts provide educational programs for the elementary and
secondary public school children in the County. Each school system is governed by a locally elected
board of education and administered by a superintendent or other chief administrative officer appointed
by the board. In the County there are three types of school districts: elementary, union high and unified.
Elementary districts educate elementary students, union high districts educate for the most part secondary
students, and unified districts educate both elementary and secondary students. There are currently 12
unified, 24 elementary and 6 union high school districts in the County.

Community colleges in California are locally operated and administered two-year institutions of
higher education. They offer Associates in Arts and Associates in Science degrees and have extensive
vocational curricula. There are five community college districts in the County with students at eleven
campuses and numerous adult and community centers.

Among the institutions of higher education offering bachelors and graduate programs in
metropolitan San Diego are San Diego State University, the University of California at San Diego,
National University, the University of San Diego, Point Loma College, California State University - San
Marcos, United States International University, and the University of Phoenix.
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Rane

KPMG LLP

Suite 1500

750 B Street

San Diego, CA 92101

Independent Auditors’ Report

The Honorable Board of Supervisors
of the County of San Diego:

We have audited the accompanying financial statements of the governmental activities, the business-typc
activities, the aggregate discretely presented component unit, each major fund, and the aggregate remaining
fund information of the County of San Diego, California (the County) as of and for the year ended June 30,
2003, which collectively comprise the County’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the County’s management. Our responsibility is to
express opinions on these financial statements based on our audit. '

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, 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 unit, each major fund, and the aggregate remaining fund information of the
County of San Diego, California as of June 30, 2003, and the respective changes in financial position and
cash flows, where applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

The accompanying management’s discussion and analysis on pages 21 through 34, the budgetary
comparison schedules on pages 88 through 93, and 116 through 132, and the schedule of funding progress
on page 95 are not a required part of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. We have applied
certain limited procedures, which consisted principally of inquiries of management regarding the methods
of measurement and presentation of the required supplementary information. However, we did not audit
the information and express no opinion on it.

In accordance with Government Auditing Standards, we have also issued a report dated January 12, 2004
on our consideration of the County’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral part
of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

KPMe P

January 12, 2004

KPMG LLP, 5 U.S. timited fiability partnership, is the U.S.
member firny of KPMG | i a Swiss i
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lf.i_'nanc’ial Report of'_san t)leg_o-:Co_unty_ oL

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudlted)
(Amounts Expressed in Thousands) -

“Thig sectlon of the County of San Dlegos (County) Compr enisive Annual F‘nancral Report‘.-_iprovades a
narrative, overview and analysis of the basic financial ‘activities 'of the County.as of and for the year. ended
"~ June: 30; 2003 We hope that the information. presented here, in conjunction with: the Letter of Transmittal,
provide _ F picture of the County's overall financial status. Unless otherwase mdlcated all -
amounts in thls sectnon aré expressed in ,,housands of dollars ) .

FINANCIAL HIG HLIGHTS

e The assets of the County exceeded [igbilities at the- close’ of the fiscal yedr 2002-2003 by $2. 3 billlon '
{net-assets). Of this amount, approximately $244 million is restricted for specific purpose (restricted
assets),-and $2.3 billion is invested in- capital assets, net of related debt. The remalnmg _porl_:lon of

. - thé net assets represents a deficit balance in unrestricted” et assets of approximately
« The County’s total net assets decreased by approximately $418 million dué in large pait: 5
The deficit was due to increased contrlbutlons_attnbuted ‘ta the increased unfunded accrued actuarial

liability owed to the San Diego County Employeés Retirement Assoqatlon (SDCERA) asa result of the 8
. approved enhanced retlrement benef“ ts l“or members of’ SDCERA

A portion
. outstanding 1994 Taxable Pensnon lelgatlon Bonds .
" e General revenues were -$1.1 billion. Of this amount, apprommately $636 mnlllon or 56 percent was.
" attfibutable to state salés tax and motor- vehlcle fees while property taxes accounted for - -
appro- mately $459 milliori -or 41 percent.. :

approx:rnately $782 million or 50 percent of -this amount whlle heaith and samtatlon accounted for
- $265 million or 17 percent. . i
» - At June 30, 2003, the General Fund’s total fund balance was approx:mately $599 mllhon Of thlS

_ @mount, the unreserved -undeslgnated fund balance was $269 million or 9 percent of the total fi scal
year 2002- 2003 expendltures of $2.9 bllllon :

OVERYIEW OF THE FINANCIAL STATEMENTS

Th:s discussion and analysis i§ lntended to-serve as an mtroductlon to the County s basic ﬂnancual statements
The County’s basic financial statements comprise threg components: 1) Government-wide financial
statements 2) Fund financial - statements, and 3) Notes to the basic financial statements Requn-ed
Supplementary Informatlon ns mcluded in: addmon to the basic fi naricial statements . .

The 1-_:_!ustrauon below depncts the required components of the basnc ﬁnancsa_l statemerits.

3 R R B R R R T R T
Government-w:de | ‘Fund. Financial Notesto the |
Financial Statements. Basic Financial
- Statements ‘ ' " ‘Statements.

Government-wide: Fmanc:al Statements are designed to. prowde readers Wlth -a broad overview of CQunty
finances, in a manner similar to a private- sector business.

21
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Financial Report.of San Diego County

(Amounts Expressed in 'Thqusandsf)i

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited)

The statement of riet assets presents information: on all County assets and liabilities, with the difference
between the two reported as net assets, Over time, increases or decredses in net assets may serve as a

useful indicator of whether the financial position of the County is improving or deteriorating.

The statement of activities presents information showing how the ‘County’s nét assets chaniged during the:
most recent fiscal year. Alf changes in net assets are reported as soon .as the underlying event giving rise to
the. change occurs, regardless of the timing of related- cash flows. Thus, revenue and expenses are reported in
this statement for some items that will result in cash flows in future fiscal periods (&.g., uncollected taxes and
earned but unused vacation leave). ' '

Both of these governmerit-wide financial statements distinguish functions: of the County that are principally
supported by taxes and intergovernmental revenies (governmental activities) from other functions that are
intended to recover all of a sighificant portion of their costs through user fees and charges (business-type
activities), The governmental activities. of the County include general government, public protection, public
ways and facilities, health and sanitation, public assistance, education; and recreational and-cultural. The
business-type activities of the County include airport operations, wastewater management and ‘sanitation:
districts. . ' , :

Fund Financial Statements afe groupings of related accounts that are used to maintain control over
resources that have been segregated for specific activities or objectives. The County, fike other state and local
gavernments, uses fund accounting to ensure and demonstrate fingnce-related legal compliance. All of the
funds of the County can be divided inte three categories: governmental funds, proprietary funds and fiduciary
funds.. , : ‘ '

Governmental funds are used to account for essentially the same fuhcﬁio‘ns reported: as governmental
activities in the ;govamme'nt—w_i_d“e financial statements. However; unlike the government-wide financial
statements, governmental funds financial. statements focus on near-term inflows and outflows of spendable

resources, as well as on balances of spendable resources available at the end of the fiscal year. Such -

information ray be. useful in evaluating a county’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 governinent’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 governinental funds and governmental
activities. . : .

The Coufity mairitains twenty-eight individual governmental funds. Information is presented separately in the
governmental funds balancé sheet and in the governmental funds statement of revenues, expenditures and
changes in fund balances for the General Fund, the Tobacco Securitization Special Revenue Fund, and the
Tobacco Securitization Joint Special Revenue Fund, all of which are considered to be major funds. Data from
the other governmental funds aré combined into a single, aggregated presentation. Individual fund data for
each- of these ‘nonmajor governmental funds is provided in the “Combining Financial Statement and
. Supplementary Information section in this report. _ : '

Proprietary funds are generally used to account for services. for which the County charges customers -
dithier outside customers, or internal departments of the County. Proprietary funds provide the same type of
information as the government-wide financial statements; only in more detail. The County maintains the
following types of propriétary funds: ‘ S

+ Enterprise funds are used to report the same functions presented as business-type activities in the
government-wide. financial statements. The County uses enterprise funds to atcount for the Airport,
Wastewater Management and Sanitation Districts. Each Is considered to be a major fund of the
County. - R




Finahcifa'l Report of San Diego County

MANAGEMENT’S DISCUSSION .AND ANALYSIS (Unaudlted)
(Amounts Expressed in Thousands):

) Internal service funds are an accountlng device used to accumdlate -and allocate: costs internally
' ) thg County’s various functi ong, Internal servuce funds are used to acceunt for the f nancing 5E
iblic works and communication g); fi
start up services for new and exlstmg county servnce dlstncts, for the Countys umnsured
management activities; the financing of fleet services; for_mail pnnting and record storage servnces,
for facilities management ' - P

financing’ of clothing: and personal sundry items for persons mstltutnonahzed at v ous county
facilities. Because these services predominantly benefit governmental rather than business-type
functions, they have been mciuded within governmental activities in the goverriment-wide financial
.statements. e

The County’s nine- mternal service funds are “combined into a single, aggregated presentation in the :
proprietary funds financial statements. Indwrdual fund data for the internal service funds is provided
in the form .of combining statements: in the Combining Financial Statement and Supplementary
Informatnon section ‘in this report,

Fiduciary f'unds are used to account for resources held for the benefit of parties outside the government.
Fiduciary funds are not reﬂected inthe- -government-wide financial statements because the resources of these
funds are not avallable tg support the County's own programs. The accounting used for fiduciary funds is
much hke that used for proprietary funds.

Notes to the Basic Fihancial Statements provide addltlonal informatron that is eecentlal to @ fu"
understandmg of the data. prov;ded in‘the goy ernment-wide and fund financial statements. :

schedule, and SDCERA pensmn schedules The County adopts an annua] appropnated budget for its General
Fund. A budgetary comparison schedule has been provided for the General Fund to demonstrate compliance
‘with this budget: In _addition, ‘a budgetary ‘comparison schedule has been - provided for the Tobatgo
Securitization Special Revenue Fund for it was determined to be a ma]or governmerital fund, The SDCERA
pension :schedules have been. provided to present SDCERA's progress in funding its obligation to provide
pension ‘benefits: to County employees. _ A _

Combining Financial Statement and Supplementary Information. section of this report. presents
combmmg and Individual fund statements and schedules referred to earlier that provide information for
nonmajor governmental funds, -enterprise and internal service funds and are presented nmmedlately followmg
the Required Supp1ementary Information ‘section :of this report, .

GOVERNMENT-WIDE FINANCIAL ANALYSIS

This.is the second year that the County has presented its. financial statements under the new reportlng maodel
required by thé Governmental Accounting Standards Board Statement No. 34 (GASB 34), Basic Financial
Statements - and Management’s Discussion and Apalysis. (MD&A) - for State and Logcal Governments,
 Because this reporting model changed -significantly both the recording and presentation of financial data, the
- County’s CAFR for fiscal year ending June 30, 2003 did not provide comparative information other than in its.
MD&A. This year marks the first time that two years of financial Information in the GASB 34 format are
available. .
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MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudlted)
(Amounts Expressed in Thousancls)

'84_.,.6.25_-
_ s 7.

§ 1,861,646 1,724,081 82 211
| _'2.665 784 26187279, 71756

1,999,103
_ ﬂ340 172

Lonqv-term Habxhtnes

1,502,993
. Other! habzhties R 2267

Invested in capital assets, : o R : ;

: Net of related debt . 2,261,697 2,178,892 . 71,293 - 66 026 2 332 990 2,244, 918

’ Restncted o . 243 815 161,838 "15 < 34,151 243, 830 195,980
. {3 57) 271,909 80, 59 44 495' - 236,998’) 316.404

L _Ana!ysus of Net Assets

:Net assets may serve. over tlme as a useful md:cator of a government’s financial posmon In the case of the :
 County, assets exceeded liabilities by $2.3 billian at the close of fiscal year 0 At th end of f'scal
- year 2002-2003, the County had positive balances in two: of its categories: . api
- assets net of related debt and ‘Restricted net assets), however, |ts unrestncted assets had a def‘ cnt .balance of .
‘ $237 eillion. : - o N Ll

The largest portno"’ 'the County’s. net assets (99 percent) reﬂects its’ mvestment of $2 3 blmon in capltal :
assets {e.g. land, infrastructure, buildings, and eqmpment), less. any: related. outstanding debt used to acquire .
those assets. The County uses these capital assets to provide serw __H_sfto cmzens, consequently, these assets g

are not available for future spending. - . T '

Although the County’s investment in 1ts capltal assets is reported net of related debt7 it should be noted. that
the resources needed to repay this: debt must be provnded from other sources, since the capil;al assets .
themselves cannot be hqundated for these llabl"tles S . . .

An_additional portlon of the County’'s net assets, $244 million’ (10 percent), represents resources ‘that are .
subject- to.external restrictions on how they may be used. Exterdal ‘restrictions include those imposed by -

“grantors, contributors, Ia s/regulations of other governments, or restrictlons imp_ ed by 1aw thrd
constitutional provisions or Ieglslatlon A A T '

The remaining portion of the County s net assets represents a def“cit unrestructed riet assets balahce of $237 .
million (deficit of 10 percent). This deficit' is due in large part to the increased unfunded accrued actuarial
habllnty owed to the SDCERA as the result of appmved enhanced retirement beneﬁts for members of SDCERA.
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Finiaficial Report of San Diego County . -

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudlted)
(Amounts Expressed in Thousands)

Changes in Net Assets.
QaquQfZOOSHHf

Revenues _
Piogram fevenues: _:_ A 2 . . o
Charges for Servlces . T - % 408, 860 . 380 996 T27.336. 42,345 436,196 -

Operating grants and contnbutlons . -+ 1,288,166 1,173,494 3, 769 - 5,763 1,291,935 . ;
Capital grants and. contnbutions Lo 40 587 . 30,128 839 - 501 - 41,426
. General revenues: _ .y T : ' e
Property taxes o . 4’5'9,3:40 412,400 . - - : 459,340 412,400
"Interest - ' : 30;213... . 39,041 1_,437 . ,694 - 31,650 - 41 735 '
State sales tax and ‘motor vehicie fees Lo 636,225 605 175 T © 636,225 05, o
_Other S - 3,964 - : 5, 011 - o 3,964 .. .
R S R R T S s 5% R RS RIS 2
EXpenSQS‘ B o »
' General government oo Lo 234,062
Public protection . :- coo 1,140,484 -
Public:ways and facilities . < 142,356
. Public assistance : “ 1,035,065
Health and sanitation. S . . 598,189
Recreational and cultural : L 23,520
Education . S - 30,850
Interest on Iong-term debt - . 87,627 : : 7,62
Airport. . | S SorTE . 7,425 7973 7,125
Wi stewater Management ) B 4,357 3,808 4,357 -

: Excess (deﬂdency) before spectai o T
item and transfers: ; (424 798)

7,542
Special item: gain (loss) on:sale of properues 1 474 .- - 1,054
.Ignsfers. (160.) - »3'59 ‘

Analysis of Changes in Net Assets
The County s net assets decreased by $417 614 durlng the current ﬁscal year
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MANAGEMENT'S DISCUSSION AND ANA..‘YSIS (Unaudlted)
(Amounts Expressed in Thousands) :

g @t

Expenses and Program Revenues GOVernmentaI Act:v le's

1 000 000
800 000
600,000 ¥
400,000
_.200,'000'
General - Public blic Ways ubli and Retreational  Educalion
Govemment  Frolecion  andFaciiies Assistance  Safitaon  and Cultural ‘
‘ ‘ BEXpenses -.:iProgram.Be’yenUesgf :
Revenues By Source - Governmental Activities ° "
A% 14%
~‘® Charges for services - o ] .bfbe'fet"ihég'rants-ahd o‘ohtributio‘r'isf
1 Capital grants and contributions @ Property taxes
‘M Interest ' B State salesiax and motorvehlcle fees
‘B Other ‘ ‘ -

'Governmental activities i ; LT

Goverrimental activities decreased the County 5 net assets by approx:mately $424 mllhon. This decrease was
Jargely due to the increase in expenses: of approximately $653 million or 25 percent while the increase in
Tevenyes was approxumately $221 miltion or elght percent. These activities are further: d:scussed below.

"Revenug
Operating and capital grants and contributions increased by approxnmately $125 m:lhon or ten percent duein

part to ‘additional revenue realized for increased costs in various programs, including In Home Supportive
Services costs, which were higher in fiscal year 2002 2003° due to caseload growth and hlgher .ndnv:dual

26
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fi‘n_anqi;al Rep’o.r:t of San Diego County

MANAGEMENT’S DISCUSSION AND ANALYSIS (Unaudlted)
{Amounts Expressed in. Thousands)

provider costs. Addutlonally, this increase may be attnbutable to reimbursement of mcreased expendttures-
incurred for the East Mesa Detention Facility pro;ect .

EaX .revenﬁes mcreased by approxnmately $47 miillion or eleven percent during' the year. Most of this
increase is attributable to a continued strong real estate market and consequent growt .the assessed valué.

of property.

State sales tax and. motor vehlcle fees intreased by approxumately $31 mmlon or five percent. Most of thlS‘

Total expenses for governmental activities. were $3 3 billion, The ‘majority of these expenses were:for public -
protection and public assistance, Of the total expenses, approximately $1 billion, oF 33 percent, ‘were
ultlmately flnanced by taxes.

Public protectlon expenses increased by approxnmately $317 or thirty-gight: percent Most of this increase is
~ atfributable to the public protection’s share of the increased unfu ded ccrued actuarial liability owed to the
SDCERA, In February 2002, the County Board of Supervisors adopted enhanced retirement benet’ts for
members of SDCERA resulting in this increased obhgat:on to SDCERA.

Public asststance expenses increased by approxmately $210 million or twenty-five. percent This was due in
part to the public assistance’s share of the incréased unfunded accrued ‘actuarial liability owed to the SDCERA
- as referred to above. Addxtxonally, services and’ supplies expenses increased due to an increase in the In
Homg Supportlve Services’ individual providers’ costs attributable to an increase in hourly wages and ‘health

benefits, and an increase in demand for services,

Recreational -and cultural expenses ‘increased by approxnmately $5 million or thirty-one percent This increase.
is attributable ito :an ease in salaries and benefits and other charges corisisting of payments to external
entities. for the purchase of Jand for open space preservatlon and habitat in the Department of Parks and

_ Recreation‘

The charts on the previous page illustrate the County's governmental expenses and reveriues by function and
revenues by source. The County’s governmerital activities rely on several sources of revenue to finance
ongoing -operations, As shown, for goverfimental activities overall, without regard to program, operating
grants and contributions are the largest . single source of funds (45 percent). Operating grants and
contributions are monies received from parties autside the County and are generally restricted to one or more
specific programs. Examples of operatihg grants and contributions include State and Federal revenue foF
jpublic assistance programs and for health and sanitation programs.. General revenues such-‘as property taxes:
:and state sales tax and motor vehicle fees are not shown by program, but .are effecti sed to support
program activities Countywide. State sales tax and motor vehicle fees (22 percent) and property taxes (16
* percent) are the second and third largest sources of funds for the County. Public protectiont is the largest
function in expense (35 percent), followed by public -assistance (31 percent) and health and sanitation (18
percent), These ratuos for revenues and expenses: are substantially similar to 2002,

At the end of fi scal year 2002-2003, total revenue for the governmental activities was apprommately $2 9
billion, while total -expenses for governmental activities were approxnmately $3.3 billion.

Other factors congerning the finances of the. County’s major governmental funds. are ‘discussed in. the -
Governmental Funds section of the “Ftnancnal Analysis of the County’s Funds.”
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" MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited) =
R . -(Amounts Expressed in'Thousandsy . - .~ .~ . "¢

- Expenses-and }P.fog_ra'in Revenues - Businesé-type Aci,iyiﬁtiésj: -

20,000

45,000

10,000 1/

5,000 "

Sanftation Districts

§:AEx;:$'e'ﬁses !.Eggg"ré.m Revenues |
~ Revenues By Source "-"Bus-i'neﬁ_ Activities

3% 4%

1%

- 82%

- W Charges for services . Operating grants'and contributions
|8 Cepital granfs and'contribuiions B interest | .

SR TSTER————— e s oot 11 ire & s bl

'Busi_ne's‘s-type.}\éti\ii’t'iés‘ ' L o L SR S
The County hasthreé businéss-type activities: Airport, Wastewater Managément, and Sanitation.. Business- .
type activities increased the County’s net assets by $6,870. - The total revenues and.expenses were

 sighificantly léss than repoited in the previous fiscal year due to the divestiture of the Transit Enterprise Fund;
- which was effectjve Juhe 28, 2002. : B . IR o o

Revenue -

At June 30, 2003, the total revenues including tapital ‘contributions and transfers for the business-type -
actlvities were $33,381. In keeping with the intent  of recovering all or a significarit portion of their costs
*‘through user fees'and charges, business-type activities reported charges for servités as their largest source of .
. revenue (82%). Operating grants.and contributions as well as capital grants and contributions were the other

program revenue sources for the business-type activities. ’ o ' :

S_—
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Financial Re.pqr-if.of San Diego County

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudlted)
{Amaunts Expressed in Thousands)

Expenses
At the ‘end of fiscaf year 2002- 2003, the business-type actlwtles reported total expenses of $26 698. The
program revénues (charges for _services, -operating grants. and contributions, and capital grants and

contributions) ﬁnanced all expenses recorded forthe busmess-type actit ities.

As shown in the charts above, for all of the business- type activities, charges. for services provide the fargest.
share of revenues {82 percent) followed by operating grants and -contributions (11 percent), For fiscal year
2002-2003, the largest of the County's business-type. activities was the Sanitation Districts with total
expenses over $15 million, comprismg over fifty percent of the total business activities..

Other factors concermng the fmances of the County’s. enterprise funds are dlscussed in the Proprietary Funds :
section of the “Financial Analysis-of the County’s Funds.”

~-FI‘NANCI'AL- AN'A‘LYSISO‘F'THE COUNTY’S FUNDS

As hoted above, the County uses fund accountmg to ensure and demonStrate compllance with fi nance-related
legal requn'ements .

Governmentai Funds"

The: focus of the Countys gavernmental funds.is to provide information on near-term inflows, outﬂows, and
balances of resources that are available for spending. Such information ig useful in assessing the County’s
financing requirements. In particular, unrésérved fund balance may serve as a useful measure of &
government’s net resources available for spending at the end of the fiscal year. Types of Major Governmental
Funds reported by the County include the General Fund, Tobacco Securitization Special Revenue Fund and the
“Tobacco Securitization Joint Special Revenue Fund. Nonmajor Governmental Funds include Specnal Revenue
Funds, Debt Service Funds, and Cap:tal Project Funds .

As of the end of fiscal year 2002 2003 the County’s governmental funds reported combined ending fund
balances of $1.35 billion, a decreasé of $23 million in comparison with ‘the prior year restated fund balance.-
Approximately $846 million of the total June 30, 2003 amount constitiites tinreserved fund balarice, which is
available for spending at the County’s discretion. The rémainder of fund balance is reserved to indicate that it
.Is not available for new spending because it has already been committed, (1) to liquidate existing contracts
and purchasé -orders: ($140 million), (2) for inactive landfill maintenance ($92 million), (3) 1o pay: debt service
%72 muhon), and (4) for a variety of other purposes ($201 miltion). )

‘Révenues for governmental functions overall totaled approximately $2 8 bllllon in the year ended June 30,
2003, which represents an 8% increase from the fiscal year ended June 30, 2002. Expenditures for
governmental functions, totaling $3 4 bnlion, a twenty-five percent increase from the. fiscal year efided Juneg.
30, 2002, attributed in large part to additional costs associated with the increased unfunded atcrued actuarial
|labl||ty in fiscal year erided June 30, 2003 due to the Board. of Superwsors adoption -of enhanced retirement:
benefits for members of the SDCERA .

' GENERAL FUND :

 The General Fund is the chief operating fund of the County. At the end of fiscal year 2002 2003, the
unreserved fund balance of the General Fund was approximately $388 million, while total fund balance was
approx;mately $599 million, an increase of $28 million from fiscal year 2001-2002. As a measure of the
General Fund’s liquidity, it may be useful to compare both unreserved fund balance and total fund balance to
total fund expenditures. Unreserved fuind balance represents thirteen percent of total General Fiind
expenditures of $2 9 billien, while total fund balance represents. twenty one percent of that same amount

This is a Specnal Revenue Fund estabhshed in fiscal year 2001- 2002 to account for the $411 mllhon (net of

closing costs and reserve requirements) the County received from the Tobacco Asset Securitization
Corporation related to the salé of approximateély 25 years. of tobacco settlement revenue in fiscal year 2001-
2002. The County will continue to invest these funds in investment. products to maximize the sustained long-
term use of these dollars. Revenue from use of money and property increased by approximately $5 miilion, or
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MANAGEMENT’S DISCUSSION AND ANALYSIS (Unaudited)
‘ {Amounts Expressed in Thousands) o

167 percent in fiscal year 2002-2003, and & atiributable in part'to. the investment of these mories for an '.
entire fiscal year in fiscal year 2002-2003, as opposed to & partial year in fiscal year 2001-2002. S

This is a Special Revenue Fund éstablished In fiscal year 2001-2002 ta account for the transactions of the San
_Diego County Tobacco Asset Securitization Corporation and Tobaceo Securitization Joint Powers Authority, two
component units, that are blended into the. GOun;y's financial statements, ' a S

Proprietary Funds

The County's proprietary funds provide the same type of information found in the government-wide financial
statements, but in more detail, The propiiétary funds financial statements provide separate information: for
the Airport, Wastewater Management, and Sanitation Districts Funds, all of which are considered to be major
funds of the County. Conversely, the Internal Service Funds are combined into a singlé, aggregated
presentation in the proprietary fund financial statéments with the individual fund data provided in combihing
statements, which can be found in the Cambining Financial Statemefits and Supplemental Information section
of this report.. . ents anc 2upplemel Hom sactor

~ There was a slight change in the revenues and expenses of the Airport Enterprise Fung from the previous
year. ' ' o .
. Grant revenue decreased by $1,994 while charges for setvices increased by $1,917.

« Operating expenses decreased in fiscal year 2002-2003 due to a reduction in depreclation é)ﬁ)i'e’héé-;'

‘Wastewater Management o . i - : :
There was a slight change in the revenue and expenses of the Wastewater Management: Eriterprise Fund from
the previous year. . Ce . ' R, L
«  Total revenue decreased by $159. Charges for'sefvices increaséd by $390 while Interest révenue and.
capital contributions decreased by $544. - '
s Operating expenses increased by $334 while operating transfers out increased by $140.

- Sanitation Distric _ S o ;
There was very little change in the révenues and expenses of the Sanitation Districts from the previous fiscal
year. ' : S : o _ T

« Charges for services. remained fairly constant, however interest revenue decfedsed from $2,286

feported. in fiscal year 2001-2002 to $1,294 as reported In fiscal year 2002-2003. ' c

o Operating expenses for fiscal year .2002-2003 was feported at $15,200, down from the. $15,288 as '

. reported in fiscal year 2001-2002. - - .
Fiduciary Funds e

The County maintains fiduciary funds for the assets of the Pension Trust Fund, an Investment Trust, and
various Agency Funds. As of the. end of fiscal year 2002-2003; the net assets of the Pension Trust Fund
totaled $4.1 billion, representing an Increase of $569,768 In totai net assets since June 30, 2002, Ttie change
is primarily related to contributions by the Courty from: the proceeds of pension -obligation bonds. The
Investment Trust Fund’s net assets totaled $2.5 billion, with an increase i net assets of $554,244, primarily
" resulting from an Increase in contributions into the ‘pooled investments relating to the proceeds from new
school bond Issues, offset by an increase in distributions from pooled investments relating to the use of schoot”
bond p_l’oce'e'ds‘; . ' . L R : R

. General Fund budgetary highlights

“The County’s final budget differs frory the original budget in that it 'cohtainé éﬁ#pjem'enfal ébp:dpriaﬁ6n$ :

approved during the fiscal year for various programs and projects, as well a8 blidget corrections and account *

reclassifications. At June_ 30, 2003, the variances bétween-the original and final budgets for tiet current :
_ revenues over .(undér) expenditures and fof other financing sources’ were (§603,619) and $513,150,
respectively, for a total variance of ($90,469) in budgeted fund balance. Significant variances were caused )
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_ Financial Report of San Diego County

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited)
. (Amounts Expressed in Thousands) .

+ $737.3 million from the issuance of Taxable Fension: Obligation Bonds. Bond proceeds were expended:
to réduce the County’s unfunded actuarial accried flability to SDCERA. . T
. *  $36.1 million in capital projects; including $12.2 million in parks projects and land acquisition, $8.2
million i projects related to public safety, $5.3: million in library projects, $4 million in projects for
~ ‘San Pasqual Academy and the Polinsky Children’s: Center, and $2:9 million to plan for the Waterfront
Park. These projects were funded substantially by ptior year's fund balance, managetnent reserves,
transfers. of appropriations, grants, and donations from private parties. : ‘ o
- %  $11.2 million inincreased payments for salaries and benefits. Significant changes include .an increase
of i million in incentives earned through the County’s Quality First program. THe Deépartment 6f
ipport Services had a decrease of $2.5 million due to reduced State and Federal revenues. -
million in_payments for services and supplies. The County appropriated -an additional $10.1 -
mikion for information tectindlogy .and telécommunicatiéns, funded: substantially by prior year's fund
balance and management reserves. In addition the Health and Human Services Agency had met
supplemental appropriations of $11.7 million across a number of programs, due to increased fees and.
State and Federal revenues. The Department of Child Support Services had a net decrease of §6,
illion due to reduced State and Federal revenues, : |
% $30.9 ssifications between Federal fevenues and State revenues: for the
' Health .and Human Services Agency resulted from increased budgeted Federal revenues and decreased
budgeted State revenues. : ‘ : .

Actual révenues fell short of the final budgeted amounts by $64 million, while expenditures fell short of the
budget by $281.1 niilljon, The combiriation of reveiue and expenditure shortfalls resulted il a net positive
operating variance of $217.1 million. Other financing sources and uses. of funds: resulted in a negative
variance from budget of $11.3 million. The variance -of net change in fund balance from the final budget was:
a positive variance of $205,8 million. Some.highlights of the actual results Compared to budgeted results are:

Salaries and Benefits.. - In ‘the current environment of uncertainty. over State and :Feder.a"l‘ funding, ‘many
County functions. deferred ng staff-for ongoing programs 1n anticipation of future budget constraints and
planned increased retirement costs beginning in fiscat year 2003-2004. The total positive variance in this

category is $44.9 million Counfywide.

Health and Sanitation and Public Assistance. A decrease in expenditures for these functions within the
Health and Human Services Agency of $91.1 million is related to reductions in: service level requ rements,
‘decreased need for contracted services, and reduced aid payments. These lowered expenditures: are offset by
correspongding reductions in Federal and State revenue, - B o

Strong real estate markets. The real estate markets in San Diégo County have b  for several

years due to low interest rates and high deriiand for residential real estate. Originally projected to begin to

show weakness in fiscal year 2002-2003, this segment of the economy contributed: to positive variances v
several revenue categories, including $12.7 million in property and other taxes and $8 million in charges for

document and recording services, as part of the overall positive variance in ¢hanges for current services of -
$11.8 million. - o - ’ .

' Delayed expenditures, The budget inciuded $12 million in-appropriations related to debt management,
Including $7 million te commence a program of long-term debt prepayment. With the uncertainty surrounding
“funding sources from the State and in order to maintain flexibility for one-time resources, -no prepayment was.
-made, . In addition, Information Technology and other muiti-year projects experienced delays,, including $7.7
million in unspent appropriations for County-wide Enterprise Resource: Plarining projects and $5.9. million for

the Sheriff's Department,

~ Reserves. The County reserves from prior years’ fund balance decreased by $4.9 million. Primarily this was
attributed to changes in reserve for encumbrances, which decreased from $98.7 million in fiscal year 2001~ "
2002 to $94.6 million in fiscal year 2002-2003.
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MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited)
. (Amounts Expressed in Thousands) - j

Capital Assets-and Debt Administration
Capltal Assets

At June 30; 2003, the County’s capital assets for both the governmental and business-type activities .
amounted to approximately $2.7 billion net. of accumuilated depreciations The Investment In capital assets
includes land, construction in progress, structures and imptovetnerits, equipment, and [nfrastructure

(including roads, bridges, flood channels, and traffic signals), The significant expenditures for capital assets in-

fiscal year 2002-2003 aie as follows!
Governmental Activities

o $37;868 towards the construction of and improvements.to County maintzined roads. These -
~ expenditures ar¢ ongoing. ‘ . ‘ A '

»  $29,984 towards the construction of the East Mesa Juvenile Detention Facllity. Total project: costs
are estimated at $52,952. o _ 3 o X ‘

s - $4,446 for the reconstryction of Edgemoor Hospital. Tatal project costs Are estitnated 4t $5,690.

« $3,450 for acquisition of Derbas real property (Escondidp) for the purpuses of wildiife kabitat
preservation ahd restoration, o - o S , )

»  $2,666 for dcquisition of real property for the replaceinent of the Downtowh Cotiktholise.”

« $2,605 for the North County Regional Center Courthouse Anriex Remadel. Total project costs are
estimated at $5,507. . o L ' P S :

o $2.589 towards acquisitions. for the Multiple Species Coriservation Program, -

«  $2.325 towards the Kearny Mesa Assessor Recorder County Clerk building. Total project costs are
estimated at:$6,868. S e S

. 2'2‘,13.'.0; towards the construction of the Spririg Valley Libraty. Total projéct costs are estimated:at

3,459. : ' : o ‘ ’ .
o $1,938 towards the construction of bridges.

iness-Type Activities - - ‘ " a

o 2,867 for the improvements at the Ramona: Airport, The costs include $1,096 for the runway
extension, $1,560 for the sewer construction which is estimated to cost A total of $2,437, and
$214 towards the construction of the control tower which is -estimated to costia total 42,
e $2,106 for the realignment of the taxiway’ at Palomar Airport. Total project costs are estimated at’
$4,728. : : : o A

« 4754 towards improvements in the Spring Valley Sanitation district inicluding outfall’ manhole:
replacement, Jamacha Boulevard 8" Sewer construction, and the Whitestone Canyon sewer line

, upgrade. Total of all projects’ costs are estimated at $6,600. = . L .
-« ' 4208 towards the replacement of the Galloway Pump Station Force Main in Alpine ‘Sanitation’
District. Total project costs are estimated at $2,100. ' ' o .
» $260 towards the replacement of the Julian Sahitation District septi¢ tank and aerobic digester.

Total project costs are estimated at $629." ‘ o '

For government-wide financial statement presentation, governmerital fund depreciable capital assets were
depreciated from acquisition date to the end of the current fiscal yeak. Goveérniviental fund financal

statements record capital asset purchases as expenditures. , ’
Additional information about the Courity's capital assets can be found n’ the notés to .the basic finantlal
statements. ' o , S o

Long-Term Obligations:
At Juhe 30, 2003, the County had outstanding governmental activity: long-term obligations of $1.999 billion .
and no outstanding general dbligation bonds. Of this-amount; $395 million pertains to otitstanding certificates
of participation,. $41 million pertains to capital leases, and $1.563 billion pertains to’ other long-term
obligations that include $824 million of taxable pension obligation bonds, $449 million .of San Diego County
Tobacco Asset Securitizationi Corporation Bonds, $101 million for claims and judgments, %101 million for
landfill closures, $75.4 million for compensated absences, $7.1 :million for other loans, $4.5 mitlion for
Redévelopment Agency revenue bonds, and approximately $1 million for arbitrage rebate, :
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" MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited)

(Amounts Expressed in:Thousands),

- “Long-term ‘obligations for business-type activities totaled $494 thousand and consisted of $299:thotsand for
- compensated absences and $195 thousand fot a long-térm contract pavable in the Spring Valley Sanitation.
District, - - . S o T oL |

- During fiscal year 2002-2003,. the Courity’s total principal amount of long-term ‘obligations: for.governmental

. dctivities increased by approximately $496 miillioh: The increase is due primarily.to the Cotinty of San Diego’s -

- Issuance .of $737.3 million .of Taxable Pension Obligation Bonds. The general long:term ‘obligations for the
business-type activities-increased by approximately $17 thousand.. - S , S

 The County’s credit ratings on its bonded program are as follows:

~ Certificates.of Pa jon.
Pension Obligation Bonds . o S oo
1994 Series A Aa3 .. . . OAA- o - Not rated

2002 Series A, B&TC | A% U pA- LA

-In addition, the County. has an Underying General Obligation rating of “Aa2: from Moody’s and &n Issuer
Creditor Rating -of AA from Standard & Poor's. :These ratings reflect.the ‘County’s. favorable general credit .
characteristics, which include a strong local economy, a sound financial position and .a ‘moderate debt profile.
-However, -on. October 2002, Moody's placed a niegative outiook on all- Califorfiia county debt (except San
“Francisco). This' is a result of the State of -California’s -pending decision to. divert’ revenue from _local

governments: due to.any budget shortfall,

- Useful bond. ratios to -man;é.gemént, citizens, and investors are as follows;

SRR _ RN ;.9 2?'
| $1,191,754 - $690,308

‘Ne N
Neét Bonded Debt per & o :
Capita. . g4z $237
Ratio .of Net Bonded - L ; .
Debt to Assessed Valye - .51 percent . .32 percent

In March of 2002, the County fimplemmerited a riew enhanced retirement package resuiting in the increased

unfunded accrued actuarial liability to the SDCERA. in October 2002, the County issued $737.3 million. of
: "t;xa‘ble Pension Obligation Bonds to finance @ portion .of this liability, - . . .

Additionalinformation. abiout the County's long-term obligations can be found In the notes ta the basic -
financial statements. - . A S T :

: lécor__upmic factors and next year’s budget-and ratgs

»  Thefiscal year 2003-2004 General Fund budget utilized $149.2 million out of $388 million in unreserved - -

fund "balan'c:e.' Fund balance is used as a souice of funds for ohe-timé items.

» The development of the fiscal year 2003-2004 budget was based on expectations: for demand for services.
and availability -of funding to support those services, Three related factors pose significant negative risks.
" to our expectations: the State of California’s budget: -crisis; the continuing weakness of the State’s
economy; and, the political and budgetary uncertainty: brought on by the October 7, 2003 recall of ~

_ Governor Davis, : - - S : R ~
o The U.S. and California economies continue to-give mixed signals regarding solid growth. The San "
Diego economy, however, continues to show positive but slow growth (i.e., gross regional product. -

at 7.7% for 2000, at 2.6% for 2001, at 2.4% for 2002, and at.3.3% for 2003). .

~ 33
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‘Financial Réport of San Diego County

MANAGEMENT'S DISCUSSION AND ANALYSIS (Unaudited) ==
' - . (Amounts Expressed in Thousands) o o

o The State of California’s budget: crisis, which began in fiscal year 2001-2002, s fueled largely by a
dedline in taxable income. The decline in taxable -income is. directly. related to ‘the weakened
. econamy and the huge stock market declines that. occurred beginning in March, 2000, The State
also faces. legal challenges: to debt financing a portion of its revenue shortfall. Counties, as agents
of the State, rely heavily on State revenrues to furid locally provided programs. Further, the State
Has taken action in the past which has intertwined State revenues Wil I discretionary
reveriges. (See discussion on Vehitle License Fees below.) The State’s budget crisis Is not likely to:
be resolved soon. The Legislative Analyst's Office. has estimated a. budget shortfall of -
approximately $7.8 billion for fiscal year 2004-2005 assuming the deficit financing plan for fiscal
year 2003-2004 succeeds. o N L .

el

s The Governor Elect took office in November 2003 arid must balante campaign promises with the
fiseal and legal realities facing State government. SR e

The County’s general purposé revenues; With the exception of y&hicle license fees f(\lLEj_l';(j;e».,: property

tax, salés tax, real property transfer tax, transient occupancy tax and other minor revenues) continue to

perform well. Specifically:

. significantly below the fiscal year 2002-2003 level due to State policy actions. S

The largest source of general purpose revenues is property taxes. representing 55% of the total.
Property taxes have not been directly impacted by weakness in the State economy. In contrast to. the
slowdown in the job market, demand for Housing, bobsted by low interest rates, has rem ined strong
ac attested to by significant increases in property values, Property taxes for fiscal year 2003-2004 are
expected to exceed. fiscal year 2002-2003 actuals by 7.8%.. . - S

VLF révenue is budgeted at a level 2.2% greater than the actual for fiscal year 2002-2003:and makes
up 30% of general purpose revenues. However, the actual fiscal year 2003-2004" revenues will be

' pecifically; in 1998,
the State reduced the VLF paid by the vehicle owners and backfilled the revenue loss:to counties and .
cities from State general funds. The fiscal year 2003-2004 State Budget eliminated the VLF. backfill . -
and reinstated the 2% license fee to vehicle owners. The VLF backfill was eliminated for the éntire -
fiscal year, but the reinstatement of the 2%, fee was made effective October 1, 2003, inorder to give
the Department of Motor Vehicles sufficient time to repragram its computer system. The :‘County.
anticipates a shortfall of approximately $31 million..as a result of this three=month finding gap. In

addition, the State has chosen. to keep the Realignment Program whole with respect to: the portion
funded by VLF. That decision means the loss of an additional $7.5 million to.

‘ C the: County’s-general
purpose VLF revenue for a total of $38.5 miliion less than the $195 million. budgeted in fiscal year

© 2003-2004. This revenué 10s$ will be made up through a combination of over-realized revenues: in
" other general purpose revenue categories (as available), savings
‘ unappropriated fund balance from fiscal year 2002-2003.

in departmental “operations -and’

Sales tax, approximately 3.1%. of general purpose revenues, has been mopé sensitive to ‘the

slowdown. It was budgeted conservatively at 2% below fiscal year 2002-2003 actuals but: 6:8% above
‘the fiscal year '2‘0‘92'-.2__.003. budgeted level. | - ' : ' '

The real property transfer tax makes up about 2.6% of the general purpose. revenues. Itis based on
the dollar Value of property sales and has been favorably impacted by the active real estate markets

in the current environment of low interest rates. This revenue, too, was budgeted. conservatively at

120% below fiscal year 2002-2003 actuals, but 6.5% above the fiscal year 2002-2003 budgeted level.
REQU'ESTS FOR INFORMATION

 This financial report is designed to provide our citizens, taxpayers, customers, and investors and creditors:
" with a general overview of the County’s finances. and to demonstrate the County’s accountability for the

money it receives, If you have questions about this report -or need .additional financial information, please

' cotitact the Auditer and Controller’s Office, County of :San Diego, located at 1600 Pacific Highway, San:Diego;
California 92101. . ) ' o IR ' -
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Financial ‘Repbrt of Sain 'D'i"'egb County

ST,ATEMENT OF NET Asssrs
June 30, 2003

ASSETS . .
Current assets: B T _ I S o
Equxty in :pooled cash and mvestmems e . & 792,586 . 70,910 . 863,496" o 152,091 -
cash cal ag : | 6Dy, 772 . . : : - -
. 7,538 3
Aegounts andnotes receivable - 325,359 - 1,696 - 7,989
TaXee teceivable, net T - 15983
Internal balances . ' (106). 106
sAdvancesto otherfunds : T ,494
~Inventoty of materials and suppl[es '
- Deposits’ thers S

Prepa(d (te_

Noncurrent a;sats‘
Restricted assets; e S I o _
Investments ol S 45413 o - " 45413 .
Deferred charges - . S 54,348 . : o s -4,346'
- Capital assetgs ’ R - ST .
Land, construction and contracks i Eprogress 443649 21,307 " 464, 1956

‘Other.capital assets, net of depﬁec‘iatlon o 2 222 135 .. 50,449
% vw@rwwﬁ;iw %"‘é&,\ 2 25 39 A A ARIECECNS

Current liabilities: - ' s . L o L . - ) R
Accounts payable B ' . .75,000 : 1,616 76,616 .0 1882

. Aacrued; payroll " : ‘38475 - - 178 - 38,653 Lo

_ Amount due for tax. & reveniue anticipat 'n notés 139,038 . ' - 139,039

- Accrued interast coeeo o 25,402 : 25,492
Advarnices from otherfunds . S 9,494 e S 9;

- Deferred revenue . - L .82,672 .

Current porﬁo't of long-term obligations - ) 93,932

3%? %A RGOSR A
‘Noht:urrént liébllit{e's,

oncurrent portion o longterm Sigations L LO0SATL . ags 1,505, 635

NET ASSETS : : : . .
Invested iti capital assets; net of related.debt 2,261,697 . 71,293 2,332,990
Restricted for: S A , . e
‘Capital projects CoLr S T - 15 ' 147
Debt service . ' - 88,530 88,530
“Ihactive Tandfill maintenance ) ’ - 92,218 S 92,218
:Other purposes. . : 5.2,935' : 62,935
Unrestncted . ’ 357) 236,998

b S )

The notés to the basic financlal statements are an lntegral part of thls statement
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_‘Financial Report of San Diego County.

Primary governmenti-

Goverhmental activities: , S T
Genetal governmient S it % . 234,062 121,070+
Public.pretection .. -~ - - 1,140,484 . .. 170,228 .
“ publicways-and facilities- : - 142,356 S 18,017 -
Public assistance - . . . 1,035,065 ' 7,338
Health and sanitation 598,189 -
Recreational and :coltura © 23,520
Education 30,850

. Business-type activities:
Wastewater Management: - Yo - . 4,357 : . 4,496
Sani tricts L 218 : -, 44

BT

Component nilts P D
. First-' 5§ Commission s - 24,016

_General revenues:
Taxes:
Property taxes-
Franchise taxes. . B .
_ State sales tax and motaor vehicle fees .
- Interest °° o S
- Speciai Item - :gain on sale of properties

Teansfers B
PR IR
~-‘Chapge in net assets =~ .
" Net ¢ - beginning, {restated)
TeEs: R I e s

! assets

- aSSENS:

(Cont)

The notes to the basic financial statements are an integral part of this staternent.
o - 38
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Financial Report of San Diego County

STATEMENT OF ACTIVITIES
. Far the Year Ende. June 30, 2003

‘\.

AR g> 2
»,U}:, "‘. OK.J.LL.\.&‘ 2

' 1.Primary governmen_t_:_
: : C o o Governmental activities:
(106,455) . - (106,455) N General governmeiit -
- (781,735) ’ ' {781,735). . - . Public protection
{71,762) o (71.,762) . "~ Public ways.and. facilities
(207,932) Co - (207,932} . ' Public assistance
(264,530) S 1(264,530) " e ‘Healthand sanitation.
{7,603) - (7,603 . - * Recreational and cultural ,
£26,896) : ~ (26,896). . Education .
D (87:627) L _ (87,627). . ' .. Interest expense .
?‘%ﬁﬁf@;ﬁ-ﬁ}*ﬁ%&%}“;f“ RN SR ST S R RS :

o A o Busmess-type actlvitles
© 4,040 4,040 - < Airport S

- 145 © o145 _ ‘Wastewater Management
1,061 . .- 1,061 - Samtat:on stt'icts o

o Component Uriit:
- ,¥.'5;i1-0° First 5 Commassion

)\{Jﬁf@@&/%wx‘. e NSRS -

General revenues‘

L - R - Taxes:
$ 459,340 ' 459 340 B Property taxes:
3,964 3,964 s -Franchise taxes '
636,225 - 636,225 . I State sales tax and motor vehlcle fees
30,213 - 1, 437 31,650 . 3,873 -Interest

501 : ‘Special item —gain an sale of propertles . "
L Transfers ) L .

K (424 484 T 6,870 (41 614)
2,612,639 ° 144797 2757436
% X Ve 59 3 :i‘ > ’

18 973 change in net assets
139 255 ° Net asse!s b mnlﬂg (restated)
235N el DR

The notes. to.the basic financial statements are an jitegral part of this statément
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: a NCESHEET .
GOVERNMENTAL FUNDS -~
June:30, zoos
(In Thousands)

ASSETS AND OTHER DEBITS , . : :
Equity in poo!ed cash and Investments- o $ 355,746, Co 332 =
Cash with fiscal agent . C - © 150,719, 374,982 54,908 -
- Collections, in transit ) - ' 6,996 A 7,254
Imprest cash o S o 344 _ _ 331
Investments , S 2 C T o 2
Taxes receivable S - 15,983 : o C.Ewoo . 15983
~Attounts and potes recelvable - : L 164,904 - e - 382 ois 280,100
" Due from other funds o L 203,886 - E -2 "235,233
Advancesto otherfunds i . 689 . - 1,106
Inveritory.of matérials and SUpplies S IR - 6,748,
Déposits with others . o ' '
. Prepaid items
Réstricted assetsi-
Investments

621,159
609,772

'L!ABII.!TIES AND FUND BALANCES .
. Liablljties: - : T o o . S o
Accounts payable - , . g , 42,361 . o : . 43,213 - B5;574
. Accryed payroll . 36,347 . g : S : . 2,101 37,448
' ~_.Amountdue for tax afid.revénue ant:cnpatlon notes : 139,039 A B T T ClnoonoL oL, 139,039
: 15 623"

Due to otherfunds , ©. . 23,476 7,934 126,243
Advances fromy: other fuiids ) L . ST 18232 1
ER L L R —— 67,100 L o 6,986 74

Fund balances. R /
Reéserved for-encumbrances . Ced : -7 94,617
Reserved for notes receivable and. advances . . 7,551
Reserved for deposits with:othets. S
Reserved far inactive [andfili malntenance s °
Reterved for inventory'of materials and supplles - . - 6,748 :
Reserved fordebt service . U 41,813
Reserved for other purposes . Lo 101,361 T 13,567
Unresefve&: , P Sl ,
Deslgnatedfor subsequent years expenditures e 119,421 sl
Undesignated : U 268,983 - 368274 - . o
~ Unreserved, reported in nonmajor, o ' T
Special revenue. funds
Capltal pro;ects funds

139,678
37,862
1,085.
'92,218:
" 7,067
71,833
155,287

- 119,421

The hotes to the basic financial statemients are an integral part of this statement

40
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© Total furid balaiie

statement s
: the life 'of the bond lssue‘

" Bond. premlums are recognized as revenue i govammental Fungds In the ye
-tecorded as a. Iiability and amortized over the life of the: correspondrng bonds:

Fmanclai ‘Report 6f $an Diego CoumJ:L '

RECONCILIATION OF THE: GOVERNMENT AL. FUNDS BALANCE SHEET TO

THE GOVERNMENT-WIDE STATEMENT OF NET ASSE!S
June 30,2003 ¢
{In_’l‘housands)

sts represént the deferred ‘costs ‘on the refunded~
amortized over the' remalnmg fife of the 1994 pension

tsohd issuance costs are reported asa deferned chafga and amort:zed over .

Interest of bng-'t ﬂebt 1s ndt accrued in goVemmental funds, but rather ls recognized as an’

'expendltur;ewhen .uex .

the: focus oF gov mmentaifunds is o short-term ﬂnanclng, some assets will ot be
availableto -~ d eéxpend , Those assets (for exarnple, receivables) are
offset byde ferred reve ,es in the govemmehtal funds and thus dre not included in fund balance‘

Liabilities:for long=term debt are not accrued in governmental funds, but rather are recognlzed as
an expenﬂltures whan die. .

- of, §él‘_e: and a,i-’é- :

Long-term liabilities applicable to

County's govemmental ‘aétivities are.not due and payable in
the current period and accordingf:

aré not reported: 4 fiind labilities: Ail Iiabilll:les, current aind

- tong-term, are recorded in the statement: of net assets.

o Intemal service funds are used by nidnagement to cbarge the costs of certain act’vlﬁes, suchas
Tnsipance aid télecommunitations, to individuals funds,, The-assets and Jiabilities of certaln internal
servlce funds are included in govemmental activities in ihe statement of net assets.

994 were, partially refunded through the Ksugnze of

‘ $1,350,787

- 17,590

10,278

26,481

5. D 2,566,515

(25,478)

30,020

(7,686

o (833)

895,579)

15,868

The notes to the basic financial statemeiits &re 4n intégral part of this statefneit

o
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Fmanmal Report of San Di _ggo Cnuntv

STATEMENT oF REVENUES, EXPENDI_I 'Es, :
" AND CHANGES IN FUND BALANcEs GOVERNMENTAL Fuuns
Year Ended June 30, 206$ ' :

o Revenues'
Y Taxes . '
Licepses, pen:nlts and franchises
Fines, forfeitures ahd penalties
Revenue from use of money and
-property .
Aid from other govemmental agencies' ‘ R
State . . o o . '709"’693
Federal D : :
Other .
- ‘Charges for currentsersnces
Other revenue -

©oyeai . . 307

234

_Expenditure;s;

Current: : ST L L.
General - . 192,720 e D 2 %
Public proté;itlon . ' ' o 1,123,518 : o S
Public ways @nd facifities - 21,855 - ‘

“Health and: sanitation - ' . 569918 -

" Public assistance ' . 945,562 -

. Education .- . . 6,649
“Regreational and-culfural

Capital outlay
Debt service:

Pnncipal

Excess of revenues over . o T LU
{under}: xpendltures N v 3653,023) . 7,841 - - . 349

. Other- fln‘ahcing sources (u_é_es)i:- . B
463 : 474

Sale of capital assets 1 . : 3 '
‘Long term debt proceéds. o 560,450. ... e C. 436 ¢ 560,886
Refunding bonds issued _ © 176,890 < - e e 176,890
Payment to: refurided bond escrow agent ... (176;890) T R (17.6,3}_9,9‘)
Transfersin A : : ' ' . 290,19 . 768;997

EXcess "of revénues over uder)
expeénditures and other

~ financing sources (uses) ‘ ' 29,'363?-' (19,108) o 3',493_1" T (35,895) . (22,147) -
Fand balances - beginning bf year (restated) 570,352 . 387382 51,889 364,505 1,373,928
Increase {decrease) in: o ) )
Reserve for inventory of

ma*erlals and supp'ies N

The notes to the baslc ﬁnancial statements are an mtegral part of thIs statement
TR
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Fina’ﬁéiai’ Report of San Diego County

. RECON" I,IATION OF THE STATEMENT OF RE’VENUES,
EXPENBITURES, ANDCHANGES IN FUND BALANCES OF GOVERNMENTAI. FUNDS
- TO THE: ST ATEMENT-OF ACTIVITIES o
Year Eirde d:June 30, 2003
{In Thousands)

:Govemmental funds accrue pmperty tax: revenue, which is deemed collectlble within sixty days
3 fy in the statemerxt of activities the tetal amolnt estlmated te ulttmately be colle ed.is -

12,658

Adjystment_ fof reserve iforzlnveﬁtbfy of ma‘teﬁale -ahd:suppl’i'es. o . ' C . 4999

Longrterm revenues are not available ascurrent resources, and therefore are.not reported as - S
 revenue in the govemmentatfunds: _ o : o ’ . AL,338)

Governmental funds report. cap|tal outlays as expendltures However, in the statement of achvmes
the cost-of those assets is allocated over the estimated useful lives and reported as depreciation. IR :
‘ ;e&tpense This is the amount; by w“n(:h caputal éutlay exceeded deprecnation i the current pened . 360

Internal servlce funds are, uséd by management to charge the costs of certaln: actlvnties such as

insurahce and télecommun ations, to individual funds, The adjustments for inteftial Servicé funds

: ds by charging. additional amounts to participating govemmental actiwtues to. : .
Anternal service fund's costs for the year. . a : 23,098

'Under the modified accrual basus of accounting used in the govemmental funds, expend‘tures for

thé-Courity's fong term. obl‘gatuqns for capitat leases, claims and judgments, accumulated unpald -

employee leave valances, Toans and arbitrage rebate, .are. not recognized: until they mature.. In the A
- statement’ of activities however; they are reported as. expenses and liabilities as -they accrue - : (3,411)

B Bond issuance tosts are expended in govemmental funds in the year of sale.and are cap‘tallzed .,
and amortized over the: life of the corresponding bonds for purpose of the statement of net assets. = A 116,539

-Repayment of bond principal as well as refupding of bonds whigch are cons:dered a repayment of

principal are reported as an expenditure in-governmental funds and thus, has the effect of reducing

fund balance because current financial resources have been used, For the County as. a whole,. -

:however, the principal paymenits reduce the liabilities in the Statement of net assets and db pot

;resu!t in an expense in the statement of activities. The County's 1ong term debt: was reduced by the .

. .amount of princnpal payments made to bond holders o L ., 88,846

Interest expense’in the statement of actwities dlffers from the amount reported in govemmental
funds because additional interest. was calculated' for bonds .and notes payable and amortization of
_ capitalized bond discounts afid premlums wh:ch are expended in govemmental funds in the year CoEe . -
' :paid. ‘ - {13,759)

Bond proceeds are reparted as ﬁna—ncmg seurces in governmental funds and thus contnbute to the -
change in fund balance., In’ the government-wide statements however, Issuing debt ificreases : L
", Johg-térm liabilities in the. statement of net assets and does not effect: the statement of activmes. . .. {560,886)

The notes to the basic financial statements are an integral part-of this statement .
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. financislReport of San Diego County. . " . .o
: STATEMENT OF NET ASSETS . R
: PROPRIETARY FUNDS -
_ June. 30,2003 .
- (In Thousands) " .

Cytrent dssets: L o . . . T
Equity In pooled cash and Investments = . ' [ 2 % ¢ v A A T 1,705
Collections In transit. C , . . : R T oo -

Imprest cash. I . . | SRR C e
Accoutits-and notes recejvable. B - 1,477 CooT T IR §

‘Due from otherfunds o ' T 820 - ' A 7

Advances to other funds - S o . ' 9,637
fnventory of matetials and. supplies. . )

R 7 SEROIR IO
" .Capital assets: ) B '

- lLand; - L . _ 6,401
- Cohstruction and contracts In progress S ' ) 15,898 - - - Co _ .
Buildings and.equipment = L W5 s S 508
Infrastructure. SH ; SR : S S

- Less accumuieted

depreciation

Current liabilities: : , o
' iAccounts payable- - . COERTR ’ C T 1,453
Accrued payroll - L o I 8
Accrued intérest . . . .

* Due to other funds- :

. Clatris.and judgifients -
‘Advancesfrom otherfunds . . - _ . . D o
Compensatéd absences T . Az e 18

Déferred révénie ' S : o 12 . R ‘ .

Bonds; notes ang | '

R AR e

- Noneurrent Jigbilities: s P . _ _ ' T
Compensated absénces ) : 108 - - o ' 161

" Claing afid judgrierits ) - , . , e

~_Borids, notes ble

swe ot

. NETASSETS - " : . oL . . . A
- Invested ify capital assets, net ofrelated dest = o 28,817 o ' ~ T 468
" Restricted fi . . - : . . R ‘ o SR

Capital projects.
Other purposes
Unrestricted

o TCont)

The notes to- the basic financisl.statements-are an Integral. part of this statement
— . T 44
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: '.Restdcted for:

Fmancial Repoirt of San. Dlego‘(:ounty

STATEMENT OF MET Asssvs'

1mprest cash
-and notes reoeivable

Constmctlon and conthacts in pr:ogres
Buildings and equipment
Infrastructute
Less accumulated depreciation:

R

- NET ASSETS

amoums reported for business-‘type activi

" net assets:are different because certairi internal service fund a,ssets and B
l‘abl!lties are i .duded wuthbus: &ss.type_activl.ies . . {81

" The notes to the basic financial statements are-an integral.patt-of this statement

45.
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Financial Report:of San Dlego County ..

~ 'STATEMENT OF REVENUES, EXPENSES,

' - CHANGES IN FUND NET ASSETS
PROPRIETARY FUNDS :

Year Ended June 30,2003 . -

202N

W

LG

llahebls -
BEranG reserk

_ OPERATING EXPENSES
“Salaties o
Repairs and maintenance:

Contracted services' ~
‘Depreciation . .
Utilities +~

- Cost of material

Clalms and judgments:
Fuel '
Othier operating £xps

B AT

Gain (loss) o

Capital contributions . . - T
. Transfersin . o . 240 L .
Transfers (out) . i , e

o7 RIS 2] EIXS1S
Total net

The riotes to the basic financial statements are an Integral part of this statement: .

46"
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Financial“ﬂeport ‘of San Dlego County

STATEMENT OF REVENUES, EXPENSES, A_ND
CHANGES INFUND NET ASSETS:

PRGPRIETA. Y FUNDS
Year Ehded June 30, 2003

~/ AR
OPERATING REVENUES
Chargesfor servnces

i ',7-.82

AN T on AR
OPERATING EXPENSES E - . ' ;
Salaries _ L o 4,679
Repalrs and maintenance P 2351 . 2,916,
Equipment renfal . 4 S . . . 878

Sewa eprocéssing 10,36 - . 10,1617

Claitms and-;udgménts
Fuel
. .Dther operating expenses ' : -

NONOPERATING REVENUES(EXPENSES) o e . o R
Interest and dividends S , T . 1,294 . 1,432 L7588

Graits ‘ . : o o : _ © 3,769
Interest expense - . . {16) L (16¥ (121)

Other honoperating revenue T | S ) 5.
Gan floss) oY dis' osal of equ[pment _ o _

Transfersin - T o o . 740
Transfers (out) ' = :

YAAL
J. w; \‘:-}.w:\)%

actuvmes are dxﬁ‘erent because the net revenue. (expense) of certain .
‘ :rtemalservxcefunds are reported w:th business-type actnnt:es (8D

The notes to the basm ﬂnanc:al statements are an mtegral part of thls statement . o
47 T S TSR

B-29




Cash'ﬂows from: non-capltal ﬁna ¢ activities:
Property mxgs e

Cash ﬂows from. , pItal and reiated
'ﬁhancmg activities: -
Loans from other-funds”.
‘Lozn to other funds

' ‘Grant revenue L . : _
Acquilsition of capital assebs oL oo (5:382)
Capital contributions. . . S
‘Proceéds from sale of &quipmeént -

Prlnclpal pald on lcng‘t:erm debt

0perati‘ng come. - A IR e 264 Y ¥ a
-to reconcile: : : . _ o
-compensated absences oo 18 L4

(1) 18 T

Inc-(decy o (124) . . {1e7)
Inc (dec) in gecounts payable : : (1s9) - . e & {3,625) -
Inc {dec) in claims and. judgments S , - IR T
Dec (inc)-in accounts receivable - : 1,064 T : 615 .
Déc (inc) in ifventory - C 69 38 :

" Dec (int) In deférred credits . .
Dec {in¢} iri due from other funds ' _ 130 75
Dec (inc) in other current assets
De"'edat’on C " : : ; S ‘76‘9 26

‘Nonh-cash i‘n\)gsting and ‘capital ﬁﬁaﬁ‘cing'-activitles: .
Accruéd integest ' . % . 3 20

{Cont)

The ndtes to the basic finaricial stdtements are an integral part of this statenient
o 48
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ancés'-. om {to) other funds
g eed Y av N

SNTISAD

Cash fiows from:capital and¢ related '

ﬁnancmg;actlvlties__
" ' 414
Grant tevenue | . : . . . . 7,434 . R
. Acquisition of capital assets, ] o o . T2;312).. - (7,694) . (20,710):
Capital contributions  : - i P ’ o 833 - 833 . 7,142
- Proceeds from sale-of equipment. - ¥ - ~ . e S : . 6B6
Prificipal paid o fong-term debt o (s B ¢ D - (2,694)

__Inferest paid oﬁ long~termd 6t -

Ing (dec} n due to.other funds _ o . A
Inc (dec) In accounts payable . _ . (25)
inc (dec) in claims and judgmefits : . . ,

.Dec {inc) in deferred credits
. Dec (mc) in due from other funds

Non-cash: lnvestmg and capntal ﬂnanclng activit‘es. _ . N oo . :
Accrued mterest % ‘ - 162 185 . 92 .

The notés to the basic financial staternents are an integral part of this'statement
‘ ‘ s . ~— 5 —
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'Finanéi‘a’l Répdrt 6f' San Diego Cc Cous ty..

STATEMENT oF FIDUCIARY NET ASSETS
FIDUCIARY FUNDS ' B
June '3 ;2003
(Iu Thousands)

" Equity in pooled cash and investmenm

Cash with fiscal agent : 54 -
Collections in transit 15,567 .
Imprest cash: 5
- Investments.- 1
' Taxes receivable 194,995

Accounts recelvable
- Due from other funds:
*. Capital assetsnet S

: -uABnmEs L
Accounts payable o ' o ', . 110,333

"'Due to otherfunds. : o I 44
Obligations under-securities Iendlng . o 329,126

. Dye to other: governments L : co -

_ Amount due for: commerdal paper notes

The notes to the basic ﬂnancial statements are an integral parx of this statement
50
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Fiﬁan‘ciaa Report of San biego- couhty:- ;

STATEMENT OF. CHANGES iN FIDUCIARY NET ASSET S

Year Ended June 30 2003
o (m Thousands) '

ADDITIONS
Corntributions: : .
Employer o ‘ $ 616,113
Plan members. ’ T Ll * 34,666.
Contributims on poo!ed mvestments{ o .

!nvestment earnings: Lo . . '
Netincrease_ln falr Vvalde of Investments o o 92,507

Less invéstifient expenses: o . 791
Less seciiritiés lending expénses - ' D o 4,173 - .
_ Net 1nvestmentearmngs VPO .7 W

DEDUCTIONS. o } S 5 o
‘Benefits o A _ oo : 222,514
‘Refunds of contributions: S e T . 1481

Dlstributton from pooled investments. ) e
%ﬁ Tota ,:"f]{{ 2 (. .‘.;.;.m._\ w» «, . W

The notes to the basic financial statements are ar integral part of this statement
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_ benefit the County exclusively. A discretely presented component unit is reported

. county. They are financed by. ad valorem property taxes in' the ares. benefited
- assessments levied oh specific properties. These furids are included- as spe';:iél"rev*eﬁué'funds. R

" NOTES TO BASIC FINANCIAL STATEMENTS
- Year Ended June 30,2003 =
(Amounts Expressed In Thousands) -

‘Summary of Signiﬁcahiﬁ..Accountinéz Policies

The following is. a summary of the:more significant: a'ccounting:’ policies::

(K) The Financial Reporting Entity

The County of San Diego is a political subdivision of the State of Califoriil: /{thé "State”). charged with

general govermental powers and governed by an elected five-meimber Board of Supervisors (the:
“Board”), The County provides a full range. of general government services. As required by generally
accepted accounting principles, these financial statements present the County of San Diégo (the -
primary govemiiient): and its component units, éntities for which: the County is consideréd to: be
financially accountable. Blended component units, although legally separate entities are, In
substance, part of the County's operations, and the County ‘Board of Supervisors Is: typically their
governing body. They are reported as if they were part of the primary goVernment, becausé they
a: 'separate
] t gelly separate fr
County, This unit Is discretely presented because: its Board is not. substantively the same:
County’s Board and it does not provide services entirely. or almost entirely to the County. anagement
applied the criteria of Governmental Accounting Standards Board. (GASB) Statement No; 14; “The
Financial Reporting Entity,” to detérmine whether the. following component: anits should be reported as.
blended or discretely presented camponent units.’ e o

column in the government-wide financial statements to emphasize that it'is Tegally s

(8) Biended Component Units

County Service Districts - These special district funds were establistied to =ﬁrov.ide: auth.qriz'é.d' services
sich as road, park, lighting mairitenance, fire protection or ambulance service to specific areas in the
r by special

Flood:Control District - This fund was established to account for revenues and expendiﬁurés refated to
providing flood control in the county. It is financed primarily by ad valorem property taxes and federal.
grants. This fund is included as a special revenue fund. : S SR

Lighting Maintenance District - This fund was established to provide street and road lighting services -
to specified areas of the County, Revenue sources include ad valorem taxes, benefit fees, state

- funding and charges to property owners. This fund Is included as.a special revenue fund. -

Air Pollition Control District - This. fund was established to provide for control of air pollution from
motor vehicies and other sources in-order to attain health-based air quality standards. . Revenue
sources include license and permit fees, fines, state and federal funds, charges to. property. owners

and vehidle registratian fees. This fund 15 included as a speclal revenué fuitd.

San Diego 'County Housing Authority ~ T-h'ls fund accounts: for revenues ‘and expehditures. related fo
providing decent housing in.a suitable environment for individuals wha cannot afford stanidard private
housing. Contracts with the U.S. Department of Housing and: Urban Development. provide the major

. funding sources. This fund ig included as-a special revenue fund, : .

Sanitation Districts .~ These funds are used to account for the activities of all Individual sanitation
districts governed by the County Board of Supervisors, '-Thgy are included as enterprise funds.

San Diego County. Redevelopment Agency - This agency was established to provide & method of
eliminating slums and blighted areas, improving housing, expanding employment. opportunities, and
providing an environment for the social, .economic. and psychological growth, and well-being of all
citizens of the County. This agency is included in the debt service and capital projécts funds.
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. Financial Report of San Diego County

NOTES TO BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2003
(Amounts Expressed In Thousands)

San Diego County Capital Asset Leasing Corporation (SANCAL) ~ This tofporation was established to
finance the acqu of county buildings and equipment. It is a nonprofit corporation governed by a
five-menber Boatd of Directors, which is appointed by the County Board of Supervisors. This
gorporation is included inthe special revenue, debt service and capital projects funds.

San Diego County Employees’ Retirement Association (SDCERA) - This fund is a legally separate
entity. reported as if jt were part of the primary gavernment, because it: exclusively benefits the
County by providing pensions for retired County employees, This furd is included in the fiduciary

County of San Diego In-Home Supportive Services Public Authotity: (IHSS) - This fund was established -
o serve as the employer of record for the IHSS program: which provides in-home. assistance to low-
incomie: aged, blind, and disabled individuals enabling them to. remain safely in their-own homes dnd
avoid institutionalization. The IHSS program is State-Mandated. This fund is: included in the: gpecial
‘revenue funds. S ' - '

The San Diego County Tobacco Asset Securitization Corporation (“Corporation”) ~ This. is @ separate
legal nmonprofit public benéfit corporatioh created undér.the California Nonprofit Public Benefit
Corporatioh Law.. It was: established to purchase tobacco settlement payments, allocated to. the County.
from the State of California, pursuant to the Master Settlement Agreement concluded on Novernber
23, 1998 between-the: major tobacco companies and 46 states {including California), the District of
Columbia. and U.8, Territories (see Note 5H for additional information regarding the sale by the
County to the Corporation of all right, ‘title and interest of the ‘County to such mionies). The
-Corporation is: governed by the Board: of Directors consisting of three ‘members, two of which are
- employees of the County of SanvDiego and :one independent director who is not an employee of the
- County. - : '

The Tobacco Securitization Joirit: Powers Authority of Southern' Califorriia (TSIPA) - This.is a separate
legal public entity created by a Joint Exercise of Powers Agreement by and between the County of San
Diego and: the County of Sacramento pursuant to the Government Code of the State of California,

. The authority’s purpose is to finance :a loan via the sale of bonds to the San Diego County Tobacco
Asset Securitization Corporation which in turn uses the loan proceeds to purchase the County's future

_tobacco settlement revenues under the Purchase and Salé Agreement. The Authority is administered
by the Board -of Directors consisting of three members, two members ‘which are appainted by the
County of San Diego Board of Supervisors and the third member is appointed by the Sacramento
County ‘Board of Supervisors, The County changed its accaunting policy from reporting the TSJPA as:a
discretely presented componerit to a biénded component unit in the fiscal year. The net effect of the
change Increased the beginning fund balance in the Tobacco Securitization Joint ‘Special Revenue Fund
by $51,889 and eliminated the discretely presented component unit fund balance of $11,236. '

Separate financial statements for the individual blended component units descri_'b.e.d_:_aboye- may be
obtained by contacting the County Chief Financial Officer/Auditor and Controller's Office, County of

San Diego, located at 1600 Pacific Highway, Roont 166; San Diego, California 92101,
(C) Discretely Presented Component Unit

First 5 Commission of San Diego (Commission) ~ This fund was established ‘by the County as a
:separate legal entity to administer the County’s share of tobacco taxes levied by the State pursuant to
Proposition 10. Its purpose: is to develop, adopt, promote and implement early ¢hildhood development
programs in the County. The Commission is a separate legal entity, and the County appoints .a voting
_ majority of the Commission’s board.. The County is able to impose its will on the Commission, due to.

its ability to change the appointees. The two boards (County and Commiissior) are not substantively -
the same and the Commission does not provide services entirely or almost entirely to the County, but
to-the citizens instead, : o :
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Financial-Report of San Diego.County

NOTES TO BASIC FINANCIAL STATEMENTS
~ Year Ended June 30,2003 .
(Amounts Expressed In Thousands)

Separate, financial statements for the discretely presented. component unit listed above can be -
abtained by contacting the Chief Financial Officer/Auditar and: Controller’s Office, County of Sa Diego,

1ocated at 1600 Pacific. Highway, Room 166, San ’Dleg,o,aCaltharnia'92:1'.91;,
(D) Government-Wide and Fund Finariclal Statenents . |

The basic government-wide. financial statements, consisting of the statement of ﬁeﬁeasﬁets and the |
statement of activities, report. information; on_all of the ‘non-fiduciary adtivities of the primary
government and its component units, Whenever possible, the effect of inkerfund activity has been

removed from these statements.

Governmiental aictivities, which normally are supported by taxes and Intergovernmental revenues, are
reported separately from business-type activities, ‘which rely, to a significant extent, -on fees and
charges for support. Likewise, the primary govérnment is reported separately from the legally

separate corponent winit for which the primary government is finanglally aceountable.

The statement of activities demonstrates. the degree to which the direct expenses ‘of & given function
or segient are offset by prograth revenues, Dire¢t expénses are those that are clearly ideqtifiable
with a specific function or segment. Program revenues include {1}:charges to customers or applicants

who purchase, use, or directly benefit from goods, services, or privileges proyided by a given function
or segment and (2) grants and.

ntributions that are restricted to-meeting the operational or capital

requirements of a particular function or segment. Taxes.and other items not properly Included among
program révenues are reported instead as -general revehues. N . : L

Separate fund financial statements are provided for governmental funds, proprietary funds and
fiduciary funds; even though ‘the latter are excluded from the government-wide financial statements.
- The focus of governmental and proprietary fund financial statements is on major funds. The financlal
information of each major fund is shown in a separate column in the fund financial staterents, with-

the data for all nonmajor governmental funds and nonmajor proprietary funds..aggregated into twa
single columns. . K : : ‘ p .

The County reports the following major gévernmental funds:

The General Fund Is th"e- County’s primary operating fund. Iit_::,agégg,n,t‘s for all financlal -rg_sougé,es :
of the County except those required to be accourited for in another fund. Reverues are

primarily derived frorm taxes; licenses, permits and franchisess fines, forfeitures ard penalties;

use of money and property; intergovernmental revenues; charges for :services; and other

revenues. Expenditures are: -exﬁended. for functions of general.government, public protection, .
public- ways ahd facilities, health:'and sanitatiors, public assistatice, education, and recreational
and cultural. They also include capital outlay, and debt service. o o

The Tobacco SécuHitization Special Revenue Futid accounts for tobaceo sertier
aliocated to the County from. the State of California, pursuant to the - Settlemer
Agreement concluded on November 23, 1998 between the ‘major tobacco companies and 46
states (including Califorriay, the District of Calumbia and four D.S, Tefritories. {See Note 5H
for additional information regarding the sale by the Courity to the Corpoaration of all right, title
_andinterest of the County'ta such ‘monies) S .

The Tobacco Securitization Joint Special Reveriue Fund accounts for the transactions. of the
San Diego County Tobacce Asset Securitization Corporation and Tobacco . Securitization Joint
Pawers Authority, two component units, thet are blended into -the Gounty’s financial
statements. . o R S
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- Financial Repart of San :Dieg_d;Co‘__unt.r

NOTES TO BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2003
(Amounts Expressed In Thousands)

The County. répsits thie following major proprietary (enterprise) funds:

| The ‘Airport Fund is used to account  for the 'ma'intenaﬁde', operations -and d§ve16jbméﬁt of
County airports. A major objective of the alrport program is to purchase and develop airport.
property in order to create tax révenues and create jobs in the private sector. : '
The Wastewater Managerent Fund accounts for operational services and support provided to

sanitation districts governed by the County Board of Supervisors.

The Sanitation District Funds are used:to account for the activities of all individual sanitation:
districts and sewer maintenance district governed by the County Board of Supervisors,

~ Additionally, the County reports the following fund types:

Internal Service Funds account for the financing of goods or sefvices provided by one County

department: to. other County departments ona cost reimbursement basis.

The Pension Trust Fund is under the control-of the Board of Retirement. The fund accumulates
employer and employee contributions and earnings from the. fund's . investments. .
Disburserients are madé from. the fund for retirements, disability and death benéfits and.
refunds. This fund includes all assets of the retirement system. - )

The Investment Trust Fund accounts: for the external portion of the County Treasurer's
investment pool. This fund consists of school districts, special districts and funds held for
other govemmen.t'_«_s-. ' ' :

" The ‘Agency Fund: maintains assets held in an. agent capacity for other governments,
organizations.and. individuals. These assets do’ not support the County’s programs or services,
Any portion of the Agency Fund's assets held at fiscal year end for other County funds, are
reported ‘inthose funds rather than in: the Agency Fund. :

(E) Measurement focus; basis of acc0unfiﬁg, and financial statement presentation
* The government-wide financial statements. are reported using the flow of ‘economic resources:

measurement focus and the accrual basis of accounting, as are the proprietary fund and fiduciary fund’
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. Grarits and similar items are recognized as revenue as soon as'
ail eligibility requirements have been met. For purposes of not overstating the true costs and program.
revenues reported for the: various functions, interfund activities have been eliminated from the
‘government-wide statement of.activities. » : ‘ :

- Al proprietary funds, the pension trust fund and the investment trust find are accounted for on a flow
of econdmic resources measurement focus and the accrual basis of dgccounting. - With this
measurement focus, all assets and all liabllities &ssociated with the operation of these funds are
included on the balance sheet. Fund equity for the proprietary funds (i.e., total net assets) is:
segregated. into restricted’ and unrestricted. Proprietary fund type operating. statements present

. Increases. (€.9., revenues) and decreases (e.g., expenses) in total net assets. Financial Accounting.
‘Standards Boadrd Statements issued after November 30, 1989, are not applied in repoiting proprietary
fund operations. : o ' ' s

For proprietary funds, operating activities generally relate to transactions and: events reported as.
components of operating income in the statement of revenues, expenses, and changes in fund net ‘
assets: Operating revenues would include charges for providing goods and setvices; operating
expenses would include salaries and benefits; utilities, and payments to vendors and suppliers, In
addition, nonoperating activities are used for any revenues or expenses that cannot be properly

55
B-37



Financial Report of San Diege-County'

- in real propefty assessed valuation. For assessmgnt and collection purposes; ip

. 2003 was $7 million, which'ls’

NOTES TO BASIC FINANCIAL STATEMENTS:
: Year Ended June 30, 2003 ‘
(Amounts Expressed In Thousands)

classified as companents. of operating. income. Examples .of nanoperating: activities would jnclude

' interest revenue, gaiti/loss on disposal of assets and capital expenses.

Governmental fund types are accounted: for using. the current financial resources. :measuremeént focus
and the modified accrual basis-of dccounting, Revenues a sgoghized ‘when susceptible to accrual
(i.e., both measurable: and available). Available means colfectible within the current period or soon
enough thereafter to be used to pay liabilities of the-current period. The County considers:this to-be

one year for all items except property taxes, for-which thé County considers the period of availability. =

to beé sixty days. In applying the susceptible to: accrual conéept to intergovernmental revenues, the
lagal and contractual requirements. of the individual programs are used as guidance. Revenues that
are accrued include: property taxes, salés tax, interest, and state and federal grants and: subventions:
Expenditurés are generally recognized when the related fund liability. 45 inicurred. Exceptions to: this
general rule include: (1) principal and interest on long-term debt: which Js recognized -when due; and,
(2) accumulated unpaid vacation, sick leave, and other emplayee benefits which are reported in the

period due:and payable rather than in the period earned by employees. . .

_ x pension trust fund, the investment trust fund and agency -funds are
accounted for oh the acerual basis. 6f accounting. Their revenugs are recognized in the period earned
and expenses are recognized in the period incurred. There are no unbilled utility service receivables
for the proprietary fund types. . ’

Proprietary: fund 'fy..pesk the:

(F) Property Taxes

Taxes are levied for each fiscal year on taxable real and personal property, which is sitaated i the

- County as-of the preceding January 1 lien date. However, upon-a change in-ownership of property or’

completion -of new construction, State law requires ah accelerated recognition and taxation:of changes
41 ropérty is classified
either as “secured” or “unsecured” and Is listed accordingly on separate parts of the assessment roll.
The “secured roll” is that part of the assessment roll containing locally assessed an State assessed
property secured by a flen, which is sufficient, in_the opinion of the assessor, to secure payment of the
taxes. Other property is assessed on the “unsecured roil.” ' . '

Property taxes on the secured roll ére payable In two installments, due Novemher 1 and February 1.
If unpaid, such taxes become delinquent after 5:00 p;m; on December 10 and April 10, respectively, .

and a ten percent penalty attaches. Property on the. secured rolt with unpaid delinquent taxes is
declared tax-defaulted after 5:00 p.m. on June 30%. Such property may thereafter be redeemed by

payment of the delinquent taxes, the ten percent deilnquency penalty, a ten dollar cost, a fifteen -
" dollar per parcel redemption fee (from which the State receives five doliars), and redemption penalty

of ohe and one-half percent per month ‘startirig July 1-and continuing until the end of redemption .
collectively, the “Redemption Amourit”, If taxes remain ‘unpald after five years on the default roll, the
property becomes subject to tax sale by the County Treasurer-Tax Collector. I

‘Property taxes on the unsecured roll are due as: of the January 1 lien date and become delinqu,ent, if

unpaid, on August 31, A ten percent penalty attaches to delinquent taxes on property on the

unsecuréd roll and an additional penalty of one and one-half percent per month begins. to accrue on.
November 1. ’ : C :

As established by the Teeter Plan, the Controller allocates to the County and.othier agencies 100% of .
the secured property taxes billed but not yet coflected by the County; in réturn, as. the delinquent:’
property taxes and associated penalties and interest are collected, the County retains such amounts in
the Agency Fund: To the extent the Agency Fund tax loss reserves are higher than required, transfers
may be made to benéfit the County’s General Fund. The balance of the tax loss réserve és of June:30;
inciuded in the General Fund for reporting purposes, .. ,
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NOTES TO BASIC FINANCIAL STATEMENTS'
_ Year Ended June 30, 2003°
(Amounts Expressed In Thousands)

{6) Rssets; liabilities; and net-assets or equity
Cash and Tnvestments

- Investments in County funds are stated at fair value. Secuyrities that are traded -on:a national or

internatianal ‘exchange are valued at the last reported sales. price at current exchange rates, Shért
term investments in the Pension Trust Fund. are reported at cost, which approxirates fair value, The
fair value of Pension Trust Fund real estate investments is based on independent appraisals.
Investments of the Pension Trust Fund that do not-have an -established market are reported at

- estimated fair value,

. For :purposes. of reporting cash flows, all amounts reported as "Equity in pooled cash and -

investmerits;" “Collectioiis in transit,” and “Imprest ¢ash" are considered cash egivalents. Peoled
cash and lnvestment cafrying; amounts represent moniés deposited in the County. Treasurer's cash
management pool and are similar in nature to demand deposits {i.e.,-funds may. be deposited and
withdrawn at any time without prior notice or penalty). Allo¢ations of assets: and liabitities to:
individual funds refated to reverse repurchase agreements aré not considered -cash. #quivalents for
purposes of cash flow reporting. For “Cash with fiscal agent” information see Note 4A,

~

Thveéntories

Inventories, which consist of expendable supplies, are stated at-average cost. They are accourited for-
as expenditures at the time of purchase and reported in the balance sheet of the General Fund and
the Special Revenue Funds as an asset with. an. offsetting reserve, Inventory held: by the Road Fund, a
special :revenue fund, and the proprietary fund types:is carried at.average cost and is expended when'

consumed. : ' - c ’

Capital Assefs.‘ I

Capital assets are recorded as: expenditures in the fund financial statements for the: govemmenital fund
types at time of purchase. These assets are capitalized at cost in the statement: of net assets. - In the
case of acquisitions through gifts or contributions; such assets are fecorded at fair market value at the;
time received. Capitalization thresholds are as follows: : 4 '

- Structures and improvements. - - $50 -

: fons, county service areas, © o $28

sanitation and special districts) ) o
Infrastructure (all others) $50
Equipment (governmental activities) $ 5

Depreciation is charged over:the capital assets" estimated useful lives. using the straight-line method
for proprietary and governmentalfund types. Where applicable; the hours/miles-of-service method is
used for proprietary fund type equipment. Governmental fund type depreciation is only shown in the:
statement of activities. Proprietary fund type depreciatioh is shown both if the fund statements and
the statement of activities. The estimated useful lives are as. follows:

Structuires: and: improvements 50 years

Infrastructure _ 10-50 years
Equipment (governmental fund type) -5-20 years

Long-Term Liabilities
Long-term liabilities expected to be financed with resources from governmental and proprietary fund

types are accounted for in the statement of net assets: Long-term liabilities of all proprietary fund
types are also accounted for in the respective funds. ’ :
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(3)

Diego County:
NOTES TO BASIC FINANCIAL STATEMENTS.
Year Ended June 30,2003 '

(Amounts Expressed In Thousands)

Amounts recorded as accumulated leave: benefits include an amount representing salary-related

payments -such as the employer's share of Socia) Seel ity and Medicane taxes associated with
paymenits made for such compensated absences, Accumuilated Jeave benefits incliiding vacation, sick

- leave, and compensatory time. ‘worked in the amount of approximately $75.4 million. for the

governmental fund types as of June 30, 2003, is recorded. in the statément of nek assets. These
amounts would nat be’ expected £o: be: liquidated from expendable avallable finandlal resoutces bug
would be expected to be liquidated in future years as employees elect to: use these bencfits as
prescribed by Civil Service rules and regulations; _— D o

Reservation of Fund Balanges

In the fund statements, reserves. represent those portions of fund balance not avallable for
appropriation or legally segregated for a specific future use. . . : '

Stewardship, Compliance and Accountability’

. (A) Fund Deficits .

The following funds have an accumulated deficit at June 30, 2003

Capita! Projects Fundst ‘ e
San Diego. County Redevelopment ,Agenéy'(:SDCRA) - % 6236

_ ‘Internal Sérvice Funds: . . o
Risk Financing ‘ . . . $ . 23948

The deficit within the SDCRA fund is due to the use of loan proceeds: in advance of the receipt of

berefit fees or icremental tax revenues, This deficit will be reduced in future years.upon the recelpt -
of the incremerital tax revenues. The deficit in the Risk Financing fund Is due’to the prior years'

recognition:.of liabilities based on actuarial studies. The County intends to. reduce the deficit- by.

focusing resources of Jnjury prevention via a Countywide education and safety training programi.. The

County anticipates this program will reduce the growth in the. liability for new injury claims, and.
therefore the deficit, by 5% to10% per year. . . e

Reconciliation of Government-Wide and ‘Fund Financial Statements

the government-wide statement of net assets

. (A) Explanation of ceitain differerices between the governmental fund balance sheet and .

Total fund bafance of the 3Cburjty"s governmental- funds, :$1,-35.0',7'87~, differs from net assets :of
governimental activities, $2,188,155, réported in the statement of ‘net assets; The différence primarily -
results from the long-term economic resources measurement focus and the -acgrual: basis of

~accounting in the. statement of ret assets: viérsiss the current financial resources: éﬁ‘.iéﬁstiremen.t focis

and madified accrual basis:of accounting in the governmental furid balance sheets. - °
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NOTES TO BASIC FINANCIAL STATEMENTS

Year Ended Jiine 30, 2003
(Ammmts Expressed In Thousands)

© i Cash andcashequlvalents § 628,744 0 mes. . soogs?
- Cashwithfiscalagent -~ - -~ 609,772 = - . S 6.09._;-7».7.2
Investments. S 45415 - : S 45,415: -

Taxesreceivable,net .~ - .. 15983 - . . : . 15
' Intemalbolances . ¢ Loy ‘ (08 - (106)
+ 2 Accounts and:notes o I v ’ '

receivable " 280480 . 3178 41,91 . 325389,

235238 <1 . - 19,208 - (254,446) .
“1,106 - - 632 {1,738)

Inventoryo,ma ,rialsand e R e R T
_supplies .. 8,846 - . 879 . S 9,725
-Deferred d‘lal?ges-andoti_x_ec . S . . \
assets . vt . .495 54,346 S 54,841 -
T 2 566, 515 99,269-_ . " :2,665,784
EISI G AR A ROV SRR

‘s5574 - 19426 . 75000
. 37,48 Y YA | 38475

Annum:dueformx&revenue N ‘ S - _ - .
anticipation notes: S 139,039. R » 139,039
- Actrued intetest T o . 25,478:. 14 o -~ 25,492
- Due to otherfunds o . 157,623 . ... 54938 (212,561) . -
Advancesfrom other funds: ©11,232 e . 1,738y, -+ 9494
Deferred credits and other : : : . ‘

liabilities - 7.4,’086 : (21,701) 287 o 52,672

o Long-terrn llablhﬁa _:' . : 1 895 579 103 524 e 1 999 103.

" "FunD BALANCE/NET.ASSETS R
- Total ﬂ.nd balan;es/net assew I

59
B-41



'NOTES TO BASIC FINANCIAL STATEMENTS
' " Year Ended June 30, 2003 '
(Amounts Expressed In Thousands)

(1) " pension obligation bonds originally issued in 1994 were-partially refunded through the issuance

of new pension obligation. bonds. In 2002. These costs represent the: deferred costs on the .
refunded debt. These costs. are to bie capitalized. and: amortized over the remaining life of the .
1994 pension obligation bonds. e e T ,

. Net deferred costs of refunded bonds § 17,560°
Bond discounts are expended in governmetital"’funds. iri the year of sale and are :¢§'pjt'aliz.ed. and -
amortized over the life of the corresponding: bonds for purposes of the statement of net assets.

- Nét bond discouint § 10,275

Costs of Issuances are reported as expenditures in governmental funds:and thus have the effect
of reducing fund balance because current financial fesources have been used, In .the
government-wide: statements, bond Issuance costs are reported: as a deferred charge and
amortized over the life:of the bond'issue. -

. Net cost-of issuance $- 26,481

Total deferred charges atid ot-her 2SSEts | 54,346

When capital assets (Jand, bulldings, equipment) that are to:be used in governmental activities .
are purchased or constructed, the costs of those assets :are reported :as. expenditures. in
governmental funds, However, the statement of net assets includes those capital assets among
the assets of the County as.a whole. : ' o o

: Cost of capital assets. $ 3,443,675

- ceufhulateéd
... . depredation, . ..¢
_Net:ca

Interest on. long-term debt is not accrued In governmental funds, but fathef i§ récognized as an

expenditure when due. : _
, | 125,478).

. ',‘Td’tal accrue;d: :I'ﬁ:t'-:éi;ésff $

Because the focus of governmental funds is on short-term financing, some-‘assets will not: be -

available to pay for current-petiod expenditures. Those .assets (for example, receivables) are
offset by deferred revenues. in the governmental funds and thus are not fncluded in. fund -

‘balance.. : - : o o

Adjustment of deferred reventie $ 30,020
Liabilities: for long-term debt are not accrued. in goverﬁmental- funds, but rather are recognized
as expenditures when due. . :
' Pension obligation liability. $  (7,686)

Bond p,re,minm,s are récagiiized as revenue in governmental funds in the year of sale and are.
recorded as a ljability and amortized over the life of the corresponding bonds.

Total bond premioms & (633)

Total deferred credits and other liabllities $ 21,701

60
B-42



(2)

(8)

The net change in fund balances for g vernmental fu
assets for governmental activities $(424,484) reported

in the: currént period and accordingly are riot reportes
~and long-term, are reported in the statement of net assets.

NOTES TO BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2003
(Amounts Expressed In Thousands)
%Loﬁg—term liabilities: applicable to the ..Cohnt_y's goVe,mment{_aI;a,ct_Wi_tieszare.:not;du.ee aﬁd-: paysble:

ind liabilities, . All liabilities, curient:
Balances:at June 30, 2003 were: E

Bonds and notés: payable: $(1,231,298)

’ Capital lease:  (40,000)
Athitrage -

- Compensated absences

: 4 Landfill closure (1

Tobacco secutitization corporation debt service. .  (:
- Jotal long term fabifities $(1,

Internal service funds are used by managemenit to charge the costs of certain activities, such as
insurance and: telecommunications, to individual funds. .‘The assets and liabilities of cerfain
internal service funds are included in governmental: activitles in:the statemient of net-assets. '

Explanation of certain differences between the governmental fund statément of
revenues; expenditures, .and changes in fund balances and the government-wide
statement of activities ) . :

nds $(22,147) differs: from the change in. net
In the statement of activities. The diffefences

_ arise primarily from the long-term economic resources: measurement focus and the: accrual basis of
accounting in the statement of activities versus the icurrent financial resources measurement focus
and madified acciual basis of agcounting in the govérnmental funds, The éffect of the differences is

flustrated in the following table. : ' '
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Fmancxal Report' of Sa Diego e Oum;y’

; f.PUblIC\ABYSandfaCIhties S 123,202
" "Health and sanitation o ite. 600,525
Puiblic assistance R - 1,037,467
Education o .- 31,013
Rea‘eahonalandmlturai - .. 20,805 7
- Debtservice: . . S 83,748 -

" Capital outiay -

pringpal B 88,846

Other ﬁnandng Sources (uses).f
Sale of capital assets

Proceeds of long term debt 560,886

,' tatement of Actuvitnes

NOTES TO BASIC FINANCIAL STATEMENTS
: " Year Ended-June 30, 2003+ -
(Amounts Expressed In Thousands)

Statement of ReVenues, Expend|tures, and Changes in
- Fund Balan :

22,035 17,695 (15 538) -
72,255 (7,973 - :i 1,031

ey Gy o e

Explanation of dlfferences between governmental fund operating statements and i"'e statement of‘ ;
-_actlvmesr : . A

3) Governmental funds accrue property tax revenue, wh|ch is deemed collectible within snxty days

However; in the statement of ac
) accryed

thltles the total amount eshmated to ultlmately ‘be collected Is

PropertyeTake_s 5 _;;1_2,65‘8




Adjustment for reserve for inventory of materials and -supplies_.

Financial Report of San Diego County. .
NOTES TO BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2003:
(Amounts: Expressed In Thousands)

_Adustment _§ (594

- Lorigitérin revénues are not available as current resources, and thérefore are: fiot reported: a8

revenye in the governmental funds,

6y

(6)

assets,

_Adjustment of deferred revenue __ $ (1.,,1.3.8;)5_;

Governmental funds. report capital outlays as expenditures. However, in. the statement of
activities the cost of those assets is allocated over the estimatéd useful ‘lives and repoited: as -
depreciation expense. This is the amount by which capital outlay exceeded depreciation in the
current iperiod.. ' .

Loss o Disposal of assets  § (137,345) -
Capital outlay = 257,539 .
_Depreciation expense. (83,484)
__Difference _§ 36,710

Internal service funds: are: used by managemient to- charge the costs of certaln activities; such as-
insurance ‘and telecommunications, toindividual. funds. The adjustments for internal serv e
funds "close" those funds by charging additional: amounts: to participating  ‘governmental

- activities te completely cover the internal service fund’s costs for the year,

Adjusthents $ 23_,()_98’{

Under the modified-accrual basis of accounting used in the governmental funds, expenditures for

the County’s long term obligations for capital leases, claims anid judgments; accumulated: unpaid
employee leave balances; loans and arbitrage rebate, are not recoghized until they mature, In
the statement of activities however, they are reported as expenses and liabilities as they accrue.

Other_miscellanieous debt - public assistance function _§ __(1,379) _
. Other miscéllaneous debt ~ general function $ - (1,001)

Other miscellaneous debt - public protection function._$ (1

- Bond issuance costs are expended in governmental funds in the year of sale _ain‘d' are capitalized

and amortized over the life. of the corresponding bonds for purpose of the statemént 6f riet

Cost-of Issuance - general functior ' 16,539

_Total adjustments - general function _§ __ 15.538

‘Repayment of bond principal as well as refunding of bonds which are considered a repayment of
principal are reported. as_an expenditure in govéinmental funds and; thus, has the. effect of
reducing fund balarice because current financial resources have been used. . For the County as a
whole, however, the principal payments reduce the liabilities in the statement of net assets-and
do not result in ‘an expense. in the statéement of activities. The County's long term debt was
reduced by the amount of principal payments made to bond holders. o -

| Principal payments made __$ 88,846 -
Penision obiigation bond proceeds - réfunding  $ 176,890
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Financial Report of San Diego County

NOTES TO BASIC FINANCIAL STATEMENTS
' - Year Ended June 30, 2003 '
(Amounts Expressed In Thiousards)

Interest expense in the sta’téméntiof,“activitigs differs From the amount reported in governmehtal

furids biecause additional interest was calculated for bonds and hotes payable and amortization

of capitalized bond discounts and premilums that are expended in the governmerital funds n the
~ year paid. ' : L '

S Accrued interést $  {10,734)
Amortization of bond' premium: . 11

Amortization of bond discount
. Total additional inter

_(13,759)

Bond proceeds are reported as financing sources in governmental funds and: thus contribute to
the change in fund balance. In the govemment-wide statements, however, issuing debt
increases long-term labilities i the statement of net assets and does not affect the statement
of activities. Bond proceeds were réceived from: S o

* Pension obligation bond proceeds - new borrowing  § (560,450)
S _ Alpinie capital lease proceeds . - (436)

. Total new borrawing $: (560,886)

‘Pension obligation bond proceeds - refunding; $ (176; 890).

(4) Detailed Notes on all Funds

(A) Equity in Pooled Cash and Investments, Cash, Investments, and 6{:’_Iigaﬂbns‘ under
Reverse Repurchase Agreemeiits 4 :

The County ma'iritainé a cash and investment pool that is available for use-by the: County as well as-

other agencies. fof which the County Treasury is the depository. The Sai’ Diego:Courity Treasurer

issues a separate annual financial report on ‘the County. Investment Pool. This report may be: obtained

by writing to the San Diego County Treasurer, Room’ 152, County Administration Center, 1600 Pacific
Highway, San Diggo, California, 92101 or by calling (619) 531-4743. Coples are also available on the
internet at-www.sdtreastax.com. : _ , L o

Each fund type’s portion: of this pool is displayed on the balance sheet -as “Equity in-pooled cash and .
iAvestments.” Interest earned on the povled deposits is accrued in. 2 pooled interest apportionment
agency fund and is aliocated based on the: average daily cash. balances of the participating funds.
* State law requires that interest income related to certain funds.be considered income ‘of the General
Fund of the: County. Suct interest has been fecorded as revenue in the General Fund.- :

“Cash with fiscal agent” represents amounts on deposit with. trustees for the Air Rollutioh-'- District,
SANCAL, Pension. Trust Fund, Housing Authority, Pension Obligation: Bonds, Redevelopment Agency,

Teeter Commercial Paper Notes, and for repayment of the General Fund Tax and Revenue Anticipation
. Notes.. - ’ 4 : R ' .

“Investments,”  represents the Inactive Wastesite Fund - investments, the Pension: Trust Fund
_investments and stocks and bonds held for other agencies. S : A A

Deposit and investment reconciliation as reported in.the basic financial statements: are summarized ds’ .
follows: - , - -
Deposits:” At year-end the carrying amount of ‘the Courity’s deposits was $27,644 consjsting of
$27,252 in demand deposits and :$392 in collateralized deposits; Of the balance $692 was coverad by
federal deposit insurance and $26,952 was uncollateralized according to- State statutes. which require
depositories having piiblic. funds. on deposit to maintain a pool of secutities with the agent of the

- depository having a market value of at least 10% in excess of the total amount of alf public-funds -on
deposit: Bank balance and carrying amount with various financial institutions (Cash with fiscal agents)
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. Financjal iie;ﬁoft‘: ofSan Diego County -

NOTES O B;;' sic FINANCIAL STATEMEN'_A s

.classiﬂed as Category i.nvestments - Of :'f'this amount, $29:
tee ‘and held in _‘lnvestments that are “af registered

' llnvestments. State & atutes authohze the €6 ty

it T ks oF federal or state ‘savings and loan ass, _
. its are authonzed by the County Employees Retwement Law 3
- A“Prudent' Expe 1] ic}

_89,966

390,426
1,209,825
1,977.897

325,

, ‘ceptances o

: Repurchase agreements -
Comimetcial paper -, R
‘US government secunties

’ Ne, tuable certlf‘cates of deposﬁ

319,100 ...

=government securlties

,.rporatebonds DL . ..

. __€ommon stock L o 2 2

- ‘Subtotal - - - R $ 6 690 679' _633,226 - 7,323,905

Investments-not: categoﬁzed e S .

InVestments hild by brokér dealers under secur’ty loans:
us government securities”

Common and preferred stock -
Mutual flinds
Real estate eguity -
o Totai mvestments

$ 8,113,661... ‘
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. Financial Report of San Diego County

- Year Ended June 30, 2003

' {Amounts Expressed InThousands) - |

ai fon of the S‘.ta;tem.er,\'ts. of Net Assets to Total Investmen
\>_939-) % -. ‘%»'\w D RN RORY >

‘.- Y
AT
A

‘Equity in. .
‘Cash with fiscal agent
- Collectiois in tiansit
‘Investments - - '
Restricted investments’ e
C Total - C . R

4,241,054 . 4,

7326234 5905

‘. fsss

Cash with fiscal ‘aggnts
Collections: in-transit
. Imprestecash -
__Q_e_m e i
Total investments

A total of $3,827,193 of jnvestments fs reported ir the Equity, Tn.pooled cash -and investments fund. -
financial statements. Fair values and estimates of fair val - provided: manthly by an independent
pricing agency and such values aré not supported by any guarantees o thie part of the pool sponsor
or the pricing agency. The County and certain school districts are:mandated by state statues to
paiticipate in the County Treasuret’s-investrent pool.and présent 96 percent of the total podled
‘cash and investments on hand at June 30, 2003. . ' S B,

Reverse Repurchaseé Agreements: State statutes pérmit the County to enter into. reverse repurchase

- agreements; that Is, a sale of securities with 2 simultaneous -agreement to. repufchase them in the
" future. at the same-price plus a contract rate: of interest. : The :County had .

. dgreernents outstariding at June 30, 2003.- B aow

everse: repurchase -

Securities .iLeh_d_i'ng Tranééqiloﬁs: Under the ‘Provisions of State Statutes, the .f‘C"buntyfTi'éa;éuFer.,l'ends .
U.S. government obligations and SDCERA. lends U.S, gevernment obligations, dornestic and

- {international bonds and equities to brokér-dealers and other entities (borrowers) for collateral that.will

be returned for the same securities in the future, The County’s: custodial .bank manages the securities.
lending programs for the County Treasurer and receives cash and’ securities as collateral pledged at
102 percent of the market value of securities lent. Fiscal agents for SDCERA manage the securities -
.- lending programs and . receive cash securities' pledged .at 102 percent of:fair value “for. domestic
" ‘securities lent and 105 percent of the falf Valué of international secuiities lent. . Additional collateral
has to be provided the next business day if its value falls ta 100 percent OF less of the market value of
‘the, securities- lent. The’ collateral securities. cannot be pledged or :sold ‘by ‘the County Treasurer of
. 'SDCERA itiféss the borrower defaults; No miore than 20 percent of the Treasurer’s pooled investment .
portfolio miay, bé lent at one time;” There is no restriction on the amoupt of SDCERA securities that
may be lent at one time. Securities on loan at year-erid are presented as unclassified in the preceding
schedule of custodial credit risk and represent transactions -of the: SDCERA pension frust fund.. At
year-end, the pensioh. trust fund has no credit risk- exposure 1o borrowers becausé the amoufits
SDCERA owes the borrowers exceeds the amounts the borrowers owe SDCERA, The.term to maturity
of securitiés loans is generally matched with the term to maturity. of the cash collateral. Such
matching existéd at fiscal year end.. . T ' A E

. (B) Restricted Assets-Investments -

Certain investments have been restricted by operation of law to fund post closuré:Jandfill casts over a .

30-year period. These Investments are recorded i the I.in'a.ct_;ivej‘Wa.stesite Spéecial Revenue 'Fu.'nd..,” o

€
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: F_ln_an‘@lal Report of San Diego County .-

_ Year Ended June 30, 2003
(Amounts Expressed In Thousands)

(C) Capltal Assets _

:i.' : Primary Government . : ST
b Capital asset actlvsty for the year ended June 30 2003 was as follows

‘ ,'Govemmenl AlvntieS' Lo

Cland B .25..0_,62-2 16,249

. (15)

265956

- Construction and contracts in progress’ 243,145 70,559 - (136,011) - . 177,693
. Total capital assets, not:being depreciated ™ . . 493,767 86,808 (136‘.9216) _ 0 443,649
ER Capltal assets, being depreciated: - ... ‘ S i : T o
: - Buildings and lmprovements ' - - 802,072 -132,9-19_ (3, 569) 931,422
-~ Equipment - ' o0 . .156,015: 19,711 (11 834) 163,892
Road network ' . 1,974,564 37,868 . , 2,012,432
. . __Bridgé network _ ' ’ L 36487 1938 : : 38425 .
. Total capital assets, being deprecrated _2,969,138:" 192436 (15 403) 3,146,171
'Less _accumulated depreclatlon for: L } s
B gs and’ lmprovements c : (243 663) (22 /680) - 3 561 . £262,782)
Equiprient .0 7 (76832) (14;508) - 10,055 ' (81,285).
Road network - - CGr o (513,933) (55128) . . - 1(569,057)
. Bndge network i - L e -(10,198) - (714) e €10,912)
. Total accumulated deprediations. - (844,626)  {93,026) 13,616 - (924,036)
Total capital assets, being depreciated, net 2124512 99410  (1,787) . - . 2,222.135
Govemnmental actl\/itlés Z‘cabital aéséts} n'et ‘ $~ 2, 6181' 279 ‘1-86 218 . 138 7137 2; 665 784

Bulldmg and mfrastructure pro;ects are recorded as constructlon in progress until completion
Intangible projects such as software acquusutlon and lmplementatlon are recorded as contracts m

progress ‘until. lmplementatlon is completed

»'Deprecnatlon -expense was charged to functlons Qf the pnmary govemment as follows

General gov«arnment ' s C . $ 15,949 .
Public protection o - 6,02%
" Public 'ways:and facilities - 59,915
Health and sanitation - 563
Public assistance 328
. ‘Education. . 56
- “Recreational and cultural 652
_Internal Service Funds - } o 9,542
. Total depreciation expense ~ goyvernmental activities $ 93,026
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.. Financial:

i t't;of San Dieggo County

NOTES TO BASIC FINANC!AL STATEMENTS
© Year Ended Jufie 30, 2003°
(Amounts Expressed In Thousands)

Busmess Type Activities:.
: ‘:Aurport Enterpﬁse Fund

5. 4;, ? %
gf?’» ?:%A 5% ’.4.3. :
being : _eprecnated

IS O

- Cap'tal ass

etS, not

Land and improvements: - 6,401
__Construction ifi progress 5,161 -11,895
.Total capital agsets, not being deprecxated____ 5,161. - 18,296 . -

’Ital assets, bemg depreCIated = Lo S ' o
_Buildings and equipment 28,715 . 28,715 .
Total capital assets, bein _gdepreaated 8,71 . 28;715
~Less-accumulatec depreciation for: FR T

Buildings and equipment - (769) {18,194)
Total accumulated depreciation ;= 7425 .: {769) - (18,194)
Total capital assets, being depreciated, net 11, 500 (769) 10,521
.Alrport Enterpnse Fund capital assets, het .. % 24425 4,392 28,817

: Wastewater M agement Enterphse Fund ‘_

'Capltal asséts,. not being depreciated:

Land and improvements ) N - 20 20
Total capital assets; not being depreciated . 20 20 .
Capital assets, being depreciated: C . o
- Bulldings and -equipment : 898 7 905
Total capital assets, being depreciated 898 7 905
“Less accumulated depreciation for: o S, o
‘Buildings and equipment » (430) (27) {457
Total accumulated depreciation . (430) (27Y (457
Total capital assets, béi _gjeprec1ated net 468 (20) 448
Wastewater Management Enterprise: : o
_Fund capital assets, net $ 488 (20) 468

Samtatlon DlSt“lCtS Eg;e_rpnsa Fund

" Land and 1mprovement$ : $ . 1,069 o 1,069
Construction in progress 443 © 1479 1,922
Total. capital asséts; not being deprecnated 1,512 1,479 2,991
Capital assets, being. depreciated: - o B
Buildifigs and equipment . 2,181 . 2,181
~ Infrastructure ' 62 238 - 832 --{7) - 63,063
Total capital assets, being depreciated 64,419 832 (7} - 65,244
Less accurmulated depreciation for: o T L
< Buildings and equipment '('-1-,‘8"14) (48) - 9gr - (961) -
~ Infrastructure (22:659) 0 (2,144) - . - (24,803)
Total accurnulated depreciation {24473)  (2,192) 901  (25,764)
Total capital assets, being deprecnated net 39,946 {1,360) " 894 39,480
Sanitation Districts Enterprise Fuind capital assets, net $ 41,458 119 ©. 894 42471

68
B-50



i ancml Report of San Diego Countv

NOTES TO BASIC FINANCIA!. STATEMENTS

s f'(' 'mounts Expressed In ,,.'slrousanGS)

In the fi scal year 2001- 2002 Sanitatlon Dlstrlcts schedule, the accumulated o reelation for Bu:ldings;
and ‘equipment was. overst by. $901 and the- accumulated deprecaatlon for Infr, ure: 'was

(-n}z i‘.eas*es'*

| ,(1)_' Lease Revenue S

 property to the publlc sector’ a
revenUes or both non-cancelable and cancel ble. leases for the year ended June 30, 2003 were
‘approximately $12 milllon The future rmmmum lease revenue ‘from the non-cancelable leases -
follows. : . .

© 2005- 2006 :
2006-2007-- .-
2007-2008
- .2008-207?

: {2) Lease-Commitments;

. The County- has commltme.

‘for operations. - ] _ {

‘County is th ssee--under the- terms of several non-cancelable operatmg leases f

- to house ce unty facilities; - The combined rental cost for whnch the Coun
. these leases is as follows: ~ " .- 2

/., 2004-2005 .. . . 8314

12005-2006: ;7792
2006-2007: . 5,942
:"20:07-2’0‘0'8. R 2,596,

. TOta' ::.. e $ 42,702

Total rental expense for all real prope' \

operatlng Ieases, including short—term cancelable leases for 4
the vear-ended June 30, 2003, was ap ,A

) ‘mately $26, 7 rhllhon

In addition to real property leases, the County ‘has also entered into long-term operating leases for :
persopal property, a large portion of which représents data processing and duplicating equipment.

* Many of these leases are subject to annual adjustment -based ‘upon ‘negotiations. Management
_expects that in the normal course: of business, leases that expire will be renewed or replaced by other -
leases. Total rental expense for these operatmg Ieases for the year ended June 30, 2003, Wwas approxl- ’

mately $12 3 million. _ A ‘

Certaln bunldings and. equipment are being leased under capital leases as defmed in FASB Statement ..
_13. The present value of the minimum |éase obligation has been capitalized in_the statement of net
assets. and is reflected as a liability in that statement. The County assiimes responsibility for all -
mamtenance, repair,, and structural modufcatlons under the terms. of the lease agreementsi F

89,
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 NOTES TO BASI

INANCIAL STATEMENTS
SR dedJune 30,2003 @' . ¢
. “{(Amounts Expressed In Thousands) - - . ...

Structyre
Equipment
Total

: Total minifmurm léase payments TTEBARL .
Less: amount representing interest .~ (17,207) .-
Net jease payments N —y

81!

- (E).Short Term Obligations
“The County’s shiort term borrawing programm consists of Its annual Tax and Revenue Anticipation Notes

(Notes), which furid-the. County's annual aperating cash flow fluctuations, and the jssuance:of Teeter -

Commercial Paper, which fund payments to public.agenciés of their full share of property taxes levied. -.
The:Colinty of San Diego bears the risk of loss on delinguent property taxes that go unpald; however,.
jt also benefits from the penalties associated with these de quent property whén they
Shott-tefm borrowing activity during the yéar ended June 30,-2003 was as

N o

B ., 7 \}_.f_‘ .:_";-A. 'l : _::_,, .‘.-. TN DRI E \ & XA AN, AT ';- k ~ . [EIN
- Tax and Reveriue Anti¢ipatiof Notes $ . 135,000 v - _~ 135,000

' Tester B-1Tax- Exempt Principal - $50,200 38600 50,600 . 39,200 . L7
" Teeter B-2 Taxable Principal - . 9900 22,536 . 9,900 - . ,;22,5362_ :
Totsl Teeter .~ $60,100 62,136 60500 61736

~On July 3, 2002, the County of San Diego issied $135. millioh of Notes with .an jnterest maturity date .
of June 30, 2003 and-principal maturity date of July 31, 2003. The Notes carry an interest rate of 3%
and a yield of 1,.75%. -.As of June 30, 2003, accrued interest of 44,039 has been recorded in the
‘General’ Fund, with the Tax and Revenue Anticipation Notes obligation for. a total - obligation of:
$130,039. . s Cort T e

In 1995 the County of San Diego Board of Sﬁuper-ﬁ'is:o.r's approved: the Master Teeter 'Rg.solutidh

praviding the terms and conditions of its teeter plary obligations. Pufsuant’ to this resolution the
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Financial Report of'_ﬁ_S.é‘.n' Diego County

NOTES_ TO: BASIC FINANCIAL STATEMENTS
© Year EndedJune 30, 2003
(AmOunts Expressed In Thousands)

'County is ab!e to issue addltlonal Series lTee‘ er Commef‘aal Paper for each fi S(:al year, On May 13, .
+2003, the Board- of Superv:sors- adopted a résalution for the. addmonal Ser‘ ies B bar wmgs tc i nance T
ssments attrlbutable to ' : . .

. t " prior‘ to mamnty The" yment of prmcupa( and :nnterest on- 'eachiseries is
_ supported by'an irrevocable direct: pay. Ietter of-credit fhat will, expn’e onJune 22 2007 '

S ‘(F) General Long-Term Obligatuons

_Outstanding general long~term.- obligations at June 30 2003 consist of certifi cates of partu:;patton,
. capita) lease obligations, third party financing leases, and other long-term ob!igatnons Outstandnng-=.~
: _IOng-term obhgatlons at June 30,2003 were as fol'lo s;;‘ eE . . -

. (1) Govern"nental Activities - ;

A
_ 'smg 'Corporatuon (SA\ICAL)

-3'.0'0_.— 5.75% 2013 $ 7,640 - 5080
" 3.25-5.10% 2007 ' 26,085 10,065
: - 2.50~5,625% 2012 - 203,400 - 100,175
1996 CemﬂCates of partlapatlon : R R
- issued May, 1996 .. 4.30- 5.50% . ° 2018 .. 52230 37,780
1996 Certificates of participation = - " I T T
"isstied December, 1996 . . e 4 00 6. 00%‘ .. 2019 37,690 . .33,170
1997 Certificates of parttcnpatlon . : S L
. . issuedlune, 1997  : S : 400 480% T 2004 ‘28,035 - 3,430
-7 1997 Cemﬁcates of pamapatlon . ' o o : el
© issued July, 1997 L -1 4,00 - 5.00% : 2025 - - 80,675 71,790
1998 Certificates-of - parbupation' - S - S -
. _issuedJanuary; 1999 1 Y L . . 4i00-4.94% - : 2022. 73,115 | 160,475
- 1999 Certificates of participation. . = . o : A
~ issued September; 1999 . 1 3.60 - 4.75% 2009 -. 15,010 11,140
2000 Certificates-of partncapatlon o - o o ' o
- Issued May, 2000 - . 450-5125% 2010 51,620° 38,775 - =
. 2002 Cettificates. of participation Lol h T o S
. _issued May, 2000 oS 2.00-3.30%" 2011- 26,060 23;405° -
- Jotal certificates of participation _ e _$ 601, 560 ...:395285
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Nores TO BASIC FINANCIAL STA‘I’EMENTS o
* Yeéar Ended June 30, 2003 : ~
(Amounts Expressed In Thousands)

‘Capitahzed Leases: . .- .
. - SanDiego Regional ’Buuding Authority S e S L :
-i" Lease beginning Septernber 2001. "1 - 2.15-525%: & . 2019 ': 36,960 -~ 35,475 .
Third’ ‘party financing leases with T alt - Sl o

‘varjous begmning dates from =

August, 1997 to the present "~ 434-8.00% 2002-2008 10720 . 5388 "

Jotal capitalized leases N . o A7, 680 40,860
‘Other long-term obllgations o S S
Capita loans; v . R N
De rtmentofTransportationJoans e S e
Beginning Mérch 2001 . . ; o 563%‘_' o 208 - 3,584- 3,1
United States Department of Agrlculture Lo 200%° . 2028 0 . 4486... . . 3f
California Bank & Trust e, RS - 2007 436 RS
Taxable pension obligation bondst . . .. . e R
1994 Series A " . o 4,7~ 6.6% 2007 4‘30,'4,30
2002 Series A, B &C - 3,88 - 6.125% 2032 737,340 7,3
Redévelopment Agengy revenue boﬁds 4 75 6.75% 2020 5100 " i.i 4
San Diego County Tobacco Asset.. : S R
Securitization Corgoration ~ -~ . -4;00 --6.-00%. _ 2043 - ¢
- Arbitrage rebate Lo o ' . Con
Compensated abserices L
Claims and judgments . - - =
... landfill closure . - __ : - e S Lo
" “Total other long-term obligations ___~ -~ ' RN —1,648,216 1,562,958 .
Jotal governmental acti ovemmental activities . L R $ 2 -29.7,45‘63 1,999,103

. The certiﬂcates of participation (COP) of the SANCAL non- proﬁt corporation are secured by annuat
base rental lease payihents payable primarily- by the County General Fund for use of thé facilities
" .constructed or equipment purchased from the proceeds. There are also encurnbrances o the facilities: = .
constructed with the proceeds. df the SANCAL. The capital leases:; between the County .and. SANCAL.
... _have' been eliminated for: financial feporting purposes and the related assets and’ long-terrmi oblqgation
they (e.g. certlflcates of partlcipation of SANCAL) are reported as San Diego County‘s assets and debt X
: 'reSpectively; .

“Algo, the County, in: compliance with the. Tax Reform Act of 1986 and subsequent U S. Treasury
Regulations, has performed arbitrage: rebate calculations Yo determme prohable. amounts due to the .
Federal- government.” "An estimate of probable arbitrage rebate in the amount of $752 has been
ineluded in: the statement of net assets. S "
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Cortfcates of portcpation. $ amm0 . (8508 $
: RedevelopmentAgency Tor . 4885 o (125)

. i 17 B : : (9_,'560) ' '449 235 - 1,830
.- Tasable pension: obllgati """ bonds A 282,i 737,340 (195845) . 824395 9,630

¢ Copitalloans = ¢ _ 4277 4,922 (2111) ~ 7,088 396.
_Total bonds and notes, payab!e s 1184417 742,262 {246,146) 1,680,533 ' 50,386
: Other!labilmes. ) - S ' e B
Capam!uzed leases.

46,604 L (5744)
836

G 97,794

Compensated absences ' - 72,342
Landﬁll closures ) ) © 101,000 7 . ..

: TOﬁJF qgovern menta'l' activities _ ' $-" 1,502, 993 780, 679 (284 569) $ 1,999;103 93,932 _

The foilowung liabilities have been liqmdated in. pﬂor 'years in the followmg govemmental funds* v

Liabiity o o to Liquidate in Piior Yeurs - |
' ,Arb‘trage rebate - Debt Servnce Fund - Nonprof t Corporatnon
Clalms and: Judgments Internal Service Fund - Risk - Financing .
‘Compensated absences o General Fund; Special Revenue Funds = County Ltbrary, Road
’ " Cable TV, Air Pollution: Internal Serviee Funds — Facilities "~
. o Management, Fleet Services,. Purchasmg, Mail Prmt.& Records
" Landfill closures - . Geineral Fund
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Total business~type activities

i Prior Year Defeasance of Debt -

. account assets and the liability for the defeased obligations are not included  in the

Year Ended June 30, 20‘63’ -'
(Amounts Expressed In Tho s ands)

Compensated absences

Wa'steWate'r Management C
Compensated absences E 175

Sanitation Districts | REER
Julian sanitation:loan:. . s e (B
“Contract payable - - - TIPS |- S
Total Sanitation Disticts ong-teom o .
liabllities - 5 200 . i o A5) 195

0052013 206146 423,207 629,353 -: "

2014-2018 .. 169,813 . 400,437~ ~ 570,250 -
2019 -2023 .: 200,565 - : 386,564 . 587,129
2024-2028 - - 234,264 375713 609,977 .
2029 - 2033 ... .304,105 366,921 671,026, 1.
' 2034-2038 - - 90,865 ... 71,048  .161,913
2039 - 2043 " 191,615 42,348 ::-33*‘,-953.
Total . s 1,680,533 2, 2476 469 4,157, 002

I prior years, the County defeased certain lease revenue bords or certiﬂcates of partlcipation (COP's) -

by placing the .proceeds of the original issue plus additional County contributions in .an. irrevocable .

trust to provide for all future debt service payments on: the; old obllgations. Accordingly, the trust *
urty’s: financial

statemens. At June 30,2003, $147. 9 m]lllon of bonds or OC)Ps outstanding are: cons{defed defeased, :

_ Advance Refunding of Long-‘rerm Debt

On: February 12 2002, The Board of Supervlsors of the County adopted enhanced ref: ement beneﬁts .
for members of thé SDCERA. As @ result of these behefits, the County: incurred ah. increased
obhgation pursuant to the Retirement Law as an unfunded accrued actuana! hability to: the SDCERA.
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Financial Report of San Diego ‘Cotmty

NOTES TO BASIC FINANCIAL STATEMENTS

(Amounts Expressed In Thousands)

On October 3, 2002, the County of San Diego issued $737,340 of Taxable Pension Obligation Bonds,
These bonds were issued with four series: Series A in the amourit of $132,215 which are fixed rate
Current Interest Bonds; ‘Series Bl in the amount of .$100 million -which carry a variable rate are
Auction: Rate Securriti ies B2-4 in the amount of $405,125 are also Auction Rate Secufities which

have: been swappéed to fixed; and Seriés C in th

e amount of $100 miillior, w are fixed rate Public
Income Notes (PINES). The County has entered into a swap agreement with two providers for the
Series B2-4 bonds. These bonds carry a fixed rate of 5,31%, A portion of the proceeds, $176,890,
was placed in an escrow account to be used to retire interést and principal on $156,425 of the

-County’s outstanding: 1994 Taxable Pension :Obligation Bonds, A

.In order for the County to remain within its revenue constraints, a portion of the 1994 Taxable
Pension Obligation Bonds was defeased by placing in escrow, certain proceeds. of the October 2002 .
bond issuance: This resulted in an ecoriomic loss of $184. The 1994 bonds had a remaifiing life of
approximately 5 years and have been replaced with $100 million, 30: year variable rate debt and a $56
million: of 30 year fixed rate debt resulting in the economic loss. The variable rate debt is subject to
market fluctuations. - o :

Inactiveé Landfill Closure Costs.

The County maintains seventeen waste disposal sites that were closed prior to 1985. Consistent with

State and Federal re g to closed landfills, post-closure costs for these landfills,
including facilities maintena undwater monitoring over a 30-year period, are estimated at
. $101 million in current year costs. ‘This. amount has. been recorded in the statement of net assets.
Actual costs may be higher due ‘to iinflation, changes: in technology or changes in regulations. The
County has funded this liability from cash reserves realized in prior years... ’ '

(G) Special Assessment Debt

The :County Treasurer-Tax Collector acts as an agent for property owners ang bondholders: in- collecting
and forwarding special assessment monies: The County is not obligated for repayment of any spegial
-assessment bonds and all special assessment debt is solely the obligation of various separate
govermnmental agencies. The amount of special assessment debt outstanding for which the County is a
fiduciary is $17.6 million at June 30, 2003, : :
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Z'Tobad:o Seamﬁzationsdnt N
Other funds . 36493
Intemal sevice funds . 313

$ 5863 :?1.,.71-9

150,497

75185

2,865

Year Ended June 30, 200 ,ﬁ. S
(Amounts Expressed In Thousands)

w2 602 B

15464

1,621

190,143 ¥

. (41) 190,102

889

129,182
N 417%

B2 6001 41,991

T Towl gavermemal activmeS ~ 43940 2,059 ' 230,‘347

Busingss- typeacﬁvmes.
Arport: . - S 168 .
Wastewater Management 1.
Sanitation Districs ~ =~ S

1,009

R
283

@A) 339

71,810

Total business-type activites 160 _ ‘

1,69

Cormonentth't'
" - First. 5 Comirission

{0)]

ol Copocent Ut 3 '

654

54 -

7,989

7,989

Major funds. )
General fuhd:

Nonmajor funds

Internalservice funds

$

32,058
12,426
17,428

. 91912

641
_198

' 1,800+ "

117, ¢ 274

42,361 . ©
13,213
19,426

Total go vernmental activities

”-'75 000= L

. Busmess-type activities*
Airport enterprise- fund .
~ Wastewater management fand
" Saritation districts fund

61,912

1,427
1427

142

10,751

13

361 2,076

1,453

1,577

13

Total business-type activities

: .‘cjgmpone'nt unit
__First-5 commission

1,852

$

Total component unit

.76
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, ST, TEMENTS--

L - : S N Internal Servrce Funds : 7,317 -
o JTotal GeneralFund .~~~ ' : A A e s 156,879 -
“Tebaeco Securitizatlon Special T e ' I
_ReVenueFind - : . General Fund _ I 26,949
Nonmalor Govemmental Funds a General Fund co ' © - 451,048

: Nonmaior Govemmental f-lmds - 1375439

740
: 589,317 E

Nonma;or Governmental Funds . 4z
: Internal Service. Funds i 16

asteﬁat'e'r Ménagemenf o Internal Servlce Funds . .. .. :
' ,-,Nonmajor Govemmental Funds___.f'_. i e X

: Total Wasterwater Mangqement
' Intemal Serwce Funds

* Ge ,,,erai Fund '
Nonmawr Governmental Funds

: Tota! Internal Service Funds

Total. 75“7.77 175

‘The pdrp‘ds_ea of these -ti-an"slt‘e: Was primaruy for. relmbursement of prOJect costs, lease payments,
mltiation fees, bank actnvnty posting and replacement costs _ : L

7
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“General fand

' anrd F'INANCIALETATE'MENT&

e ;Wastewater Managen’nent

sanitation Districts

' Inteial Service Funds - < s - . . 0 0 53,208

20,087

“Total General Fund

__Trust ahd Agency Funds -

Tobacco Secuntlzatlbn Special
Revenue Fund .

203,886

Trust and Agency Funds _ - S s

'Nonmajor Govemmenta[ Funds

- General Fund

Nonmgjor Goyernmental Funds .

'Enterprise Funds

Alrport. . . . 196
Wastewater Management S T 63

~ Sanitation Districts . - ) S 52 .
Ihternal Service Funds - o L. 799

Trust and Agency Furids N , 23,809

Total Nonmajor GoVemmental Funds

_Enterprise Funds
"+ Alrport

'Nbﬁfﬁéidt:'ﬁbvemménfa]'=Fun¢s-

Internal Seivice Funds

Total Alrport.

Trust and.AdencyFunds 0 LT

“Enterprise Funds .
Wastewater Management’

” -General Fund

" Internal ‘Service' Funds
- Trust and Agency Funds

Nonajor Governmental Fundsr e

" Enterprise Funds

--Ganitation Districts

Total Wastewater Management

Entreprise Funds .
" " Sanitation Districts

Internal Service Funds e |

Total Sanita.tlbn Districts

Trust a'nd Agéncy Funds I . 284

Internal Servicé Funds

"~ General Fund - oo 15083

-‘EnterprlSe Funds

Arrport

Wastewater Management

-Sanitation Districts
Internal Service Funds.
Trust and Agency Furids

Totat Internal Service Funds

Tiust ahd Agency Funds

~General Fund

Nonmajoi* Governmental Fundsr
Enterprise Funds . . . .
. Alrport o B C B

‘\Wastewater Management LT AR S

Sanitation Districts : ' DR 1
Intérial Service Funds - R 77

" Total Trust and Agency Funds '

Trust and Agency Funds . _ 27,634
S RS . I 31,258

Total

: .,.';"-."‘?”'2-317;370 i
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Fmancnal Report of San Dlego County

NOTES TO BASIC FINANCIAL STATEMENTS
- Yeaf Ended June 30, 2003 i
(Amounts £xpressed In Thousands)

» (3) Advances to/from at: June: 30 2003 were as folows* o

\: ;g”"‘\\o J\E»'\. ,99 ¢ &, . \.u...‘.
A =
General Fund : : b3 .
Nonmajor Governnental Funds o N
Flood Control Distict IR s 03 o
- County Service Districts o : o ' . 768
‘Nonprofit: Corporation ~ Debt Servuce L ' 414 . -
Reédevelopment Agency ~ Debt Service T
Redevelopment Agency Capltal PrOJetts
" Enterprise Funds: :
Alrport - S _ . 9637 » s
Sanitation Dlstricts o o R k1] 278 -
Ir Service: Funds U e -
Spe 1al D:strnct Loans _ . T 632 A ]
i i $ : 11 5107 . 11,510

Total
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(5

the Metropolitan Transit Development Board (MTDB) to be effective on June 28, 2002.. The Coui
accounted for the transit system in the Transit Eniterprise Fund, At June 30, 2002; & liability: of
miilion was éstablished to reflect cash and equivalents held: in the Transit. Fufid ‘Zehdin'g'. dispositio

budgeted annually for those portions of obligations coming due th
liabilities described above include estimates of claims incurred but n

NOTES TO BASIC FINANCIAL STATEMENTS
Year Ended June 30; 2003 .
(Amounts Expressed In Thousands)

(J) Divestiture of the County Trarisit System

Ori February 13, 2002, the Board of Supervisors approved divestiture of the County Transit §Vstém to

instructions: from: San Diego Associatlon of Goveraments, A cash flow staternént for the current year

is included to reflect the disposition of thé cash and equivalents which were held at June 30, 2002

Other Note Disclosures

(A) Commitments and Contingencies:

{1) Litigation

‘In.addition to- the accrued- liability. for litigation and Workers Compensation: claits described in Note
5B, the County has a potential liability of $21 million that could result if unfavorable firial decisions

were rendered In: numerous lawsults to which the County Is:a. named defendant. Appropriations are
at fiscal year, Estimates of potential
ot reported at June 30, 2003,

(2) Unrecorded Leave Benefits

County employges. have unrecorded accumulatéd benefits of approximately. $122.5 million: in: sick

. leave. These benefits are not payable to employees upon termination and are normally liquidated in

future years as employees elect to use their benefits as prescribed by Civil: Service rules and-
regulatiofis. Accuiulated vacatioh, sick leave, and compeinisatory time-off for which employees are

eligible for payment upon separation have been recorded as current or long-term liabilities: in the:

appropriate proprietary funds. and the statement of net assets.as described in Note 1G.

(3) Tax and Revenue Anticipation Notes

‘On July 1, 2003, the County issued $255 million of Tax.and Revenue Antifcipat’idh N’Oﬁesa(-li\.’ldfes:)‘:; the
_principal and interest. will be due on the maturity date of June 30, 2004. The fiscal yqa,r:':iO‘QB'-ZOM
 Notes carfy an interest rate of 1.75% and a vield of .92% and are subject to scheduled: set aside. ‘

(4) Third Party Debt

The tax code allows for certain types of nongovernmental borrowers to take advantage of tax-exempt
financing through.a governmental agenty. The County of San.Diego as a governmental. agency, has

issued tax-exempt debt to qualified borrowers. The County of San Diego Is not reésponsibie: for the
repayment of the debt. Accordingly, no liability for these bonds have been récorded: in: the statement of
net assets. : . ' : ' '

Mortgage Revenue Bonds

Mortgage Reyenue Bonds are issyed to provide_.construc.tlon ‘;,a__nd pgrmanent.ﬁnanqng tp-developers of
milti<family residential rental projects located in the County to: bé partially occupied by persons of low
or moderate income. Between 1995 and 1999, the County issued $24 million of Mortgage Revenue
Bonds of which $22 million were still outstanding as of Jurie 30, 2003. .

80
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NOTES 70 BASIC FINANCIAL STATEMENTS
Year Ended June 30, 2003
(Amounts Expréssed In Thousands)

‘Certificatés: of Partigipation

The County has. implemented .a-condiiit program whereby the County is the Issuer of tax-exempt.
bonds and loans the proceeds to a qualifying for profit or nonprofit organization.  These organizations:
make payments:to the County equal to the debt service on the bonds. Beginning ia April- % & 2
miillion iry Certificates of Participation (COPs). have been lissuied to, provide funding for construction of
capital -improvements and refunding of prior obligations for a hospital and medical center located
within the County. Tn December 1998, the County entered into 2 lease agreement: with thie San. Diego
Natural History Museum to:issue $15 million of COPs to finance -céftain museum improvements. In
September 1999, the County enteréd into & lease agreement with the Burnham Institute issue.
$51.5 million of COPs to finance the purchase of real property. In March 2000, the Coufity entered -
.into a lease agreement with the San Diego Museum of Art to issue $6 million of COPs to finance
certain museum improvements. Tn April 2000, the Coufity-entered into a lease with the Salk Institute
to issue $15 million .of COPs t6 finance the acquisition, construction and equipping of certain fesearch
facilities. In May 20041, the Caunty entered into a lease agreement with the University of San Diego to -
issue $36.9 million of COPs to finance certain capitsl improvements for the University. In September
2002; the Cotinty entered into a lease with the.San Diego-Impérial Counties Developmental Services
to'issue $10.8 miltion in COPs to.finance ‘the acquisition of their headquarter facility. In Janusary 2003,
- ‘the County entered into a lease agreemefit with Chabad Jeéwish Academy to issue $11.7 million in
- ‘COPs to finance the construction of cértain educational buildings. As of June 30, 2003, $251 million 6f
-outstanding, : By ' ' -

: inar
 such COPS are sl
‘Reassessment District Improvement Bonds

. Reassessment District Inprovement: Bonds were issued to provide: for refunding an earier issuance of
Improvement Bonds for an assessment district. The district issued $28.8 million of Improvement
Bonds in July 1991 to finance thé acquisition of certain infrastructure improvements specially
benefiting properties: within an assessment district. Iy July 1997, the district issued $21.8 million of
Reassessment Bonds ta refund the original issuance, of which $16.5 miliiot were still outstandirig as
6f June 30, 2003, . : ' - :

_{5) Federal-and State Programs

Arhounts. received: or receivablé from. gkant agencies are subject to audit and adjuslihféﬁt‘fbytgrantér
agendies, principally the federal goversimgnt, Aty disallpwed claims, including amounts. already

collected, may constitute -a liability of the applicabie funds. The amount, if any, of expenditures that

may be disallowed by the grantor cannot be determined at this time; although the County expects such
amounts, if ary, to be imimateriat. . . - .

' (6) SDCERA

SDCERA s party to financial instruments with off-balance sheet risk to generate earings and stabilize

éxcess earnings from active managemient of fixed income securities and common stocks. Managed

futures contracts include, but aré not limited to, contracts for delayed delivery of securities,

commodities, or currencies in which the seller agrees to make delivery at a specified future date of a

. specified instrument at a specified price or yield. Risks arise from the possible inability of counter-

parties to meet the terms. of their contract: The risks of loss: from these off-balance sheet financial

instruments includé minimal credit, risks, but include the possibility- that future changes in market

prices may make such finandial instruments less valuable {market risk). Not reflected in the pension.
trust fund financial statements are commitments to acquire real estate for investment totaling $81

million and alternative equity for $102.3 million. : : S
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districts; pursiant to the bond covenants, - The. proceeds: from these issues

" .. respect to these. issues, the re

'NOTES TO BASIC FINANCIAL STATEMENTS
. .':YearEndedJune 30,2003 - . . .-
. (Amounts Expressed In Thousands) - . o'

(7) Depaslts for Ot,her:{:A:gﬁeﬁclzés

ssued by other

_The Treasurer.is.a named paying agent for varigus bon

=

MRLLUT s deposited in the -
County ‘pael. ar as. specified. In the bond resolution. The amounts deposited belong to thé specific
~ agency which issued the bonds and are not assets .of the - 'he: County. has 50 liability with -
payment of these bonds are.from. advalorem taxes: fevied on the -

properties:in the sthool district. g

© (B) Risk Managéiment

_ < ogr y it is self:insured for preiriises Jiability at
medical facilities, medical malpractice, errors:and omissions, false.arrest, forgery, and. genéral liability, -
- “The. Colnty purchases.Insurance for property darmage; certain' casualty claims; public officials bond, ;
. ..émployee dishonesty, -faithful performance, volunteers, exCes workers' : compensation : 5SES:
greater than:$1 million), airport comprehensive, and loss of money-and securities based pon% site.

ch of the

" Yhe County oberateé a Risk Management 5'r§>,gram',,. Whef‘eby ,

focation's, . Settlements in the areas covered have not .exceeded insurance coverage for-eac
past three fiscal years, .~ During fiscal year 1994-1995; the. County established an ‘Intecnal Service .. -
Fiind {ISF) to report all of its uninsured risk management vities, Risk management Hiabilitiés are

reported when'it 15 probable that a 168s has: occurred: and’ the: amount of that' loss can be reasonably

estimated, . An actuarial evaluation was used to determine the. public. liability and- ‘workers
comperisation total. risk Nability at June 30,°2003. At June: 30, 2003, the amourit of these lisbifities,
including an estimate for claifs Incurred but not reported, was estimated at $100.6 million, ingluding

_$17.2 million in public: liabllity and $83.4 million .in workers' compensation.. “The-County began allo~ -
cating the cost of providing claims service to. all its operating funds. agia "premiin® xpressed
. as a percentage -of payroll beginging fiscal year: 1996-1997.  Changes | -of -clai
. Dabilities for fiscal year-2001-2002 and 2002-2003 were as follows: .

BBkl Gl N §735ft PR
2001-2002 - T 46,344 o . .
2002-2003 - - 97,794 35,372 (32,578)

"' (€) Joint-Venture

The County is a participant with seventéen, incorporated cities #a a joint venture to operate anm .-
emergency services organization for the purpose of providing'rFegional planping and. riutual assistance

in the event of an emergency or disaster in the region including accidents involving hazardous waste. )
The organization is governed by the Unified -Disaster Council composed- of .ong yoting.-member from
each represerited jurisdiction. A contractual agreement requires that the cities pro :
total required funding éach year. Thé County, by agreement, also provides one-half of the required -
yearly funding. Any participant may terminate participation-in the agreement.by giving 120 days

notice -prior- to_the beginning of the next fiscal year. Total participant -contributions for fiscal year
~2002-2003 were $860. The organization had-a cumulative surplus of $32 at June 30, 2003, Separate -
 financial statements for the joint venture may be “obtained from the County -Chief Financial
.- Officer/Auditor and-Controller. Lo e S

(D) 3oiritly Goverhed Organizatiors

The County Board of Supervisors: jointly governs two service authorities, the: Service Althgrity for .
‘Abiandened Vehicles and the Service Authority for Freeway Emergencies (5.A.F.E.). These Authorities
. are governed by two seven-member boards, consisting of representatives from the city councils of the .
incorporated cities within the County and two members of the County Board of Supervisors.- The . -
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NOTES TO BASIC FINANCIAL STATEMENTS
_ Year Ended June 30, 2003
(Amounts Expressed In Thousands)

purpose-of the: authorities is:to provide for the removal of abandoned vehicles on streets and highways
and to provide for freeway  emergency call boxes-on major freeways within the County, respectively.
Funding for the authorities is derived from vehicle license fee surcharges, which are collected by-the;
State and deposited. into- the. County’ Treasury. The County provides minimal administrative: staff
support for these authorities. o S .

The County Board- of Supervisors and the San Diego City .Council jointly govern the San Diego
Workforce Partnership (Partniership). The Partnership's Board of Directors consists of tw embers of
the County Board of Supervisors, two ‘members from the San Diego City Council dnd one member of
~ctharitable organization.. The purpose of the Partnership is to provide employment training to .aréa

tésidents. Funding for siich training is provided by State and Féderal grants.

~ The County also jointfy géverns the San Dieguito River Valley Authiority, the Serra. Cooperative Library
System, Southern California Regioiial Training and Developriient Center:. and the Hor Régional
Treatment Facility. The governing ‘boards. of these entities consist of representatives: from the. County
and/or other regional governments and other counties.  The County does not appoint a votifg
‘majority to the above boards. Services provided by these entities include park land: acquisition,

coordination of library. services, regional governmental training, and treatment’ of emotionally:
disturbed youth. ’ , L : :

*(E) San Diego County Employees’ Retirement System
{1) Plan Description . |

The SDCERA -administers a multi-employer ‘plan which provides: retirement,. disability, and death
benefits for plan inembers and beneficiaries pursuant to the County Retirement Law of 1937, as.
enacted and amended by the State legislature, The plan is: Integrated with the Federal Social Security
System.. Cost-of-living adjustments are provided to 'members and beneficiaries at the discretion of the
SDCERA Board of :Retirement: SDCERA ‘issues a publicly. available financial report that includes
financial statements and: required supplementary information for the pension plan. The financial
report may. be obtained by writing to the San Diego. County Employees Retirement Association, 401
'We.sjt'gA'Street, Suite 1300, San Diego, California 92101 or by calling (619) 515-0130.

' 1(2‘)_ Basis of Accounting and Fair Value of Investments (See Notes 1E and 1G, -rgsggqgiyely)'._
{3) Funding: Policy o |

State statutés require member contributions to be- actuarially determined to provide a specific
statutory level of benefit. Membér contribution, rates; as a percentage of salary, vary accordifig to age-
at entry, benefit tier level, and certain negotiated contracts' which provide for the County to pay a
portioh of the employees’ contribution. Member contribution rates (weighted average) expressed as a-
percentage of salary are 8.39%-8.85% for general members and 9.27%: for safety members. The
County is also required by State statutes: to contribute at an actuarially determined rate; the fiscal

year 2002-2003 rates, expressed as ‘@ percentage of covered payroli, are:0% for general. members

and 6.87% for safety: members, :

. In March, 2002, the County implemented a new enhanced retirement package. In October 20‘02,, the.

County issued taxable: Pension Obligation Bonds to fund a portion of its statutory obligations. arising

- from enhanced benefits. Member and County contribution rates will be adjustéd to cover enhanced:
benefits.. : ' :

' (4) AnnualPension Cost

. Anactudrial valuatioh s not yet available to provide. current annual pension costs and comparative -
- figures with the prior year. For the fiscal year ended June 30, 2002, the-County’s annual pension cost }
was. zero. The Caunty’s actual contribution during the fiscal year ended. June 30, 2002, totaled $5.3
million, resulting in a net pension obligation of $7.7 million as of June 30, 2002. The reguired
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- ;. @n 8.25% Investment rate-of-retufn,
* living increases for retifees of 3%.. -

- which calls for a portion of the County’s contributions to be deposited to 'a,‘sép._;:;.jiré"t

'NGTES TO BASIC FINANCIAL STATEMENTS
.. & “Year EndedJune 30,2003: - - .. *

o .+ 1 (Amounts Expressed In Thousands) - . . .0 .

. contribution ;aie,s, as ~ad‘opée& by the -js‘rj"cERAajBaa,r.&, were .déggétﬁinedf as part oftne Juneso 2001

. @ictuaris) Valuation based on entry-age actuarial cost method: The actuarial ‘assu ptionsiincluded (8) .;.'
rojected salary:increases of 4.5% per year, and {c) cost-of-

A SMOORREN

ﬁm&,\%}f 32
A
COStAR

GRS

W01 482 4u%. 1558 .
The Board of Ritirement glected to offset the County’s annual requiréd contribiitions (ARC) for the::
fiscal year ended. June 30, 2000 from. the ¢onsiderable surplus. within the  Petision Trust Fund; -
Therefore; ho County monies were expended for thie ARC. - o ' -

 '(6) Retiree Health Benefits: |
 Retres o mbe"eﬁ“ friay be available to eligible retirees to the extent that the Bowrd ot
o an annual-basis approves the payments of such benefits, The Board of Supervi

- of Retirement adopted a funding mechanism tnder 401(h) of the Internal Res

~ The amount of the contributions .placed 1h thi§ account are then withdrawn  from- the jrivestmenit
eamings which exceed the assumed rate of return of the poftfolio, and placed in the retirement fund
. to ensure the funding of the pension benefits are made whole and complete. Thé Health benefits fund
began its funding With $19.9 million:that ¢an only be ugéd to pay retirement health benefits, . .

Approximately 9.65 thousand.rétirees or suryiving spouses are €ligiblé to trecelve these benefits.

SDCERA ‘recognizes the cost of providing those benefits by expending -annual Insurance prémiums,
which approximated:$20 million for fiscal year 20022003, - A résérve establishéd by ‘the SDCERA
Board 6f Directors Tor thie payment of postretirement health care benefits was approximately $269.1 -

‘million at Junie 30,2003, a $16.5 million deciéase from the previous fiscal year.

(7) Equity and Bond Swaps and Futures Contracts - _ - L '

_ SDCERA utilizes "various financial instrufients, uch as, equity ‘and ‘bond interest rate swap "

agreements and stock and bond’ futures conitracts, in order to: synthetically: create exposure to the
eqiiity and bond markets: These financial instruments are Intended:to be equlvalentito the asset they .
. are desigried to emulate, and SDCERA management believes such Investments offer significarnt .
advantages over the direct investment in securities, including lower transaction’ fees and custody -

costs, The SDCERA governing board of directors has adopted a policy whereby specified amourits of

cash and certain securities equal the exposiPes resulting from these agreements,

© The use of swap agreements does ‘éxpose the pension trust fund o the risk of dealing vw'it‘?h_.ﬁﬁaﬁ;ﬁi‘ai{
counter parties and theif abllity to meet the terms of the -contracts.. ‘Forward. €onttacts for the
purchase of certain commodities -are reported at fair mmarket value In the financial statements.
* Dbligatiohs to purchase the commodities are not recognized until the commodities are delivefed: . -

(F) Prior Year Advance |
© Prior to the issuance of Revenue Bonds.in- 1995 by the San Diego County Réjdévelo:pme'hﬁ Agency, the
County Airport Enterprise Fund funded the initial expenditures of the Agehcy’s two airport projects: - The.

Redévelapment Agéncy is required to reimburse the Airport Enterprise Fund, which spent approximately
- $9:6 million on the projects consisting. of $3.7 million for initial expenditiires and $5.9 million for 2001.
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___ Financfal Report of San DiegoCounty -

NOTES TO BASIC FINANCIAL STATEMENTS
. Year Ended June 30, 2003
(Amounts Expressed In Thousands)

The Agency haysiriterest’ on-advarnces, ‘but Is niot responsible for payinenit: fum{t'f fuinds: are avallable for
this purpose. As' of June 30, 2003, interest of approximately $3.7 million has accrued on these
-advanpces: ‘ o = _

(G) New Governiméntal Accounting Standards:

In June 2001, GASE jssued Statement No. 38, “Certain Finanicial Statement Note Disclosures”, This
statement modifies, establishes, and rescinds certain financial statement disclosul equirements.
Modifications to: the: note: disclosures ‘primarily focus on: a) revenue recognition policies; b) action
taken in response to significant vielations of legal or contractual Pprovisions;: ¢) debt service .
requirements; d) lease: obligations; €) shart-térm debt; and ) interfund balances, GASB Statement
No; 38 was partially. implemented in the previous year. For the year ended June 30, 2003, the County..
adopted the. disclosure provisions for receivables, payables; interfund transfers: and short-term debt
per GASB' 38 requirements. Accordingly, certain note disclosures have been revised or added to
comply with the provisions.of this statement. : : ‘ '

(H) Seciritization of Tobacco Settlement Revénues:

The Tobacco Securitization: Authority of Southers California (the “Authority") issuéd $466.8 million in
“@ggregate principal amournit: of Tobacco Settlement. Asset-Backed Bords in: Jahuary of 2002 (the -
“Bonds™y, in order to fund the Authority’s loan to San Diego Tobacco Asset. Secuyritization Corporation,
a California non:profit public benefit ‘corporation: (the “Borrower”) pursuant to a loan agreement
. -between the Authority and the Borrower. The Borrower in turn used the net proceeds of the financing,
in the amount of $411 million, to ‘pay to: the County, in return for the County’s transfer to. the
. Corporation. of .all of the County’s right, titlé and interest in and to and ufider & Master Settlement
Agreement (the “MSA”), as agreed to by the State and participating jurisdiction, and a Memorandum
of Understanding (the “MOU") and & ‘supplemental agreement. (the “ARIMOU") among the State .of
California, all California counties and four California cities, including the right of the County. to. receive
Tobacco Seéttlement Paymiénts. The ‘MSA was eritered into in November 1998, among the Attorney
Generals of 46 states;. the District of Columbia, The Commonwealth of Puerto Rico, Guam, U.S, Vi
Islands, American Samoa and'the Commonwealth of Northern Mariana Islands. and: collectivel
“Settling States” and the four largest tobacco manufacturers. Under the tefms of the MS _
settling tobacco companies. agreed, among other things, to make periodic Payments' in perpetuity
("Tobacco Settlement: Payments”) in exchange for being released from claims related to the use of -
tobacco products: Under thé. MOU-and the ARIMOU, the State of California ‘agreed to distiibute 50%
 of the'Tobacco Settiement Payments it received fo Callfornfa courities (Including the County) and four’
' cities; the relative amounts to be received by the counties is based upon population; with: adjustments
being made in response to: each decennial U.S. census. When the Tobacco Settlement Payments:
' ' inty; the County Board of Supervisors adopted. Board Policy E-14, which -
‘aliocation of these revenues to new: and expanded programs that would
Serve these targeted: populations and also promote healthy. lifestyles. The emphasis is on prevention
and education, and is intended to reduce the abuse of alcohol, tobacco. and other addictive
substarices, Improve mental health servic s, significantly reduce violence and: abuse; reduce: ‘the:
incidence of chronic and infectious diseases, and provide education regarding the effects of tobacco.

Prior to its sale of the Tobacco Settlement Payments, the County of San Diego had received
" approximately three years of annual payments. The: County expects to use approximately $29.4.
_million’ annually from the proceeds fromi the sale (which were deposited in: an endowmierit fund: ani

invested in municipal securities) for Board Policy E-14 purposes.

- The bonds: are limited obligatioris 6f the Authority payable solely from payments made by ‘the

Corporation, from Tobacco Settlement. Payments purchased from the County, between the: Corporation

and the Authority. Forthe year ended June 30, 2003, $35,444 of Tobacco: Settlement Payments: was
recorded as Other reviehue. in the Tobacco Securitization Joint Special Revenue Fund. Theé bonds do
not constitute a charge against the general credit of the Authority or the County and neither will the
Authority: (except from loan payments by the Corporation) or the County be obligated to pay the
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NOTES TO BASIC FINANCIAL STATEMENTS o

Year Ended .'lune i30-.- f2003

2006
2007
. 2008
- 2009-2013

| 2014-2018

| 2019-2023°
2024-2028

20202038 % G B4

2034-2038: -

2039-2083. " °

- 412,800

0,865 71,048
191 615 -

inberest on or. prmcapal of these bonds These bonds clo nat conshtute k) debt Ilablhty or obligation
(Iegal, fhoral or othenmse) of the County o S : e .

117,681

104919, - 144799 "
01,679 . 155984.:

42348 " 28

" Total

'9 5449235

"4%_1.234.,.3‘5-1 SR
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Fmanc:al Report of san D:ego Countv

. SCHEDULE OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES-BUDGET AND ACTUAL
! GENERAL FUND
Year Ended June 30 20b3

396415
28:840° o
" 36,246 o (1 852)
Ciz,238° ' .

$ 383,730
T 28,296
33,624
20,622

' chenses, perrijts
.-Fines, fcrfentur

920,812 - .- 709,693 -
Fedehal . % 427,182 . . 457 533,562 -
SOther 0 DUITTTU 0 T U T 49,182, 151,944 ' 49;853"

Charges for current servk:es Lo 208,635 231,323 243,135

R ':‘19520_ C 24,010 0 ¢ 25389

’ 'Eitpenditurész_ .
Current
General LT
.-« Board of supervisors district #1 .. 810
" . Board of supervisors district-#2. " " 840
. Board of supervisors distvict #.3 R
Board:of Supervisors district # 4
Board-of supervisors distriet # 5 v -
Board f sUpervisors: genéral office = - ¢ 1,153 -
he board of SUpeleors _ . 5376
. CAC mgjor mairiténance .~ " © - - 2,238
Chief gdministrative bffice S 3,736
‘Cominunity’ enhancement o 5,479
-Community projects ~ 10,000 -7 A
Comiunity services - | 8,403, 3572 ¢ L L . 1ggae
Land.use and environment : ©OT 493 - _ co L6660 106
Fihahcing and geneial govemment group{ : 42,374 44,094 " 11,295 T 32799
.Audifor and controller - 28929. - 34,164 o 33,938 ... 2,226
. Asséssor/recorderfcounty clerk 27,609 38946 - 388 . - ' 99
.+ Tréasurer/tax collector- . ©13,208. . . 16,005 . ' 15685 . i - 320
. County counsel f 14,915 . 22,720 S 71,119 TR W7 ) §
Human resources’ - ‘ Sl 17,488 22,019 | 20,3060 T3
Civil service commission ' 398 - 485 394 - _ k- N
Register of voters o 8,244 8,249 . - 1,96_7
County technivlogy office R ) - 7,989 e - 1,238
- Countywide general expense . = . . 6,149 - 34,107 5,683 S 28424
Contribution to capital outlay ' ' 5,900 . 6,900 - IR . 6,900
Contingency reserve 11,000 11,0000 . . . T ‘ 11,000 .-
Depattment of public works - 617 - 670" - 58 - N -
Health and human services agency _ 2,428 2,528 2,331 o oo 197
Total general o ‘ . 227,306 306,470 201,975 C . 104,495

SR
1477 . T © 102
1,171 0 - 8
1,253 A 176
1,082 )
5514 . Co 1,074 -
2,238 & ool
4,482 S gey
9,496
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Financial Report of San’ Dieg ountv

SCHEDULE OF REVENUES, EXPENDITURES, AND .
CHANGES IN FUND BALANCES-BUDGET AND ACTUAL S "
GENERAL FUND
Year Enided June 30, 2003 -
© {In‘thousands)

1'»")5'
Y

public protectlon- = . ‘I o :
. iGrand jury ' : - o $ L AT .. 509 . 465: .- L
Digtrict attorney = . - 87,410 . 127411 122,636
Chiid support , ' , .. . 57,9372 68,088 . . 68,008
Pubhc defender ’ . ... 38,150 - 56,488 © - 54,165
Alteinate public defender, - - 12,179 ' 15,1B6:
Defenise attoriiey / contract administration - - - - 6,664 8,664 . 8,209
. Contributions for. trial ‘courts . ... - 69,766 - . 120,547 117,832,
Sheriff. - oo 375,728 - 512,333 ' 493,449
‘Probation ' . 132,985 172,865 . 162,352
. ..Agnculture, welght&measures ) - 11,136 15,591 o 114,563
¥ Dept. of animal services S . 658",. 14 T A3611
| LAFCO administration co : 200 200
_ Health & human setvices agency . T 2,939 2,798 198
- Medical examiner o -2 .5,300 7.185 222
" Planning and fand use 23,137 26,784 3,541
:  Public safety - 4,762 5,643 14 674
© . JCitizen's law enforcement review board ‘ L. 466 565 . L 62
- Land use and environment group o 3,287 3,508 6,250
" Assessor/ recorder / county clerk S 12129 14,070
Department of public works : ' o181 : 1295
. © Officg of emiergency services 1,778 - . 2,611 . 1,468
Total public-protection o 857,245 ,1,201,919' " 1,133,062
Pubﬁcways and facil]tles. CT i ' . A Lo
Publicwerks ) 4,601 - 24 219 23,955: _ .. 264
- . Total publlcways and facillties . 4 o 4,601 24,219 - . 23,955 C e 264
- Health and sanitation: AR T , '1"
- -Hedlth.and human. sérvices agency - .+ 530,691 547,319 . 44,877
" Environmental health T 29,660 36,867 . , 3,117
- Départment of public works S 453 \ 869, . O
Total health and sanitatiog. N . . 560,804 .- 533,049 .~ 585,055 S A7,994
Publlc assistance- Lo ; ) L . CL
Heaith and human:services agency Sk B83,533 - 988 880 . 942695 . 46,185
Housing and: commumty development . - 9,895 . 13,298 10378 2,927
. Total public assistances ' .- 893,427 1, 02;178 . 953,066 S 49,112
Education: o AP : ' L
Farmand hame advisor - : © L. 577 6,753< ee80 .- . 73
Total education 4 L o - 577 - | 6,753 6680 . . 73
Recreational and cuitural: Co e B R
Parks and recreation ' . 17,867 . 25,328. . 22,361 .. . 2,967
Total recreational and cuitural .. .. 17,867 25,328 22,361 . 2,967
Debt service: _ o » , ' e C L
Countywide general expense 37718 30,107 . 1735 1372
i . 37718 20407 . 12738 . 7372

T (Cont) -
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SR 44@)2»

«.,xv
6.

B ,,ransfers i
»‘-‘r" nsfers (out)

. Fund balances - begmning of year it .. 83,480 . :3-27;094.
In ease’ (decrease) In, T o
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Financial Rep.qr’t o.'f San’ D'ie'go: cou,nty"

. SCHEDULE OF: REVENUES. EXPENDITURES, AND
CHANGES IN FUND BALANCES-BUDGET AND:, ACTUA \
GENERALFUND
Year Ended June 30,2003 -
(In'Thousands) - © = -

Explanation of differences: between budget o actua! cemparlsou schedule using the operatmg st“atement
farmat and GAAP revenues and ekpenditureS’ - o .

REVENUESY

Actual amourits (budgetary basls) “avallable for appropriation from:
bddgé’ta‘ryﬁ romparison sche&ule : '

vaferences-budget to; GAAP

EXPENDITURES:

- Actial amounts:( ,.:getary basis) “total charges to appropriaﬂon : SRR TR
frorn budgetary- companson schedule o §. 2,938,889

o leferences-budget to GAAP :
‘ Year end encumbrances are added to actual expenditures S S '
_ for bt.dgetary'b is but not mcluded in GAAP='-' N S L (46,052)

OTHER FINANCING SOURCES (USES):

Adtual émo_y:r'\:t's (budgetary basis) from budgetary L T
comparison schedule : SN : %7 - 930,357

‘Differences - budget to GAAP
“Transfer Out - year end encumbrances. are added
1o actuals transfers out for budgetary basis but e : 2 . .
not included for GAAR o - , o " 50,707

ABegmnlng of Yedr encumbrances are ihcluded in
~budget in the budgetary basis but not.included o o T
R ——— L L . (98,676)

I
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. Finaneial Report'of San Diego County . . -

" SCHEDULE OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES-BUDGET AND ACTUAL

TOBACCO SECURITIZATION SPECIAL REVENUE FUND .

2%

ZNTN
Qe
PRI
B :
S

& 3
SR
3 .--.‘..'a.w., e

. Expenditures:
-A(.?B:: oy ﬁi‘:\f{\

o 6th§r financing }soyrcés- {uses):
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cumees IN FUND ﬁALAncEs-BunGET ANp: ACTUY

TOBACCO SECURITIZATIQN SPECIAL REVENUE FUN,D

Year Ended June 30, 2003
(In Thousands)

format and GAAP revenues anﬂ eXpendItures,;

REVENUES:

7 Ackisal amovints (budgetary basis) “avaitable f
budgetaryééﬁfﬁpaﬂsen schedule’ Y

Differences~budget to GAAP
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Finaficial Report of San Die

" NOTES TO REQUIRED SUPPLEMENTARY INFORMATION
- L Y’ea‘r.E.n'dgid' June 30,2003 ' '

Budgetary Information
i fégheral Budget: POIicies

An operating budget is adopted each fiscal year for the governmenta| funds. The annual’ resolution
. -adopts the budget at the object |evel of expenditures. within' departments, _Annual budgets ‘are not
réquired to be adopted for: the Tobaccg Securitization Joint Special Revenue Fund (a major fund): -
- SANCAL, a non-profit: corporation, and Debt Service and-Capital Projects Funds (other governmeéntal
funds). Unencumbered: appropriations for the- governmental funds  lapse at fiscal . yesr-end.
- Encumbered - appropfiations ‘are- carried forward to: the subsequent fiscal year. Budgets for the
governmental funds.are adopted on a basis of accounting that is different from generally accepted. -

- ‘accounting principles. -
The major areas of differences are as follows: °

-+ Encumbrance accouiiting is employed in governmental funds. Encumbrances (e.g., purchase -
orders, contracts) are reported as budgeted ‘expenditures in the year the commitment to purchase
is incurred. For GAAP purposes in the fund financial statements, encumbrancds outstanding at.

© fiscal year-end are freported ds reservations of fund-balances and do not constituté’ expenditures -
- and liabilities, because the appropriations for these commitments will be cairied forward and the

commitments honared in the subsequent fiscal year. -

LQ'n_igA—'terr-n* capital lease obligations are not budgeted. as an expenditure and source of .fu_ndsz inithe
year the asset is acquired. Undera GAAP basis, in the fund financial statemients such’ obligations
are included as an expenditure and source of funds in ttie year the asset is acquired.

Loans .and"deposits to other agencies, If any, and their subsequent repayments are budgeted as
- expenditures and: revenues, respectively. Under a GAAP basis in the fund financial statements,
‘these items are not recognized as expenditures: and revenues. o ’ :

- On abudgetary basis, unrealized geins and losses on: the fair value of investments are not
. recoghized. For GAAP purposes, such gains or losses are recognized. ’
Appropriations may be adjusted during the year with the approval of the Board of Supervisors,

Additionally;. the Chief Financial Officer is authorized to approve: certain transfers and- revisions of

" appropriations within a department. Such adjustments are teflected in ‘the: final budgetary data.

.- Accordingly; the legal level of budgetary control by the Board-of Supervisors is the department level.

SUppleméﬁfé_i’.approp'riations during thé year ended June 30, 2003, ainounted to $826.5 million in the
-General Fund. - o : RY ' - . B . '
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 Finiancial Réport of San Diego County.

'san Diego County Employees’ Retirement System

Schiedule of Funding Progress {in millions) (unaudited);

1,246.7 . 75.4% 153.8%
' The actuarial valuation for June 30, 2003 is not yet aviiilable to provide information to update the Schedule of -
Finding progress tble, o R fo ynsata the -
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' APPENDIX C

SUMMARY OF THE SECOND SUPPLEMENTAL
TRUST AGREEMENT AND THE TRUST AGREEMENT R

The following is a summary of certain provisions contained in Second Supplemental
Trust Agreement and the Trust Agreement and is not to be considered a full description thereof.
Reference is made to the Trust Agreement for a full description of its terms. :

DEFINITIONS

“1994 Series A Bonds” means the County of San Diego Taxable Pension Obligation -
Bonds, Series A issued under the Original Trust Agreement and delivered on February 15, 1994,

“2002 Insurer” means MBIA Insurance Corporation, a stock insurance company
incorporated under the laws of the State of New York.

“2004 Debenture” means the Pension Obligation Debenture dated as of the 29th day of
June, 2004, issued in favor of the Association in the principal amount of $450,000,000. »

“2004 Insurers” means, collectively, the 2004A Insurer and the 2004B Insurer.

“2004A. Insurer” means Financial Guaranty Insurance Company, a New York stock
insurance company, or any successor thereto..

“2004A Insurance Policy” means the municipal bond new issue insurance policy issued
by the 2004A Insurer that guarantees payment of principal of and interest on the Series 2004 A Bonds and
payment of principal of and Accreted Value on the Series 2004 C Bonds.

“2004B Insurer” means XL Capital Assurance Inc. is a monoline financial guaranty
insurance company incorporated under the laws of the State of New York.

“2004B Insurance Policy” means the municipal bond new issue insurance policy issued
by the 2004B Insurer that guarantees payment of principal of and interest on the Series 2004 B Bonds.

“Accreted Value Table” means, with respect to the smallest Authorized Denomination of
any Series 2004 C Bond, the table appended to the Second Supplemental Trust Agreement as Exhibit D
indicating the Accreted Value of such Series 2004 C Bond on the date of issuance thereof, on each date
on which interest on such Series 2004 C Bond is compounded and on the maturity date thereof.

“Accreted Value” means, with respect to any Series 2004 C Bond, as of the date of
calculation, the sum of the initial principal amount thereof plus the interest accreted and compounded
thereon to such date of calculation as determined in accordance with the Accreted Value Table for the
dates indicated thereon and as provided in the Second Supplemental Trust Agreement for any other date.

“Act” means Articles 10 and 11 (commencing with Section 53570) of Chapter 3,
Division 2, Title 5 of the Government Code of the State of California. ' C



: “Additional Bonds” means all bonds other.than the Prior Bonds of the County authorized
by and at any time Outstanding pursuant to the Trust Agreement and executed, issued and delivered in
accordance with the Trust Agreement. - '

~ “All-Hold Rate” means, on any date of determination, the interest rate per annum equal to
85% (as such percentage may be adjusted pursuant to the Second Supplemental Trust Agreement) of One-
Month LIBOR on such date; provided that in no event shall the All-Hold Rate be more than the
Maximum Auction Rate. :

“Applicable Auction Rate” means the rate per annum at which interest accrues with
respect to the Auction Rate Securities of each Subseries for any Auction Interest Period.

«Association” means the San Diego County Employees Retirement Association.

“Auction Agent Agreement” means the Initial Auction Agent Agreement for Auction
Rate Securities unless and until a Substitute Auction Agent Agreement for any is entered into, after which
“Auction Agent Agreement” shall mean such Substitute Auction Agent Agreement in each case as from
time to time amended or supplemented.

“Auction Agent Fee” has the meaning set forth in the Auction Agent Agreement.

“Auction Agent” means the Initial Auction Agent for the Auction Rate Securities unless
and until a Substitute Auction Agent Agreement, acceptable to the Broker-Dealer and the 2004B Insurer,
becomes effective, after which “Auction Agent” shall mean the related Substitute Auction Agent.

“Auction” means the implementation of the Auction Procedures on an Auction Date.

“Auction Date” means the Business Day immediately preceding the first day of each
Auction Interest Period for each Subseries of Auction Rate Securities, other than: ,

(a) each Auction Interest Period for each Subseries commencing after the ownership

of the Auction Rate Securities is no longer maintained in book-entry form by the Depository;

(b) each Auction Interest Period commencing after the occurrence and during the
continuance of a Payment Default; or

(©) any Auction Interest Period commencing less than two Business Days after the
cure or waiver of a Payment Default. :

“Auction Documents” meaﬁs, collectively, the Auction Agent Agreement, the Broker-.
Dealer Agreement, and the Market Agent Agreement.

_ “Auction Interest Period” or “Interest Period” means, as to the applicable Auction Rate
Securities of a Subseries, each period during which a specific Auction Rate is in effect, as aresult of an
Auction, for such Subseries of Auction Rate Securities, which Auction Interest Period may be a 28 day
period or such other period as may be designated from time to time by the County and the Market Agent
pursuant to an Auction Period Adjustment for a Subseries of Auction Rate Securities, each Auction
Interest Period running from, and including, the Rate Adjustment Date and ending on, and including, the
day immediately preceding the next succeeding Rate Adjustment Date; provided that the Initial Auction

Interest Period shall be as defined herein under “Initial Auction Interest Period”.



“Auction Period Adjustment” means an adjustment to the length of an Auction Interest
Period implemented by the County and the Market Agent pursuant to this Second Supplemental Trust
Agreement and the Market Agent Agreement as described below under paragraph (n) under the heading
“Maturity, Interest Rates and Payment Terms herein.”

“Auction Procedures” means the Auction and Settlement Procedures set forth in the
Auction Agent Agreement.

“Auction Rate Securities” means, individually and collectively, each of the four
Subseries of the Series 2004 B Bonds prior to any Fixed Rate Conversion Date or any one or more
Subseries.

“Auction Rate” means, as to the interest rate with respect to the applicable Subseries of
Auction Rate Securities, the rate of interest per annum that results from implementation of the Auction
Procedures with respect to such Subseries of Auction Rate Securities, and determined as described in the
Auction Procedures; provided however, that the Auction Rate shall not exceed the Maximum Auction
Rate.

“Authorized Denomination” means, (a) with respect to Series 2002 A Bonds, Series 2004
A Bonds and Series 2004 C Bonds, $5,000 principal amount or any integral multiple thereof, (b) with
respect to Series 2002 B Bonds and the Series 2004 B Bonds that are Auction Rate Securities, $25,000
principal amount or any integral multiple thereof and with respect to Series 2002 B Bonds and Series
2004 B Bonds that are not Auction Rate Securities, $5,000 or any integral multiple thereof; and (c) with
respect to Series 2002 C Bonds, $25 principal amount or any integral multiple thereof.

“Bond Year” means the twelve-month period ending on August 15 of each year to which
reference is made; provided that the first Bond Year is deemed to have commenced on February 15, 1994
(the date the 1994 Series A Bonds were originally delivered) and ended on August 15, 1994.

“Bonds” means, collectively, the 1994 Series A Bonds, the Series 2002 Bonds, the Series
2004 Bonds, and all Additional Bonds.

“Broker-Dealer” means, collectively, Citigroup Global Markets Inc., E. J. De La Rosa &
Co., and UBS Financial Services Inc., with respect to the Series 2004 B Bonds or any other broker or
dealer (each as defined in the Securities Exchange Act of 1934), commercial bank or other entity
permitted by law to perform the functions required of a Broker-Dealer set forth in the Auction Procedures
which is an “Authorized Broker-Dealer” under the Broker-Dealer Agreement and which: '

: () is a Depository System Participant (or an affiliate of a Depository System
Participant);

®) has been appointed as such by the County and approved by the 2004B Insurer
pursuant to the Second Supplemental Trust Agreement; and

(c) has entered into a Broker-Dealer Agreement that is in effect on the date of
reference.

When used herein at a time when more than one Broker-Dealer is acting under the Trust
Agreement, the term “the Broker-Dealer” shall mean, as the context dictates, either all such Broker-
Dealers collectively, or only each Broker-Dealer acting with respect to the applicable Auction Rate
Securities.



“Broker-Dealer Agreement” means the agreement between the Auction Agent and the
applicable Broker-Dealer relating to the Auction Rate Securities pursuant to which the Broker-Dealer
agrees to participate in Auctions as set forth in the Auction Procedures, as from time to time amended or
supplemented. The Broker-Dealer Agreement shall be substantially in the form of the Broker-Dealer
Agreement, dated as of June 1, 2004, between the Initial Auction Agent and the initial Broker-Dealer.

“Broker-Dealer Fee” has the meaning set forth in each Broker-Dealer Agreement.

“Business Day” means any day other than a Saturday or Sunday or day upon which the
Corporate Trust Office is authorized by law to remain closed. :

“Certificate of the County” means an instrument in writing signed by the Chairperson or
Vice-Chairperson of the Board of Supervisors of the County or the Chief Administrative Officer or
Treasurer-Tax Collector of the County, or by any other officer of the County duly authorized by the
Board of Supervisors for that purpose. : :

“Closing Date” means the date on which the Series 2004 Bonds are delivered to
Citigroup Global Markets Inc., E. J. De La Rosa & Co., and UBS Financial Services Inc., as original
purchasers. .

“Corporate Trust Office” means such corporate trust office of the Trustee as may be
designated from time to time by written notice from the Trustee to the County, initially being 700 South
Flower Street, Suite 500, Los Angeles, California 90017; provided, however, that the Trustee may
designate in writing to the County and the Holders such other office or agency from time to time for
purposes of registration, transfer, exchange, payment or redemption of Bonds.

“County Auditor” means the Auditor-Controller of the County.
“County Treasurer” means the Treasurer-Tax Collector of the County. |

“County” means the County of San Diego, a legal subdivision and body corporate and
politic of the State.

“Comparable Treasury Issue” means, with respect to any redemption date for a particular
Series 2004 A Bond, the United States Treasury security or securities selected by the Designated
Investment Banker which has an actual or interpolated maturity comparable to the remaining average life
of the applicable Series 2004 A Bonds to be redeemed, and that would be utilized in accordance with
customary financial practice in pricing new issues of debt securities of comparable maturity to the
remaining average life of the Series 2004 A Bonds to be redeemed.

“Comparable Treasury Price” means, with respect to any redemption date for a particular
Series 2004 A Bond, (1) if the Designated Investment Banker receives at least four Reference Treasury
Dealer Quotations, the average of such quotations for such redemption date, after excluding the highest
and lowest Reference Treasury Deal Quotations, or (2) if the Designated Investment Banker obtains fewer
than four such Reference Treasury Dealer Quotations, the average of all such quotations.

“Dated Date” means June 29, 2004, being the initial issuance date of the Series 2004
Bonds. .

“Defaulted Interest” means interest with respect to any Series 2004 B Bond which is
payable but is not punctually paid or duly provided for on any Interest Payment Date.
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“Designated Investment Banker” means one of the Reference Treasury Dealers appointed
by the County. ~

“Event of Default” means an event of default under and as defined in the Trust
Agreement.

“Existing Holder Registry” means, with respect to each Subseries of Auction Rate
Securities, the registry of Persons who are Beneficial Owners of the related Subseries of Auction Rate
Securities, maintained by the Auction Agent as provided in the applicable Auction Agent Agreement.

“Existing Holder” means, with respect to any Auction, a Person who was listed as the
Beneficial Owner of the applicable Subseries of Auction Rate Securities in the related Existing Holder
Registry at the close of business on the Business Day immediately preceding such Auction.

“Federal Securities” means, collectively, the following investments:

1. U.S. Treasury Certificates, Notes and Bonds (including State and Local
Government Series — (SLGs)).

2. Direct obligations of the U.S. Treasury which have been stripped by the U.S.
Treasury itself.

3. Resolution Funding Corp. (“REFCORP”). Only the interest component of
REFCORRP strips which have been stripped by request to the Federal Reserve Bank of New York in book
entry form are acceptable.

4. Pre-refunded municipal bonds rated “Aaa” by Moody’s and “AAA” by S&P. If,
however, the issue is only rated by S&P (i-e., there is no Moody’s rating) then the pre-refunded bonds
must have been pre-refunded with cash, direct U.S. or U.S. guaranteed obligations, or AAA rated pre-
refunded municipals to satisfy this condition.

5. Obligations issued by the following agencies which are backed by the full faith
and credit of the U.S.:
a. U.S. Export-Import Bank (Eximbank)

Direct obligations or fully guaranteed certificates of beneficial ownership
b. Farmers Home Administration (FmHA)
c. Federal Financing Bank

d. General Services Administration
Participation Certificates

€. U.S. Maritime Administration
Guaranteed Title XI financing

f. U.S. Department of Housing and Urban Development (HUD)
Project Notes
Local Authority Bonds
New Communities Debentures — U.S. government guaranteed
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.debentures a :
U.S. Public Housing Notes and Bonds — U.S. government
guaranteed public housing notes and bonds

“Financial Newspaper” means The Wall Street Journal or The Bond Buyer, or any other
newspaper or journal printed in the English language, publishing financial news and selected by the
Trustee, who shall be under no liability by reason of such selection. ' ‘

“First Supplemental Trust Agreement” means the First Supplemental Trust Agreement,
dated as of September 1, 2002, between the County and the Trustee.

“Fiscal Year” means the twelve-month period terminating on June 30 of each year, or any
other annual accounting period hereafter selected and designated by the County as its Fiscal Year in
accordance with applicable law.

“Fixed Rate Conversion Date” means the date on which interest with respect to any
Subseries of Auction Rate Securities is converted to a fixed interest rate in accordance with the provisions
of the Second Supplemental Trust Agreement. ' :

“Holder” and “Holders” means any person who shall be a registered owner of any
Outstanding Bond; provided that the 2004 Insurers are deemed to be the Holders of the Series 2004
Bonds that they insure. See “2004 INSURER PROVISIONS—2004 Insurers Deemed Holders.”

“Independent Certified Public Accountant” means any certified public accountant or firm
of such accountants duly licensed and entitled to practice and practicing as such under the laws of the
State or a comparable successor, appointed and paid by the County, and who, or each of whom —

¢)) is in fact independent according to Statement of Auditing Standards
No. 1 and not under the domination of the County;

(@3] does not have a substantial financial interest, direct or indirect, in the
operations of the County; and

?3) is not connected with the County as a member, officer or employee of the
County, but who may be regularly retained to audit the accounting records of and make
reports thereon to the County.

“Information Services” means Financial Information, Inc.’s “Daily Called Bond Service,”
30 Montgomery Street, 10th Floor, Jersey City, New Jersey 17302, Attention: Editor; Kenny Information
Services’ “Called Bond Service,” 55 Broad Street, 28th Floor, New York, New York 10004; Moody’s
Investors Service’s “Municipal and Government,” 99 Church Street, 8th Floor, New York, New York
10007, Attention: Municipal News Reports; and Standard & Poor’s Corporation’s “Called Bond Service,”
25 Broadway, 3rd Floor, New York, New York 10004; or, in accordance with then current guidelines of
the Securities and Exchange Commission, such other addresses and/or such other services providing
information with respect to called bonds, or such services as the County may designate in a Certificate of
the County delivered to the Trustee. ‘

“Initial Auction Agent Agreement” means each Auction Agent Agreement, dated as of

the date of the Second Supplemental Trust Agreement, relating to the Auction Rate Securities, between
the Trustee and the Initial Auction Agent, including any amendment thereof or supplement thereto.
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“Initial Auction Agent Agreement” means each Auction Agent Agreement, dated as of
the date of the Second Supplemental Trust Agreement, relating to the Auction Rate Securities, between
the Trustee and the Initial Auction Agent, including any amendment thereof or supplement thereto.

“Initial Auction Agent” means Deustche Bank Trust Company Americas, a New York
banking corporation, its successors and assigns.

“Initial Auction Interest Period” means, with respect to each Subseries of the Auction
Rate Securities, the period from and including the Dated Date of the Series 2004 B Bonds to and
including the following dates in the case of each Subseries of Auction Rate Securities: (1) July 27, 2004
in the case of Series 2004 B-1 Bonds; and (2) August 10, 2004 in the case of the Series 2004 B-2 Bonds.

“Initial Broker-Dealers” means, severally, Citigroup Global Markets Inc., E. J. De La
Rosa & Co., and UBS Financial Service Inc., and their respective successors and assigns.

“Initial Interest Payment Date” means August 15, 2004, with respect to the Series 2004 B
Bonds, and August 15, 2005, with respect to the Series 2004 A Bonds.

“Initial Market Agent Agreement” means the Market Agent Agreement, dated as of June
1, 2004, relating to the Auction Rate Securities, between the Trustee and the Market Agent, including any
amendment thereof or supplement thereto.

“Initial Market Agent” means Citigroup Global Markets Inc. under the Market Agént
Agreement, and its successors and assigns.

“Initial Rate Adjustment Date” means the first Business Day following (a) July 27, 2004
in the case of Series 2004 B-1 Bonds and (b) August 10, 2004 in the case of the Series 2004 B-2 Bonds.

“Interest Payment Date” means a date on which interest is due on the Bonds (or, in the
case of the Series 2004 C Bonds, a date one which interest is compounded), being February 15 and
August 15 of each year to which reference is made, (a) commencing August 15, 1994 with respect to the
1994 Series A Bonds, (b) commencing with respect to the Series 2002 B Bonds and the Series 2002 C

Bonds, February 15, 2003; and with respect to the Series 2002 A Bonds, August 15, 2003, and
(c) commencing with respect to the Series 2004 B Bonds and Series 2004 C Bonds, August 15, 2004, and

with respect to the Series 2004 A Bonds, August 15, 2005.

“Market Agent Agreement” means the Initial Market Agent Agreement until and unless a
Substitute Market Agent Agreement is effective after which “Market Agent Agreement” shall mean the
Substitute Market Agent Agreement, as from time to time amended or supplemented. _

“Market Agent” means the Initial Market Agent for the Auction Rate Securities unless
and until a Substitute Market Agent Agreement, acceptable to the Broker-Dealer and the 2004B Insurer,
is entered into after which “Market Agent” shall mean the related Substitute Market Agent.

“Maximum Auction Rate” means 17% per annum; provided, that in no event shall the
Maximum Auction Rate be more than the maximum rate permitted by the laws of the State.

“Moody’s” means Moody’s Investors Service, Inc., and its successors and assigns, or, if
it shall no longer perform the functions of a securities rating organization, any other nationally recognized
securities Rating Agency designated by the County, by notice to the Trustee.



, “Nomince” means Cede & Co. or such other entity as is designated by an authorized
representative of the Depository. :

“Non-Payment Rate” meané 17% per annum, provided, that in no event shall the Non-
Payment Rate be more than the maximum rate permitted by the laws of the State.

: “Notice of Cure of Payment Default” means a notice substantially in such form provided
in the Second Supplemental Trust Agreement. ’

“Notice of Payment Defaui ” means a written notice substaintially in the form attached to
the Second Supplemental Trust Agreement. :

“Notice of Percentage Change” means a written notice to the Trustee, the Broker-Dealer
and the Auction Agent substantially in the form provided in the Market Agent Agreement.

“Notice of Proposed Percentage Change” means a written notice to the Trustee, the
Broker-Dealer and the Auction Agent substantially in the form provided in the Market Agent Agreement.

“One-Month LIBOR” means the rate of interest per annum equal to the rate per annum at
which United States dollar deposits having a maturity of one month are offered to prime banks in the
London interbank market which appear on Telerate Page 3750 as of approximately 11:00 am, London
time, on such day. If at least two such quotations appear, “One-Month LIBOR” shall be the arithmetic
mean (rounded upward, if necessary, to the nearest one-hundredth of one percent) of such offered rates. If
such rate does not appear on Telerate page 3750, the rate for that day will be determined on the basis of
the Reuters Screen LIBOR Page. If at least two such quotations appear, “One-Month LIBOR” shall be
the arithmetic mean (rounded upward, if necessary, to the nearest one-hundredth of one percent) of such
offered rates. If fewer than two such quotes appear, “One-Month LIBOR” with respect to such Auction
Interest Period shall be determined at approximately 11:00 am, London time, on such day on the basis of
the rate at which deposits in United States dollars having a maturity of one month are offered to prime
banks in the London interbank market by four major banks in the London interbank market selected by
the Auction Agent and in a principal amount of not less than U.S. $1,000,000 and that is representative
for a single transaction in such market at such time. The Auction Agent will request the principal London
office of each of such banks to provide a quotation of its rate. If at least two quotations are provided,
“One-Month LIBOR” shall be the arithmetic mean (rounded upward, if necessary, to the nearest one-
hundredth of one percent) of such offered rates. If fewer than two quotations are provided, “One-Month
LIBOR?” shall be the arithmetic mean (rounded upward, if necessary to the nearest one-hundredth of one
percent) of the rates quoted at approximately 11:00 am, New York City time, on such day by three major
banks in New York, New York selected by the Auction Agent for loans in United States dollars to leading
European banks having a maturity of one month, three months, six months or one year, respectively, and
in a principal amount equal to an amount of not less than U.S. $1,000,000 and that is representative for a
single transaction in such market at such time; provided, however, that if the banks selected as aforesaid
are not quoting as mentioned in this sentence, “One-Month LIBOR” shall be One-Month LIBOR as was
in effect under the foregoing provisions for the immediately preceding Auction Interest Period..

: “Opinion of Counsel” means a written opinion of counsel of recognized national standing
in the field of law relating to municipal bonds, appointed and paid by the County. :

“Original Trust Agreement” means the Trust Agreement, dated as of February 1, 1993,
between the County and the Trustee, as originally executed and delivered.- :



“Outstanding,” when used as of any particular time with reference to Bonds, means

(subject to the provisions of the Trust Agreement) all Bonds except:

) Bonds theretofore cancelled by or surrendered to the Trustee for
cancellation; ‘ ‘ S E

2 Bonds paid or deemed to have been paid within the meaning of the Trust
Agreement; and

3) Bonds in lieu 6f or in substitution for which other Bonds shall have been
executed, issued and delivered by the County pursuant to the Trust Agreement.

“Payment Default” means:

(a) a default in the due and punctual payment of any installment of interest with
respect to a Subseries of Series 2004 B Bonds, or

) a default in the due and punctual payment of any iriterest, principal or premium,
if any, with respect to Auction Rate Securities on their stated maturity date or pursuant to a
- mandatory sinking fund redemption; :

provided, however, that any payment of scheduled interest on any Subseries of Auction Rate
Securities in the manner contemplated by the Second Supplemental Trust Agreement shall not
constitute a Payment Default,

“Permitted Investments™ means any of the following to the extent permitted by the laws
of the State: :

€9 United States Treasury notes, bonds, bills, or certificates of indebtedness,
or obligations for which the faith and credit of the United States of America are pledged for the
payment of principal and interest (including obligations issued or held in book-entry form on the
books of the Department of the Treasury of the United States of America and securities which
represent an undivided interest in such direct obligations), and also any securities now or
hereafter authorized, the timely payment of both the principal of and interest on which is
guaranteed fully and directly by the full faith and credit of the United States of America;

2) Bonds or debentures of the Federal Home Loan Bank Board established
under the Federal Home Loan Bank Act, bonds, debentures, participation certificates or other
obligations of the Government National Mortgage Association or the Federal National Mortgage
Association established under the National Housing Act, as amended; :

3) Demand deposits, time certificates of deposit or negotiable certificates of
deposit issued by a state or nationally chartered bank or trust company, including the Trustee, or a
state or national savings and loan association, provided that such certificates of deposit shall be
(1) continuously and fully insured by the Federal Deposit Insurance Corporation or (ii) issued by
any bank or trust company organized under the laws of any state of the United States, or any
national banking association (including the Trustee), having a combined capital and surplus of at
least $500,000,000, whose non-guaranteed senior debt is rated “A” or equivalent or better by the
Rating Agencies and such certificates shall have maturities of six months or less;
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} N C)) Any repurchase agreement approved by the 2004B Insurer with any bank
or trust company organized under the laws of any state of the United States (including the
Trustee) or any national banking association or government bond dealer reporting to, trading with
and recognized as a primary dealer by, the Federal Reserve Bank of New York, which agreement
is secured at all times by collateral security described in clause (1) or (2) of this definition and in
which the Trustee has a perfected security interest, and which collateral (a) is held by the Trustee
or a third party agent, (b) is not subject to liens or claims of third parties, () has a market value
determined as frequently and in an amount sufficient to satisfy the collateralization levels
required by the Rating Agencies, and (d) failure to maintain the requisite collateral level will

_require the liquidation of the collateral; - SR '

4) Bankers’ acceptances which are issued by a bank or trust company
organized under the laws of any state of the United States or any national banking association
(including the Trustee) rated “A” or equivalent or better by the Rating Agencies; provided, that
such banker’s acceptances may not exceed 270 days’ maturity; '

6) Commercial paper of “prime” quality of the highest ranking or of the
“highest letter and numerical rating as provided by the Rating: Agencies, which commercial paper
is limited.to.issuing corporations that are organized and -operating within the United States of
America and that have total assets in excess of $500,000,000 and that have an “A” or equivalent
or higher rating for the issuer’s debentures, other than commercial paper, as provided by the
Rating Agencies; provided that purchases of eligible commercial paper may not exceed 180 days’
. maturity nor represent more than 10% of the. outstanding commercial paper of an issuer

corporation; o - ' s

(7) - Bonds, notes, warrants or other evidence of indebtedness of any of the
states of the United States or of any political subdivision or public agency thereof which are rated
in the highest short-term or one of the two highest long-term rating categories by the Rating
Agencies; - :

®) Government money market portfolios or money market funds registered
under the Federal Investment Company Act of 1940, whose shares are registered under the
Federal Securities Act of 1933, and restricted to obligations issued or guaranteed as to payment of
- principal and interest by the full faith and credit of the United States, which portfolios shall have
an “AAA” or equivalent by the Rating Agencies; ‘ ’ .

&) Tax exempt securities issued by any state or municipality rated “AAA”
or equivalent by the Rating Agencies, for which the interest and principal has been provided by
. an escrow deposit which, in the opinion of an Independent Certified Public Accountant, is fully
sufficient to pay the principal of and interest and redemption premium, if any, on such tax exempt
securities at their stated maturity or redemption date;

. (10) Guaranteed investment contracts in a form approved by the Rating
Agencies and the 2004B Insurer with entities the unsecured debt securities of which are rated in
one of the two highest long-térm rating categories by the Rating Agencies-or the equivalent of
- such ratings by virtue of guarantees or insurance arrangements; :

(11)  The pooled investment fund of the County of San Diego, California,
which is administered in accordance with the investment policy of said County as established by
the County Treasurer, as permitted by Section 53601 of the Government Code of the State, copies
of which policy are available upon written request to the County Treasurer; and
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(12)  The Local Agency Investment Fund (as that term is defined in Section
16429.1 of the Government Code of the State, as such Section may be amended or recodified
from time to time). '

. “Person” means an individual, corporation, firm, association, partnership, trust or other
legal entity or group of entities, including a governmental entity or any agency or political subdivision
thereof.

“Principal Office” means the address stated as such for the Trustee and any other
fiduciary, agent or service provider as provided in the Trust Agreement. ;

“Principal Payment Date” means, with respect to each Series and Subseries of Bonds,
each date on which principal is scheduled to be due and payable by reason of mandatory sinking fund
redemption or maturity dates.

“Rate Adjustment Date” shall mean with respect to each Subseries of the Auction Rate
Securities, the date on which a new Auction Rate becomes effective with respect to such Subseries of
Auction Rate Securities, and shall mean the initial Rate Adjustment Date and, thereafter, the first
Business Day following each Rate Determination Date (which, until an Auction Period Adjustment,
generally is each fourth Wednesday, or the next Business Day if such Wednesday is not a Business Day).

“Rate Determination Date” shall mean (a) July 27, 2004 in the case of Series 2004 B-1
Bonds; and (b) August 10, 2004 in the case of the Series 2004 B-2 Bonds, and thereafter, the Business
Day immediately preceding the first day of each related Auction Interest Period, other than: (1) an
Auction Interest Period which commences on a Fixed Rate Conversion Date: (2) each Auction Interest
Period commencing after the ownership of Auction Rate Securities is no longer maintained in Book-Entry
Form; (3) each Auction Interest Period commencing after and during the continuance of a Payment
Default; or (4) an Auction Interest Period commencing less than two Business Days after the cure or
waiver of a Payment Default. Notwithstanding the foregoing, the Rate Determination Date for one or
more Auction Interest Periods may be changed as described in the Second Supplemental Trust
Agreement.

- “Rating Agencies” means, collectively, Moody’s and S&P.

“Record Date” means, with respect to an Interest Payment Date, fifteen calendar days
immediately preceding such Interest Payment Date, whether or not such day is a Business Day.

“Redemption Date” means any date on which any Bond is redeemed and fully paid
pursuant to the Second Supplemental Trust Agreement. - oo :

“Redemption Price” means the principal, premium (if any) and accrued interest to the
applicable redemption date on which all or any portion of the Series 2004 B Bonds are subject to optional
or mandatory sinking fund redemption pursuant to the provisions of the Second Supplemental Trust
Agreement. - R R ? '

“Regular Record Date” means, with respect to Auction Rate Securities, the second
Business Day immediately preceding each Interest Payment Date. :

* “Related Documents” means the Auction Agent Agreement, each Broker-Dealer
Agreement and each Market Agent Agreement, in each case as from time to time amended or
supplemented.



e “Representation Letter” means the letter of representation dated the date of issuance of
the 1994 Series A Bonds, to The Depository Trust Company, New York, New York, from the County and
the Trustee relating to the 1994 Series A Bonds. : :

i “Retirement Law” means the County Employees Retirement Law of 1937, consisting of
Division 4 of Title 3 of the Government Code of the State. - -

«“S&P” means Standard & Poor’s, a Division of the McGraw Hills Companies, Inc., and
its successors and assigns, or, if it shall no longer perform the functions of a securities rating organization,
any other nationally recognized securities Rating Agency designated by the County. \ -

_“Second Supplemental Trust Agreement” means the Second Supplemental Trust
Agreement, dated as of June 1, 2004, between the County and the Trustee.

“Securities Act” means the Securities Act of 1933, as amended.

“Securities Depositories” means The Depository Trust Company, 55-Water Street, New
York, New York 10041, facsimile transmission: (212) 855-1000, (212) 855-7320, or, in accordance with
then current guidelines of the Securities and Exchange Commission, such other addresses and/or such
other securities depositories as may be designated by the County and delivered to the Trustee. -

«Sell Order” shall have the meaning given to such term in the Auction Procedures.
“Serial Bonds” means Bonds for which no sinking fund payments are provided.

“Series 2002 Bonds” means the County of San Diego Taxable Pension Obligation Bonds,
Series 2002 A, Series 2002 B and Series 2002 C. , ,

“Series 2004 Bonds” means the County of San Diego Taxable Pension Obligation Bonds,
Series 2004 A, Series 2004 B and Series 2004 C. :

“Series 2004 B Fixed Rate Bonds” means any Subseries of Series 2004 B Bonds which
are no longer Auction Rate Securities following the Fixed Rate Conversion Date.

“Series 2004 B Serial Bonds” means, upon the Fixed Rate Conversion Date, Series 2004
B Fixed Rate Bonds of any single maturity or maturities (i.e. “term bonds™ prior to the Fixed Rate
‘Conversion Date), with respect to which the County elects to establish a schedule of one or more principal
maturity dates, and/or principal amounts and redemption dates and prices for optional redemption or
mandatory redemption of Series 2004 B Fixed Rate Bonds if an Opinion of Counsel is provided to the
Trustee to the effect that such schedule, dates, principal amounts and/or redemption prices will not
adversely affect the validity of the Series 2004 B. Bonds under State law.

“Special Record Date” means a special date fixed to determine the names and addresses
of Holders of the Bonds for purposes of paying interest on a special interest payment date for the payment
of defaulted interest, all as further provided in the Second Supplemental Trust Agreement.

“"State” means the State of California. '

“Subseries” means, severally, the Series 2004 B Bonds, Subseries B-1 and Subseries B-2.



“Substitute Auction Agent Agreement” means an auction agent agreement containing
terms substantially similar to the terms of the Initial Auction Agent Agreement, whereby a Person having
the qualifications required by the Second Supplemental Trust Agreement agrees with the Trustee to
perform the duties of the Auction Agent under the Second Supplemental Trust Agreement.

“Substitute Auction Agent” means the Person with whom the Trustee enters into a
Substitute Auction Agent Agreement.

“Substitute Market Agent” means the Person or Persons acceptable to the 2004B Insurer
with whom the Trustee enters into a Substitute Market Agent Agreement. ' R

“Substitute Market Agent Agreement” means a market agent agreement containing terms
substantially similar to the terms of the Initial Market Agent Agreement, whereby a Person or Persons
having the qualifications required by the Second Supplemental Trust Agreement agrees with the Trustee
to perform the duties of the Market Agent under the Trust Agreement.

“Supplemental Trust Agreement” means any trust agreement then in full force and effect
which has been duly executed and delivered by the County and the Trustee amendatory or supplemental
to the Trust Agreement; but only if and to the extent that such Supplemental Trust Agreement is
specifically authorized under the Trust Agreement.

“Tender Date” means the date on which the Auction Rate Securities of any Series are
required to be tendered purchased pursuant to the Second Supplemental Trust Agreement.

“Tender Price” means the purchase price to be paid to the Holders of any Auction Rate
Securities purchased pursuant to the provisions of this Second Supplemental Trust Agreement, which
shall be the principal amount thereof tendered for purchase, without premium, plus accrued and unpaid
interest, if any, to the Tender Date. '

“Term Bonds” means Bonds which are payable on or before their specified maturity
dates from sinking fund payments established for that purpose and calculated to retire such Bonds on or
before their specified maturity dates.

“Treasury Rate” means, with respect to any redemption date for a particular Series 2004
A Bond, the rate per annum, expressed as a percentage of the principal amount, equal to the semiannual
equivalent yield to maturity or interpolated maturity of the Comparable Treasury Issue, assuming that the
Comparable Treasury Issue is purchased on the redemption date for a price equal to the Comparable

Treasury Price, as calculated by the Designated Investment Banker.

“Trust Agreement” means the Trust Agreement, dated as of February 1, 1993, between
the County and the Trustee, as originally executed and as amended and supplemented. by the First
Supplemental Trust Agreement and the Second Supplemental Trust Agreement, and as it may from time
to time be amended or supplemented by all Supplemental Trust Agreements executed pursuant to the
provisions of the Trust Agreement. ' ' '

“Trust Indenture Act” means the Trust Indenture Act of 1939, as amended.

“Trustee” means BNY Western Trust Company, any other association or corporation
which may at any time be substituted in its place as provided in the Trust Agteement.
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“Undelivered Bond” means any Auction Rate Security which constitutes an Undelivered
Bond under the provisions of the Se~cond Supplemental Trust Agreement. - . .

“Writteh Request of the County” means_ an instrument in writi_ng signed by the .Chief;
Administrative Officer or Treasurer-Tax Collector of the County, or by any other officer of the County
duly authorized by the County for that purpose. o _

SERIES 2004 B BONDS
Auction Interesi Period§ : |

_ . After the Initial Auction Interest Period for Series 2004 B Bonds, the Auction Interest
Period shall be a 28-day period unless and until changed in accordance with the definition of Auction
Interest Period.. :

Date; Initial Accrual of Interest of Series 2004 B Bonds

Each Series 2004 B Bond shall be dated the Dated Date. Interest with respect thereto
shall be payable from the Interest Payment Date next preceding the date of execution thereof, unless:

(@ it is executed on an Interest Payinént Date, in which event interest with respect
thereto shall be payable from such Interest Payment Date; or

(b) it is executed after a Regulaf Record Date and on 6r before the following Interest
Payment Date, in which event interest with respect thereto shall be payable from such Interest Payment
Date; or . , o

(c) it is executed on or before the first Regular Record Date, in which event interest
with respect thereto shall be payable from the Dated Date;

provided, however, that if, as of the date of execution of any Series 2004 B Bond, interest is in default
with respect to any Outstanding Series 2004 B Bond, interest on such Series 2004 B Bond shall be
payable from the Interest Payment Date to which interest has previously been paid or made available for
payment with respect to the Outstanding Series 2004 B Bonds.

Maturity, Interest 'Rates and Payment Terms of Series 2004 B Bonds

Interest on the Series 2004 B Bonds shall be. computed and payable, and principal shall
be payable, in each case in lawful money of the United States of America, as follows:

(a) Interest Rates; Distributions on Auction Rate Securities. Interest with respect to
the Auction Rate Securities of each Subseries shall be at the rates specified under this heading, as
determined under the Trust Agreement from time to time. The Trustee shall determine the aggregate
interest payable by the County in accordance with the Trust Agreement on or before each Interest
Payment Date but not later than two Business Days prior to each Interest Payment Date, and the Trustee
may, as necessary, retain a consultant in connection with its obligation to compute such interest payable.
Interest due on any Interest Payment Date with respect to Auction Rate Securities in the aggregate shall
equal the sum of all interest accrued with respect to such Auction Rate Securities during and to the extent
of each Auction Interest Period occurring on and after the immediately preceding Interest Payment Date
or the Dated Date (whichever came last). The interest accrued with respect to Auction Rate Securities at

the conclusion of any Auction Interest Period in the aggregate for such Subseries shall equal:




® the applicable Auction Rate for such Subseries, multiplied by

(i) the aggregate principal amount of the Outstanding Auction Rate
Securities of such Subseries, multiplied by

: @iii)  the number of days in the applicable Auction Interest Period for such
Subseries or part thereof, divided by

@iv) 360,

and rounding the resulting figure to the nearest cent (a half-cent being rounded upward). The amount of
such interest distributable to the Depository (which in turn is obligated to remit such interest to its DTC
Participants for subsequent disbursement to the Beneficial Owners of Auction Rate Securities), in respect
of each $25,000 in principal amount for any Auction Interest Period or part thereof, shall be calculated by
the Trustee by applying the applicable Auction Rate for such Auction Interest Period or part thereof to
such $25,000 principal amount, multiplying the result by the actual number of days in such Auction
Interest Period or part thereof, divided by 360, and rounding the resultant figure to the nearest cent (a
half-cent being rounded upward).

The Trustee shall deliver to the Auction Agent, to the Depository or other Holders of the
Applicable Auction Rate Securities, a notice of any Payment Default in accordance with the Second
Supplemental Trust Agreement.

(b) Payment of Principal Upon Surrender. Principal with respect to a Series 2004 B

Bond, whether or not designated as Auction Rate Securities, shall be payable only upon presentation and
surrender of such Series 2004 B Bond at the Principal Office of the Trustee; provided, however, that
payments of principal with respect to Auction Rate Securities, at maturity or upon redemption, shall be
made by wire transfer of immediately available funds to the Depository while the Auction Rate Securities
are in book-entry form unless such method of payment shall have been modified by written agreement
among the Trustee, the Depository and the Auction Agent.

(© Mailed Interest Payments. Except as provided in paragraph (d) immediately
below, interest with respect to the Series 2004 B Bonds, whether or not designated as Auction Rate
Securities, shall be payable on each Interest Payment Date by the Trustee by check mailed on the date on
which such interest is due, to the Holders as of the close of business on the Regular Record Date for such
Interest Payment Date to the registered address of Holders appearing on the registration books maintained
by the Trustee. :

)] Wired Interest Payments. In the case of Series 2004 B Bonds, whether or not
designated as Auction Rate Securities, held by any Holder in an aggregate principal amount of $1,000,000
or more as shown on the registration books maintained by the Trustee, who, prior to the Regular Record
Date next preceding any Interest Payment Date, has provided the Trustee with wire transfer instructions,
interest shall be paid on each Interest Payment Date in immediately available funds in accordance with
such wire transfer instructions provided by that Holder. Unless otherwise requested by the Depository,
payments of interest with respect to Auction Rate Securities shall be made to the Depository in the
foregoing manner while the Auction Rate Securities are in book-entry form; provided, however, that such
manner may be modified by written agreement among the Trustee, the Depository and the Auction Agent.

(e) Payment of Defaulted Interest. The Trustee shall determine not later than
2:00 p.m., New York City time, on the Business Day next succeeding each Interest Payment Date,
whether a Payment Default relating to the applicable Subseries of Series 2004 B Bonds has occurred. Ifa




Payment Default relating to any Subseries has occurred, the Trustee, not later than 3:00 p.m., New York
City time, on such Business Day or as soon thereafter as is practicable, shall send a Notice of Payment
Default to the Auction Agent and the Broker-Dealer by facsimile or similar means and, if such Payment
Default is cured, the Trustee shall as quickly as is commercially reasonable send a Notice of Cure of
Payment Default to the Auction Agent relating to by facsimile or similar means. Whether or not Series
2004 B Bonds are then designated as Auction Rate Securities, Defaulted Interest with respect thereto shall
forthwith cease to be payable to DTC and DTC’s Participants for the benefit of their respective Beneficial
Owners as of the relevant Regular Record Date by virtue of having been such Beneficial Owners, but
such Defaulted Interest shall continue to accrue, and if and when money becomes available for the
payment of such interest, the Trustee shall establish a Special Record Date for the payment of such
interest, which date shall be not more than 15 nor fewer than 10 days before the proposed payment date,
and shall give notice by first-class mail of the pending payment and the Special Record Date and, on the
proposed payment date, such interest shall be payable to the Holders of the Series 2004-B Bonds as of the
close of business on such Special Record Date. . - Lo : '

(f) - Payment of Unpresented Series 2004 B Bonds. If any Series 2004 B Bonds are
not presented for payment when the principal with respect thereto becomes due or if any check or draft
mailed to an Holder in connection with a payment of interest with respect to any Series 2004 B Bond is
not cashed by such Holder, if an amount sufficient to pay principal and interest with respect to such Series
2004 B Bonds is held by the Trustee for the benefit of the Holders thereof, the Trustee shall segregate and
hold such money in trust for the benefit of such Holders; who shall, except as provided in paragraph (g)
below, thereafter be restricted exclusively to such amounts for the satisfaction of any claim of whatever
nature on their part under the Trust Agreement or relating to the Series 2004 B Bonds. Any money which
the Trustee segregates and holds in trust for the payment of the Tender Price of any Series 2004 B Bond
which remains unclaimed for two years after the applicable maturity or redemption date shall be paid to
the County. After the payment of such unclaimed money to the County, the former Holder of such Series
2004 B Bond shall look only to the County for the payment of the principal amount due on the applicable
maturity or redemption date, plus accrued interest thereon to such applicable maturity or redemption date.
The County shall not be liable for any interest on unclaimed money from and after the applicable maturity
or redemption date and the County shall not be regarded as a trustee of such unclaimed money. This
subsection (f) shall supersede the Existing Trust Agreement and shall apply only to Auction Rate
Securities. :

: (2 General Limits on Interest Rate Adjustments. The interest rate with respect to
the Auction Rate Securities of any one or more Subseries may be adjusted as provided in the remaining
paragraphs under this heading “Maturity, Interest Rates and Payment Terms,” and interest with respect to
all Series 2004 B Bonds of each Subseries shall be calculated at the same rate established for the Series
2004 B Bonds at any given time; provided, however, that such interest shall not exceed the Maximum
Auction Rate. As for Auction Rate Securities of each Subseries, the related Auction Agent shall calculate
the All-Hold Rate on each Auction Date. The Auction Agent shall determine One-Month LIBOR for
each Auction Interest Period for each Subseries of Auction Rate Securities- on each respective Rate
Determination Date in accordance with the Auction Agent Agreement; provided that if the ownership of
the Auction Rate Securities is no longer maintained in book-entry form, or if a Payment Default has
occurred, then the Trustee shall determine One-Month LIBOR for each such Auction Interest Period. The
determination by the Trustee or the Auction Agent, as the case may be, of One-Month LIBOR and the
All-Hold Rate shall (in the absence of manifest error) be final and binding upon the Holders, all
Beneficial Owners and all other parties. If calculated or determined by the Auction Agent, the Auction
Agent shall promptly advise the Trustee and each Broker-Dealer of One-Month LIBOR and the Ali-Hold
Rate. The County hereby approves the Auction Procedures and Settlement Procedures set forth in the
forms of Auction Agent Agreement, Broker-Dealer Agreement and Market Agent Agreement, with such
changes thereto and completion thereof as are not materially adverse to the County. Except for the
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determination by the Trustee of One Month LIBOR as provided in this subsection (g), nothing in this
subsection (g) shall otherwise be construed to require the Trustee to establish the Auction Rate for any
Auction Rate Securities; the establishment of each Auction Rate shall be determined in the manner set
forth in the Auction Documents.

: - (h) Basis for Interest Accrual. Except for Auction Rate Securities, as to which
interest shall be calculated in accordance with the provisions described under “Maturity, Interest Rates
and Payment Terms — Interest Rates; Distributions on Auction Rate Securities,” interest with respect to
the Series 2004 B Bonds shall accrue on the basis of a 360-day year of twelve 30-day months.

@ Dates for Interest Payments. Interest with respect to the Series 2004 B Bonds of
each Subseries shall be payable on each Interest Payment Date, each Redemption Date, each Tender Date
and on each maturity date of such Subseries.

)] Applicable Auction Rate. Interest with respect to the Auction Rate Securities of
cach Subseries shall be computed on the basis of a 360-day year for the actual number of days elapsed.
The applicable Auction Rate for each Subseries of Auction Rate Securities for each Auction Interest
Period shall be the Auction Rate established for the applicable Subseries of Auction Rate Securities,
provided that:

@) if a notice of an adjustment in the percentages used to determine the All-
Hold Rate shall have been given by the Market Agent in accordance with paragraph (m) below
and because of a failure to satisfy either of the conditions set forth in subparagraphs (i) or (ii) of
paragraph (m) below, such adjustment shall not have taken effect, then an Auction shall not be
held on the Auction Date immediately preceding the next succeeding Interest Payment Date and
the applicable Auction Rate for such next succeeding Auction Interest Period shall equal the
Maximum Auction Rate on such Auction Date; and

(ii) if, on any Auction Date, an Auction is not held for any reason then the
Applicable Auction Rate for the next succeeding Auction Interest Period shall equal the
Maximum Auction Rate on such Auction Date.

Notwithstanding the foregoing:

A) if the ownership of the Auction Rate Securities of any Subseries
is no longer maintained in book-entry form by the Depository, the applicable Auction
Rate for each Subseries for any Auction Interest Period commencing after the delivery of
Series 2004 B Bonds as Auction Rate Securities pursuant to the Second Supplemental
Trust Agreement shall equal the Maximum Auction Rate on the Business Day
immediately preceding the first day of such succeeding Auction Interest Period; or

®) if a Payment Default shall have occurred, the Applicable
Auction Rate for the Auction Interest Period commencing on or immediately after such
Payment Default, and for each Auction Interest Period thereafter, to and including the
Auction Interest Period, if any, during which, or commencing less than two Business
Days after, such Payment Default is cured in accordance with the Second Supplemental
Trust Agreement, shall equal the Non-Payment Rate on the first day of each such Auction
Interest Period, provided that if an Auction occurred on the Business Day immediately
preceding any such Auction Interest Period, the applicable Auction Rate for such Auction
Interest Period shall be the Non-Payment Rate.
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&) Notice of Auction Rate, Amounts and Payment Dates. For Series 2004 B Bonds
designated as Auction Rate Securities: ' -

® So long as the ownership of Auction Rate Securities is maintained in
book-entry form by the Depository, the Trustee shall advise the Depository of each Regular
Record Date for the Auction Rate Securities of each Subseries at least two Business Days prior
thereto and request, by 4:00 p.m., New York City time, on the Business Day immediately
preceding each Regular Record Date, that the Depository deliver to the Trustee a position listing
showing, at the close of business on the applicable Regular Record Date, the aggregate principal
amount of Auction Rate Securities of each Subseries; and

: (i) On the date of delivery of the Series 2004 B Bonds, or as soon as
practicable thereafter, and on the Business Day preceding each Interest Payment Date for each
Subseries, the Trustee shall inform:

: 7N the Auction Agent (so long as no Payment Default has occurred
and is continuing and the ownership of the Auction Rate Securities is maintained in book-
entry form by the Depository) and the 2004B Insurer, of:

(6] the next Interest Payment Date, and

03] the amount payable to the Auction Agent on the Auction
Date pursuant to paragraph (1) set forth immediately below; and

B) the Depository (so long as the ownership of the Auction Rate
Securities is maintained in book-entry form by the Depository) and the 2004B Insurer of
the amount of interest distributable in respect of each $25,000 in principal amount (taken
to the nearest .000001 without rounding) of the Auction Rate Securities of each Subseries
for any Auction Interest Period or part thereof, ‘caleulated in accordance with paragraph
(2) under this heading. ' : »

So long as no Payment Default has occurred and is continuing and the ownership of the
Auction Rate Securities is maintained in book-entry form by the Depository, if any day scheduled to be an
Interest Payment Date shall be changed after the Trustee shall have given the notice referred to in
subparagraph (i) of this paragraph (k), the Trustee shall, not later than 12:15 p.m., New York City time,
on the Business Day next preceding the earlier of the new Interest Payment Date or the old Interest
Payment Date, by such means as the Trustee deems practicable, give notice of such change to the Auction
Agent and the 2004B Insurer. - ‘ . : :

()] Auction Agent Fees and Broker-Dealer Fees with Respect to Auction Rate
Securities. On each Interest Payment Date for each Subseries, the County shall pay (or shall cause the

Trustee to pay pursuant to the Second Supplemental Trust Agreement) to each Auction Agent and to each
Broker-Dealer (or to each Auction Agent for the benefit of each Broker-Dealer), on behalf of the Existing
Holders of the Auction Rate Securities of the:related Subseries, in immediately available funds, an
amount equal to the Auction Agent Fee then due to the Auction Agent (as calculated by the Auction
Agent and delivered to the Trustee in the form of an electronic transmission or facsimile transmission)
with respect to each Subseries and the Broker-Dealer Fee then due to the applicable Broker-Dealer (as
calculated by the Auction Agent and delivered to the Trustee in the form of an electronic transmission or
facsimile transmission). - ‘ ’ : :



(m) Adjustments in Percentages for Auction Rate Securities. Pursuant to each
Market Agent Agreement, the Market Agent, with the consent of the County and the 2004B Insurer, will
adjust the percentages used in determining the All-Hold Rate, and the Market Agent thereunder will
communicate its determination to make such adjustments by means of a Notice of Proposed Percentage
Change, delivered in writing at least twenty days prior to any Auction Date on which the Market Agent
desires to effect the change, to the County, the Broker-Dealer, the Trustee, the 2004B Insurer and the
Auction Agent. Such notice shall be effective only if it is accompanied by the form of an Opinion of
Counsel to the effect that such adjustment is authorized under the Second Supplemental Trust Agreement
and satisfies the requirements of the Second Supplemental Trust Agreement. Any such adjustment shall
take effect on the applicable Auction Date only if:

@ the Trustee and the Auction Agent receive by 9:30 am, New York City
time, on such Auction Date, an Opinion of Counsel to the effect that such adjustment is
authorized by the Second Supplemental Trust Agreement; and

(ii) If the condition referred to in subparagraph (i) above is not satisfied, the
existing percentage used in determining the All-Hold Rate shall remain in effect and the rate of
interest for the next succeeding Auction Interest Period shall equal the Maximum Auction Rate
on the applicable Auction Date.

. (n) Changes in Auction Interest Period or Periods. The County may change, from
time to time, the length of one or more Auction Interest Periods in order to conform with then current
market practice with respect to similar securities or to accommodate economic and financial factors that
may affect or be relevant to the length of the Auction Interest Period and the Interest Rate borne by the
Auction Rate Securities (an “Auction Period Adjustment”); provided that the County shall have received
a Rating Affirmation from each Rating Agency and a Opinion of Counsel to the effect that such action is
duly authorized under the Trust Agreement and will not, in and of itself, have and adverse effect on the
State of California personal income taxes exemption. The County will not initiate such change in the
length of the Auction Interest Period unless it has received the written consent of the Market Agent,
which consent shall not be unreasonably withheld (and in the case of any adjustment where the new
Auction Interest Period will be in excess of thirty five (35) days, the written consent of the 2004B
Insurer), not less than fifteen days nor more than 20 days prior to the effective date of an Auction Period
Adjustment. The County will initiate an Auction Period Adjustment by giving written notice to the

Trustee, the Auction Agent, the Market Agent, the Securities Depository and each Rating Agency then
rating the Auction Rate Securities subject to such Auction Period Adjustment, in substantially the form

of, or containing substantially the information contained in the Trust Agreement at least 10 days prior to
the Rate Determination Date for such Auction Interest Period.

No Auction Period Adjustment may result in an Auction Interest Period of less than 7 nor
more than 91 days, with respect to Auction Rate Securities with a “Short Auction Period”, or in an
Auction Interest Period that is more than three months shorter or longer than the Auction Interest Period
established upon the issuance of such Auction Rate Securities, with respect to Auction Rate Securities
with a “Long Auction Period.” An Auction Period Adjustment will not be allowed unless Sufficient
Clearing Bids (as defined in APPENDIX F — “AUCTION AND SETTLEMENT PROCEDURES”
herein) existed or all Auction Rate Securities were subject to Submitted Hold Orders (as defined in
APPENDIX F - “AUCTION AND SETTLEMENT PROCEDURES” herein) at both the Auction
preceding the date on which the notice of the proposed change was given as described above and the
Auction preceding the proposed change. :

. An Auction Period Adjustment will take effect only if (A) the Trustee and the Auction
Agent receive, by 11:00 A.M., eastern time, on the Business Day before the Rate Determination Date for
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the first such Auction Interest Period, a Certificate from the County authorizing an Auction Period
Adjustment specified in such certificate and the written consent of the Market Agent described above and
the Rating Affirmation and the Opinion of Counsel specified above, and (B) Sufficient Clearing Bids
exist or all Auction Rate Securities were subject to Submitted Hold Orders at the Auction on the Rate
Determination Date for such first Auction Interest Period. If the conditions referred to above are not met,
the Auction. Rate applicable for the next Auction Interest Period will be determined pursuant to the
Auction Procedures and the length of the Auction Interest Period will remain the same. '

(0) Changes in the Rate Determination Date. The Market Agent may, while any of
the Auction Rate Securities are Outstanding and with the written consent of an Authorized Officer of the
County, specify an earlier Rate Determination Date for any one or more Series of the Auction Rate
Securities (but in no event than five Business Days earlier than the Rate Determination Date for the
Auction Rate Securities that would otherwise be determined in accordance with the definition of Rate
Determination Date for such Series) with respect to one or more specified Auction Interest Periods in
order to conform with then current market practice with respect to similar securities or to accommodate
economic and financial factors that may affect or be relevant to the day of the week constituting a Rate
Determination Date and the Interest Rate borne on the Auction Rate Securities. The ‘Authorized Officer
of the County will not consent to such change in the Rate Determination Date unless he or she shall have
received from the Market Agent not less than 15 days nor more than 20 days prior to the effective date of
such change a written request for consent together with a certificate demonstrating the need for change in
reliance on such factors. The Market Agent will provide notice of its determination to specify an earlier
Rate Determination Date for one or more Auction Interest Periods by means of a written notice delivered
at least 10 days prior to the proposed changed Rate Determination Date to the Trustee, the Auction Agent,
the County and the Securities Depository. Such notice will be substantially in the form of, or contain
substantially the information contained in, the Trust Agreement. '

In connection with any change in Auction terms described above, the Auction Agent will
provide such further notice to such parties as is specified in the Auction Agent Agreement.

®) Conversion of Auction Rate Securities to Fixed Interest Rates. At the option of
the County, with the prior written consent of the 2004B Insurer, all but not less than all of the Series 2004
B Bonds may be converted from Auction Rate Securities to Series 2004 B Bonds bearing interest at fixed
interest rates as follows:

6] The Fixed Rate Conversion Date shall be an Interest Payment Date.

(i) The County shall give written notice of any such conversion to the
Trustee, the applicable Auction Agent, the 2004B Insurer and the applicable Broker-Dealer not
less than 15 days nor more than 30 days prior to the date on which the Trustee is required to
notify the Series 2004 B Bond Holders of the conversion of the applicable Subseries pursuant to
subparagraph (iii) immediately below. Such notice shall specify the proposed Fixed Rate
Conversion Date of the applicable Subseries and the principal amount of Auction Rate Securities
to be converted to Series 2004 B Bonds bearing interest at fixed interest rates. Together with
such notice, the County shall file with the applicable Broker-Dealer and the Trustee a form of
Opinion of Counsel addressed to the Broker-Dealer, the Trustee, the County and the 2004B
. Insurer to the effect that the conversion of the Auction Rate Securities of the applicable Subseries
to fixed interest rates will not adversely affect the validity of the Series 2004 B Bonds under State
law. No conversion shall become effective unless on or before the. proposed Fixed Rate
Conversion Date the County shall also file with the Trustee an Opinion of Counsel addressed to
the Trustee, the County and the 2004B Insurer substantially in the form described in the
immediately preceding sentence, dated the Fixed Rate Conversion Date. ’ :
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(iii) Not fewer than 40 days prior to the Fixed Rate Conversion Date
established for the applicable Series, the Trustee shall mail a written notice of the conversion to
the Holders of all Auction Rate Securities (with a copy to the 2004B Insurer) of the applicable
Subseries to be converted, which notice shall:

' A specify the Fixed Rate Conversion Date established for the
applicable Subseries; .

(B) notify such Holders that the Auction Rate Securities of the
applicable Subseries to be converted will be subject to mandatory tender for purchase on
such Fixed Rate Conversion Date at a price equal to 100% of the principal amount of
such Auction Rate Securities, plus interest accrued and unpaid with respect thereto, if
any, to but not including the Fixed Rate Conversion Date;

©) notify such Holders that in the event of a failed conversion, or in
the event the County exercises its right of election to revoke the conversion pursuant to
the Second Supplemental Trust Agreement, such Auction Rate Securities will not be
subject to mandatory tender, will be returned to their Holders, will automatically convert
to the Auction Interest Period in effect immediately prior to the Fixed Rate Conversion
Date and will bear interest at the Maximum Auction Rate;

D) set forth the time, the place and the manner for tendering such
Auction Rate Securities for purchase; and

(E) set forth any other matters required to be stated pursuant to the
Second Supplemental Trust Agreement.

@iv) Not later than 12:00 noon, New York City time, on the Business Day
immediately preceding the Fixed Rate Conversion Date established for the applicable Subseries,
at the direction of the County, the applicable Broker-Dealer shall determine, by offering for sale
and using at least its best efforts to find purchasers for the Subseries of Auction Rate Securities
which are to be converted to Series 2004 B Bonds bearing interest at fixed interest rates:

A) the fixed interest rate(s) applicable to such Series 2004 B Bonds
after such Fixed Rate Conversion Date;

(B) the allocation of such Series 2004 B Bonds between Series 2004
B Serial Bonds and other Series 2004 B Bonds, which allocation shall be made in such
manner as shall:

) produce the lowest aggregate interest payable with
respect to the converted Series 2004 B Bonds;

) establish mandatory Redemption Dates and related
principal amounts for Series 2004 B Serial Bonds, if any, and establish
mandatory Redemption Dates and related principal amounts for Series 2004 B
Bonds other than Series 2004 B Serial Bonds, if any, which are consistent, on a
pro rata basis, with the principal of such Series 2004 B Bonds prior to such
Fixed Rate Conversion Date;
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: 3) permit Bond Counsel to render the opinion described in
subparagraph (ii) above;

provided, however, that if Bond Counsel is unable to render such opinion because of the
allocation procedures set forth in this subparagraph (iv), all such converted Series 2004 B
Bonds shall be redesignated as Series 2004 B Serial Bonds with mandatory Redemption
Dates and related principal amounts which are consistent, on a pro rata basis, with the
applicable principal of such Series 2004 B Bonds prior to the Fixed Rate Conversion
Date). :

Such determination shall be conclusive and binding upon the County, the
Trustee and the Holders of the Series 2004 B Bonds of the applicable Subseries to be
converted to which such rate or rates will be applicable. Not later than 5:00 pm, New
York City time, on the date of determination of the fixed interest rate(s), as provided in
the first sentence of this subparagraph (iv), the applicable Broker-Dealer shall notify the
County and the Trustee of the following by facsimile notice:

© the aggregate principal émount of the Series 2004 B Bonds
bearing interest at fixed rates as a result of such conversion;

) a schedule of the mandatory Redemption Dates and related
principal amounts of converted Series 2004 B Bonds which the County has redesignated
as Series 2004 B Serial Bonds; and

: (E) a schedule of the mandatory Redemption Dates and related
principal amounts of converted Series 2004 B Bonds which are not Serial Bonds, if any.

If necessary or appropriate in the Opinion of Counsel, the County shall
execute and deliver an additional supplement to the Trust Agreement setting forth, among
other things, the terms of the Series 2004 B Fixed Rate Bonds and the form of Series
2004 B Fixed Rate Bond; : :

"\ The County may revoke its election to effect a conversion of the
applicable Subseries of the Auction Rate Securities to Series 2004 B Bonds bearing interest at
fixed interest rates by giving written notice of such revocation to the Trustee, the 2004B Insurer
and the applicable Broker-Dealer and at any time prior to the Business Day immediately
preceding the Fixed Rate Conversion Date. :

(vi) Auction Rate Securities of the applicable Subseries which are to be
converted to Series 2004 B Bonds bearing interest at fixed interest rates shall be subject to
mandatory tender for purchase on a proposed Fixed Rate Conversion Date (subject to the
availability of funds sufficient to pay the Tender Price of such Series 2004 B Bonds having been
provided to the Trustee through the remarketing of such Series 2004 B Bonds) at a price equal to
100% of the principal amount of such Auction Rate Securities, plus interest accrued and unpaid
with respect thereto to, if any, but not including, the Fixed Rate Conversion Date.

(vii)  If on a proposed Fixed Rate Conversion Date, any condition precedent to
such conversion required under the Second Supplemental Trust Agreement shall not be satisfied,
the Trustee shall give written notice by first-class mail, postage prepaid, as soon as practicable
and in any event not later than the next succeeding Business Day to the Holders of the applicable
Subseries to be converted that such conversion has not occurred, that the Series 2004 B Bonds of
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the applicable Subseries to be converted shall not be purchased on the failed Fixed Rate
Conversion Date, that the Auction Agent shall continue to implement the Auction Procedures on
the Auction Dates with respect to the Series 2004 B Bonds which otherwise would have been
converted, excluding, however, the Auction Date falling on the Business Day next preceding the
failed Fixed Rate Conversion Date, and that the interest rate with respect to such Series 2004 B
- Bonds shall continue to be the applicable Auction Rate; provided, however, that the interest rate
on the Series 2004 B Bonds during the Auction Interest Period commencing on such failed Fixed
Rate Conversion Date shall be the Maximum Auction Rate until the next scheduled Auction Date.

@ Purchase of Series 2004 B Bonds.

(A) Mandatory Tender for Purchase Upon Conversion to Fixed
Interest Rates. The Series 2004 B Bonds of any Subseries shall be subject to mandatory
tender for purchase if at any time the Trustee gives notice, in accordance with the
procedures set forth in subsection (B) immediately below, that, at the option of the
County, the Series 2004 B Bonds of such Subseries are to be converted to a fixed interest
rate pursuant to the provisions of the Second Supplemental Trust Agreement; subject to
the availability of funds sufficient to pay the Tender Price of such Series 2004 B Bonds
having been provided to the Trustee through the remarketing of such Series 2004 B
Bonds. In the case of conversion of Series 2004 B Bonds to fixed interest rates, the
Series 2004 B Bonds of such Subseries shall be subject to mandatory tender for purchase
as provided in the Second Supplemental Trust Agreement. The Series 2004 B Bonds of
such Subseries subject to mandatory tender shall be purchased or deemed purchased at
the Tender Price.

®B) Notice of Mandatory Tender for Purchase. In connection with
any mandatory tender for purchase of any Series 2004 B Bonds of any Subseries in
accordance with paragraph (A) immediately above and paragraph (p) under this heading
“Maturity, Interest Rates and Payment Terms”, the Trustee shall give the notice required
by the Second Supplemental Trust Agreement as part of the notices given pursuant to (if
applicable) paragraph (p) under this heading “Maturity, Interest Rates and Payment
Terms”. Such notice shall state: :

1) that the Tender Price of any Series 2004 B Bond subject
to mandatory tender for purchase shall be payable only upon surrender of that
Series 2004 B Bond to the Trustee at its Principal Office for delivery of Series
2004 B Bonds, accompanied by an instrument of transfer, in form satisfactory to
the ‘Trustee, executed in blank by the Holder or such Holders duly authorized
attorney, with such signature guaranteed in the manner set forth in the form
attached to the Series 2004 B Bonds;

(93] that, provided that moneys sufficient to effect such
purchase have been provided through the remarketing of such Series 2004 B
Bonds by the applicable Broker-Dealer, and provided that the County has not
exercised its right of election to revoke the conversion pursuant to the Second
Supplemental Trust Agreement, Series 2004 B Bonds subject to mandatory
tender for purchase shall be purchased on the Tender Date;

?3) that if any Holder of a Series 2004 B Bond subject to
mandatory tender for purchase does not surrender such Series 2004 B Bond to
the Trustee for purchase on the Tender Date, then such Series 2004 B Bond, on
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and after such Tender Date, shall be deemed to be an Undelivered Series 2004 B
Bond, that no interest shall accrue with respect to such Series 2004 B Bond on
and after such Tender Date and that the Series 2004 B Bond shall have no rights
under the Trust Agreement other than to receive payment of the Tender Price;
and

NG that, in the event moneys sufficient to pay the Tender
Price of such Series 2004 B Bonds have not been provided to the Trustee through
the remarketing of such Series 2004 B Bonds, such Series 2004 B Bonds shall
not be purchased or deemed purchased and shall continue to have interest accrue
with respect thereto as if such failed purchase had not occurred.

If the circumstances described in subparagraph (4) above should occur,
then the affected Series 2004 B Bonds shall not be purchased or deemed purchased and
shall continue to have interest accrue with respect thereto as described in subparagraph
(4) above. The Insurance Policy may not be drawn upon to purchase any Series 2004 B
. Bonds under the Trust Agreement. ' ‘

© Undelivered Series 2004 B Bonds. The following provisions
shall apply to Undelivered Series 2004 B Bonds:

M) The Trustee may refuse to accept delivery of any Series
2004 B Bond for which a proper instrument of transfer has not been provided;
provided, however, that such refusal shall not affect the validity of the purchase
of such Series 2004 B Bond as provided in the Second Supplemental Trust
Agreement. If any Holder of a Series 2004 B Bond subject to mandatory tender
for purchase pursuant to the Second Supplemental Trust Agreement fails to
deliver such Series 2004 B Bond properly endorsed, such Series 2004 B Bond
shall constitute an Undelivered Series 2004 B Bond.

@) If funds in the amount of the purchase price of the
Undelivered Series 2004 B Bond are available for payment to the Holder thereof
on the Tender Date and at the time specified, then, from and after the Tender
Date and time of such required delivery: :

A) such Undelivered Series 2004 B Bond shall be
deemed to be purchased and shall no longer be deemed to be
Outstanding under the Trust Agreement;

- (B) interest shall no longer accrue with respect to
such Undelivered Series 2004 B Bond; and

. (C) funds in the amount of the purchase price of the
Undelivered Series 2004 B Bond shall be held uninvested by the
Trastee for the benefit of the Holder thereof (provided that such
Series 2004 B Bond shall have no right to any investment
proceeds derived from such funds), to be paid on delivery (and
proper endorsement) of such Undelivered Series 2004 B Bond to
the Trustee at its Principal Office for delivery of the Series 2004
B Bonds. Any money which the Trustee segregates and holds in

trust for the payment of the Tender Price of any Series 2004 B
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Bond which remains unclaimed for two years after the date of
purchase shall be paid to the County. Afier the payment of such
unclaimed money to the County, the former Holder of such
Series 2004 B Bond shall look only to the County for the
payment of the Tender Price. The County shall not be liable for
any interest on unclaimed money and shall not be regarded as a
trustee of such money.

® Determination by Trustee; Notice of Tender. For purposes of paragraph (p)
under this heading, the Trustee shall determine timely and proper delivery of Series 2004 B Bonds and the
proper endorsement of Series 2004 B Bonds delivered. Such determination shall be binding on the
Holders of such Series 2004 B Bonds, the County, and the Broker-Dealer, absent manifest error.

Transfer and Exchange

(@ Transfer of Series 2004 B Bonds. The registration of any Series 2004 B Bond
may, in accordance with its terms, be transferred upon the Registration Books by the Person in whose
name it is registered, in Person or by his attorney duly authorized in writing upon surrender of such Series
2004 B Bond for cancellation at the Office of the Trustee, accompanied by delivery of a written
instrument of transfer in a form acceptable to the Trustee, duly executed. Whenever any Series 2004 B
Bond shall be surrendered for registration of transfer, the Trustee shall execute and deliver a new Series
2004 B Bond or Series 2004 B Bonds for a like aggregate principal amount in authorized denominations.
The Trustee shall require the payment by the Series 2004 B Bond Holder requesting such transfer of any
tax or other governmental charge required to be paid with respect to such transfer. The cost of printing
any Series 2004 B Bonds and any services rendered or any expenses incurred by the Trustee in
connection with any transfer shall be paid by the County. The Trustee shall not be required to transfer: "

@ any Series 2004 B Bonds during the period between the date fifteen (15)
days prior to the date of selection of Series 2004 B Bonds for redemption and such date of
selection, or :

(i) any Series 2004 B Bonds selected for redemption.

(b) Exchange of Series 2004 B Bonds. - Series 2004 B Bonds may be exchanged,
upon surrender thereof, at the Office of the Trustee for a like aggregate principal amount of Series 2004 B
Bonds of other authorized denominations of the same maturity. Whenever any Series 2004 B Bond or
Series 2004 B Bonds shall be surrendered for exchange, the Trustee shall execute and deliver a new
Series 2004 B Bond or Series 2004 B Bonds for like aggregate principal amount in Authorized
Denominations. The Trustee shall require the payment by the Series 2004 B Bond Holder requesting
such exchange of any tax or other governmental charge required to be paid with respect to such exchange.
~ The cost of printing any Series 2004 B Bonds and any services rendered or any expenses incurred by the
Trustee in connection with any exchange shall be paid by the County. The Trustee shall not be required
to exchange: : '

@) any Series 2004 B Bonds during the period between the date 15 days
prior to the date of selection of Series 2004 B Bonds for redemption and such date of selection, or

(ii) any Series 2004 B Bonds selected for redemption.
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CUSIP Numbers

The Trustee and the County shall not be liable for any defect or inaccuracy in any CUSIP
number that appears on any Series 2004 B-Bond or in any redemption notice. The Trustee may, in its
discretion, include in any redemption notice a statement to the effect that the CUSIP numbers on the
Series 2004 B Bonds have been assigned by an independent service and are included in such notice solely
for the convenience of the Holders and that neither the Trustee nor the County shall be liable for any
inaccuracies in such numbers.

Book-Entry Procedures

(@ Transfers Outside Book-Entry System. The ‘Depository may .determine to
discontinue providing its services with respect to the Series 2004 B Bonds at any time by giving notice to
the County and the Trustee and discharging its responsibilities with respect thereto under applicable law.
The Trustee shall notify the Depository in the event any such notice is received from the Depository. The
County, at the request or with the consent of the Depository and without the consent of any other Person,
may terminate the services of the Depository with respect to the Series 2004 B Bonds if the County or the
Depository determines that:

: @ = the Depository is unable to diSCharge its responsibilities with respect to
the Series 2004 B Bonds, or : : .

() a continuation of the requirement that all of the Outstanding Series 2004
B Bonds be registered in the Registration Books kept by the Trustee in the name of the Nominee,
or any other nominee of the Depository, is not in the best interest of the Beneficial Owners of the
Series 2004 B Bonds. , :

Upon the termination of the services of the Depository with respect to the Series 2004 B
Bonds pursuant to subparagraph (i) immediately above, or upon any other discontinuance or termination
of the services of the Depository with respect to the Series 2004 B Bonds after which no substitute
securities depository willing to undertake the functions of the Depository hereunder can be found which,
in the opinion of the County, is willing and able to undertake such functions upon reasonable and
customary terms, the Trustee is obligated to deliver Series 2004 B Bonds at the expense of the Beneficial
Owners of the Series 2004 B Bonds, as described in the Second Supplemental Trust Agreement, and the
Series 2004 B Bonds shall no longer be restricted to being registered in the registration books kept by the
Trustee in the name of the Nominee of the Depository, but may be registered in whatever name or names
Series 2004 B Bond Holders transferring or exchanging Series 2004 B Bonds shall designate, in
accordance with the provisions of the Second Supplemental Trust Agreement.’ o

. (b) Payments and Notices. Notwithstanding any other provision of the Second
Supplemental Trust Agreement to the contrary, so, long as any Series 2004 B Bond is registered in the
name of the Nominee, all payments with respect to principal, premium, if any, and interest evidenced by
such Series 2004 B Bond and all notices with respect to such Series 2004 B Bond shall be made and
given, respectively, in the manner prescribed by the Depository from time to time. Series 2004 B Bond
Holders shall have no lien or security interest in any rebate or refund paid by the Depository to the
Trustee or the County which arises from the payment by the Trustee of principal or interest evidenced by
the Series 2004 B Bonds in immediately available funds to the Depository.

© Tenders and Deliveries. So long as Cede & Co. is the sole registered Holder of
the Series 2004 B Bonds, all deliveries of Series 2004 B Bonds under the provisions of the Second
Supplemental Trust Agreement shall be made pursuant to DTC’s procedures as in effect from time to
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time, and none of the County or the Trustee shall have any responsibility for or liability with respect to
the implementation of such procedures.

Market Agent

The County hereby authorizes and expressly directs the Trustee, as agent for the
Beneficial Owners of the Auction Rate Securities, to enter into a Market Agent Agreement relating to
Auction Rate Securities with the Initial Market Agent. The Market Agent shall serve in such capacity
under the terms and provisions hereof and of the Market Agent Agreement. The Market Agent shall be a
member of the National Association of Securities Dealers, Inc., having capitalization of at least
$25,000,000, and be authorized by law to perform all the duties imposed upon it by this Second
Supplemental Trust Agreement and the Market Agent Agreement. The Market Agent will promptly
resign following receipt of a request by the Trustee or the 2004B Insurer (with a copy to the County and
- the Trustee) or at any time, with the prior written consent of the 2004B Insurer, upon and pursuant to the
written direction of the Beneficial Owners of at least two-thirds of the aggregate principal amount of the
Auction Rate Securities then Outstanding filed with the Market Agent, the 2004B Insurer and the County,
provided that such removal shall not take effect until the appointment by the County of a Substitute
Market Agent and the successors acceptance of their duties and obligations pursuant to appropriate
documentation. The Market Agent may also resign upon 30 days’ prior written notice delivered to the
Trustee, provided that such resignation shall not take effect until the appointment by the County of a
Substitute Market Agent. If the County is unable to appoint a Substitute Market Agent within 30 days
following receipt of such written notice of resignation, the Market Agent may petition the appropriate
court having jurisdiction to appoint a Substitute Market Agent. Notwithstanding this provisions of the
paragraph, the Market Agent may be removed at any time, at the request of the County with the consent
of the 2004B Insurer, for any breach of its obligations under the Second Supplemental Trust Agreement
or under the Market Agent Agreement.

The Trustee shall not be liable under any circumstances for any action taken, suffered or
omitted by the Market Agent and shall be indemnified as set forth in the Trust Agreement.

Auction Agent

(@) The County authorizes and expressly directs the Trustee, as agent for the
Beneficial Owners of the Auction Rate Securities, to enter into the Initial Auction Agent Agreement
relating to Auction Rate Securities with Deutsche Bank Trust Company Americas, a New York Banking
Corporation, as the Initial Auction Agent. Any Substitute Auction Agent shall be:

® subject to the written approval of the applicable Broker-Dealer; and
either: '

(i) a bank or trust company duly organized under the laws of the United
States of America or any state or territory thereof having its principal place of business in the
Borough of Manhattan, New York, or such other location as approved by the Trustee and the
Market Agent in writing and having a combined capital stock or surplus of at least $15,000,000;
or

(iii) a member of the National Association of Securities Dealers, Incy., having
a capitalization of at least $15,000,000, .

and, in either case, authorized by law to perform all the duties imposed upon it under the Second
Supplemental Trust Agreement and under the Auction Agent Agreement. The Auction Agent may at any
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time resign and be discharged of its duties and obligations under the Auction Agent Agreement as
Auction Agent by giving at least 90 days’ prior notice to the Trustee, the County, the 2004B Insurer and
the Market Agent. The Auction Agent may be removed at any time by a request of the Trustee or the
2004B Insurer {with a copy to the Trustee and the County) and upon thirty days notice to the ‘Auction
Agent or upon the written direction of the County or, with the prior written consent of the 2004B Insurer,
the Beneficial Owners of at least two-thirds of the aggregate principal amount of the Auction Rate
Securities then Outstanding, by an instrument signed by such Beneficial Owners or their attorneys and
filed with the Auction Agent, the applicable Broker-Dealer, the Trustee, the 2004B Insurer and the
Market Agent upon at least 30 days’ prior notice. Neither resignation nor removal of the Auction Agent
pursuant to the provisions of the preceding two sentences shall be effective until and unless a Substitute
Auction Agent has been appointed and has accepted such appointment. If required by the Market Agent,
a Substitute Auction Agent Agreement shall be entered into with a Substitute Auction Agent.
Notwithstanding the foregoing, the Auction Agent may terminate the Auction Agent Agreement if, within
45 days after notifying the Trustee, the applicable Broker-Dealer, the County, the 2004B Insurer and the
Market Agent in writing that it has not received payment of any Auction Agent Fee due it in accordance
with the terms of the Auction Agent Agreement, the Auction Agent does not receive such payment. The
Trustee shall not be liable for any action taken, suffered or omitted by the Auction Agent. o

®) If the Auction Agent shall resign or be removed or be dissolved, or if the
property or affairs of the Auction Agent shall be taken under the control of any state or federal court or
administrative body because of bankruptcy or insolvency, or for any other reason, the Trustee, at the
direction of the County, with the consent of the 2004B Insurer, shall use its best efforts to appoint a
Substitute Auction Agent for such Series. :

(©) The Auction Agent is acting as agent for the Beneficial Owners of the Auction
Rate Securities in connection with Auctions. In the absence of bad faith, negligent failure to act or
negligence on its part, the applicable Auction Agent shall not be liable for any action taken, suffered or
omitted or any error of judgment made by it in the performance of its duties under the Auction Agent
Agreement and shall not be liable for any error of judgment made in good faith unless the Auction Agent
shall have been negligent in ascertaining (or failing to ascertain) the pertinent facts.

(d) Notwithstanding the provisions of paragraph (a) under this heading, the Auction
Agent may be removed at any time, at the request of the County, with the consent of the 2004B Insurer,
for any breach of its obligations under the Second Supplemental Trust Agreement or under the related
Auction Agent Agreement. :

Broker-Dealers

(2) The Auction Agent will enter into a Broker-Dealer Agreement with Citigroup
Global Markets Inc., E. J. De La Rosa & Co., and UBS Financial Services Inc. for the Auction Rate
Securities. The County may, from time to time, approve one or more additional Persons to serve as
Broker-Dealers under Broker-Dealer Agreements and shall be responsible for providing such Broker-
Dealer Agreements to the Trustee and the applicable Auction Agent. '

(b) Any Broker-Dealer may be removed at any time, at the request of the County, for
any breach of its obligations under the Second Supplemental Trust Agreement or under the Broker-Dealer
Agreement, provided that at least one Broker-Dealer Agreement must be in effect immediately following -
such removal. ‘ :
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No County or Trustee Liability For Auction Failures

Neither the County nor the Trustee shall be responsible for any failure of a Broker-Dealer
to submit an Order (as defined in the Auction Agent Agreement) to the Auction Agent on behalf of any
Existing Holder or Potential Holder (as defined in the Auction Agent Agreement), nor shall the County
nor the Trustee be responsible for failure by any Depository to effect any transfer or to provide the
Auction Agent with current information regarding registration of transfers. The County shall have no
liability if there are not Sufficient Clearing Bids (as such term is defined in the Auction Agent
Agreement) from time to time pursuant to the Auction Procedures.

FUNDS AND ACCOUNTS

Bond Fund; Deposits to Bond Fund.

The 2004 Debenture provides that the County is obligated to prepay each Fiscal Year’s
obligations within 30 days of the commencement of such Fiscal Year. To meet the County’s obligations
under Section 31453.5 of the Retirement Law for each Fiscal Year, the County shall deposit or cause to
be deposited with the Trustee the amount of the County’s obligations on the Series 2004 Bonds for such
Fiscal Year within 30 days of the commencement of each Fiscal Year (the “Prepayment Obligation
Date”) and on each Prepayment Obligation Date thereafter, it will transfer to the Trustee an amount
which, together with the amount then on deposit in the Debt Service Fund, will be not less than the
amount of the obligations on the Series 2004 Bonds becoming due in such Fiscal Year. For purposes of
determining the amount of the County’s obligations on any Outstanding Auction Rate Securities for such
Fiscal Year to be deposited in accordance with the previous sentence, the County’s obligation (the
“Auction Rate Securities Prepayment Obligation”) with respect to such Auction Rate Securities shall be
calculated on the basis of actual principal to be due and payable during such Fiscal Year plus interest
payable on Outstanding Auction Rate Securities based upon the weighted average interest rates with
respect to the Auction Rate Securities for the 12-month period ending March 31 of the preceding Fiscal
Year plus 200 basis points, as set forth in a certificate to be provided to the County by the Trustee on or
before July 1 of each year.

On or about December 15 of each year, the County will calculate, and set forth in a
certificate to be provided to the Trustee and the 2004B Insurer on such date, the projected interest to be
payable with respect to the Auction Rate Securities on February 15 of the succeeding year. Such
calculation shall be made on the basis of (1) interest payable for any then current or past Auction Interest
Period for which interest has not been paid for each Subseries of Auction Rate Securities for which a
specific Auction Rate has been determined and (2) for any Auction Interest Period ending on or before the
last Business Day preceding such February 15 for each Subseries of Auction Rate Securities for which a
new interest rate has yet to be determined, on the basis of the weighted average interest rates with respect
to the Auction Rate Securities for dates after the immediately preceding Interest Payment Date and for
which rates have been determined plus 200 basis points. If the amount then on deposit in the Debt
Service Fund is less than the amount of the interest projected to be payable on all Outstanding Series
2004 Bonds on February 15 of the succeeding year, the County will transfer to the Trustee an amount
which, together with the amount then on deposit in the Debt Service Fund, will be not less than the
amount of the principal and the interest projected to be payable on all Outstanding Series 2004 Bonds on
February 15 of the succeeding year.

If on the second Business Day prior to any February 15 Interest Payment Date the

amount then on deposit in the Interest Account is less than the amount of the interest to be payable on all
Outstanding Series 2004 Bonds on such F ebruary 15, the County will transfer to the Trustee an amount
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which, together with the amount then on deposit in the Interest Account, will be not less than the-than the
amount of the interest to be payable on all Outstanding Series 2004 Bonds on such February 15.

Further, to the extent permitted by law, the County covenants to take such action as may
be necessary to amend or supplement the budget appropriations for payments of the County’s obligations
on the Bonds including, without limitation the Auction Rate Securities Prepayment Obligation at any time
and from time to time during any Fiscal Year in the event that the County’s obligations on the Bonds
including, without limitation the Auction Rate Securities Prepayment Obligation and Swap Payments paid
in any Fiscal Year exceeds the pro rata portion of the appropriations then contained in the County’s
budget.

All amounts payable by the County under the Trust Agreement shall be promptly
deposited by the Trustee upon receipt thereof in a special fund designated as the “Bond Fund” which fund
is created under the Trust Agreement and shall be held in trust by the Trustee.

Allocation of Moneys in Bond Fund.

At least two Business Days prior to each Interest Payment Date or date fixed for redemption of
Bonds, the Trustee shall transfer from the Bond Fund, in immediately available funds or securities
scheduled to timely mature for the purposes so designated, for deposit into the following respective
accounts (each of which the Trustee shall maintain in trust separate and distinct from the other funds and
accounts established under the Trust Agreement), the following amounts in the following order of
priority, the requirements of each such account (including the making up of any deficiencies in any such
account resulting from lack of funds sufficient to make any earlier required deposit) at the time of deposit
to be satisfied before any deposit is made to any account subsequent in priority:

@) Interest Account,
®) Principal Account, and
() Administrative Expense Account.

All money in each of such accounts shall be held in trust by the Trustee and shall be
applied, used and withdrawn only for the purposes authorized in the Trust Agreement.

Interest Account. On each February 15 and August 15, (commencing on August 15,
1994 with respect to the issuance of the 1994 Series A Bonds and February 15, 2003 with respect to the
issuance of the Series 2002 Bonds, August 15, 2004 with respect to Series 2004 B Bonds, and August 15,
2005 with respect to Series 2004 A Bonds), the Trustee shall set aside from the Bond Fund and deposit in
the Tnterest Account that amount of money which is equal to the amount of interest becoming due and
payable on all Outstanding Bonds on such February 15 or August 15, as the case may be.

No deposit need be made in the Interest Account if the amount contained in the Trust
Agreement is at least equal to the aggregate amount of interest becoming due and payable on all
Outstanding Bonds on such Interest Payment Date. :

~ All money in the Interest Account shall be used and withdrawn by the Trustee solely for
the purpose of paying the interest on the Bonds as it shall become due and payable (including accrued
interest on any Bonds purchased or redeemed prior to maturity).
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Principal Account. On each August 15, the Trustee shall set aside from the Bond Fund
and deposit in the Principal Account an amount of money equal to the amount of all sinking fund
payments required to be made on such August 15 into the respective sinking fund accounts for all
Outstanding Term Bonds and the principal amount and the Accreted Value of all Outstanding Bonds
maturing on such August 15.

No deposit need be made in the Principal Account if the amount contained in the Trust
Agreement is at least equal to the aggregate amount of the principal and the Accreted Value of all
Outstanding Serial Bonds maturing by their terms on such August 15 plus the aggregate amount of all
sinking fund payments required to be made on such August 15 for all Outstanding Term Bonds.

The Trustee shall establish and maintain within the Principal Account a separate
subaccount for the Term Bonds of each series and maturity, designated as the “__ Sinking Account” (the
“Sinking Account”), inserting in the Trust Agreement the series and maturity (if more than one such
account is established for such series) designation of such Bonds. With respect to each Sinking Account,
on each mandatory sinking account payment date established for such Sinking Account, the Trustee shall
apply the mandatory sinking account payment required on that date to the redemption (or payment at
maturity, as the case may be) of Term Bonds of the series and maturity for which such Sinking Account
was established, upon the notice and in the manner provided in the Trust Agreement; provided that, at any
time prior to giving such notice of such redemption, the Trustee may upon the Written Request of the
County, apply moneys in such Sinking Account to the purchase for cancellation of Term Bonds of such
series and maturity at public or private sale, as and when and at such prices (including brokerage and
other charges, but excluding accrued interest, which is payable from the Interest Account), as may be
directed by the County, except that the purchase price (excluding accrued interest) shall not exceed the
redemption price that would be payable for such Bonds upon redemption by application of such
mandatory sinking account payment. I, during the twelve-month period immediately preceding said
mandatory sinking account payment date, the Trustee has purchased Term Bonds of such series and
maturity with moneys in such Sinking Account, such Bonds so purchased shall be applied, to the extent of
the full principal amount thereof to reduce said mandatory sinking account payment.

All money in the Principal Account shall be used and withdrawn by the Trustee solely for
the purpose of paying the principal of the Bonds as they shall become due and payable, whether at
maturity or redemption, except that any money in any sinking account shall be used and withdrawn by the
Trustee only to purchase or to redeem or to pay Term Bonds for which such sinking account was created.

The Trustee shall establish and maintain within the Principal Account separate accounts
for each of the four Subseries of the Series 2002 B Bonds, designated as the Series B-__ Term Bonds
Sinking Account The Trustee shall establish and maintain within the Principal Account separate accounts
for each of the four Subseries of the Series B Bonds, designated as the Series 2004 B-__ Term Bonds
Sinking Account. Subject to the terms and conditions set forth in the Trust Agreement, each of the four
Subseries of the Series 2002 B Bonds, and each of the four Subseries of the Series 2004 B Bonds,
respectively, shall be redeemed (or paid at maturity, as the case may. be) by application of mandatory
sinking account payments in the amounts and upon the dates established for the respective Term Bonds
Sinking Account, as set forth in the Trust Agreement, the First Supplemental Trust Agreement and the
Second Supplemental Trust Agreement.

Administrative Expense Account. Following the deposits set forth above having been
made on each February 15 Interest Payment Date, any moneys remaining in the Bond Fund (other than
those funds representing Swap Payments under any swap agreement paid to the County or the Trustee and
deposited in the Bond Fund as of August of the preceding year, which amounts shall be retained in the
Bond Fund until February 15 of such year) shall be deposited by the Trustee in the Administrative
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Expense Account. Moneys deposited in the Administrative Expense Account shall be transferred by the
Trustee to or upon the order of the County, as specified in a Written Request of the County to, among
‘other things and without limitation, (i) make payments due under the ISDA Master Agreements entered
into in connection with the Series 2002 Bonds, and (ii) pay rating agency, Broker-Dealer and Auction
Agent fees incurred in connection with the Series 2002 Bonds, and rating agency, Broker-Dealer and
Auction Agent fees incurred in connection with the Series 2004 Bonds, and other administrative and
ongoing costs incident to the Bonds, in each case provided all of the County’s obligations under the Trust
Agreement are then otherwise satisfied. - : ‘ ‘

Deposit and Investments of Money in Accounts and Funds.

All money held by the Trustee in any of the accounts or funds established pursuant hereto shall be
invested in Permitted Investments at the Written Request of the County. If no Written Request of the -
County is received, the Trustee shall invest funds held by it in Permitted Investments described in clause
(8) of the definition thereof. Such investments shall as nearly as practicable mature on, but in any event
before, the dates on which such money is anticipated to be needed for disbursement under the Trust

Agreement. All interest or profits received on -any money so invested shall be deposited in the Bond
Fund. '

'REDEMPTION OF BONDS
Notice of Redemption.

Notice of any redemption under this section shall be given by the Trustee by first-class
mail, not less than 30 nor more than 60 days prior to the redemption date to the respective Holders of the
Series 2004 Bonds designated for redemption at their addresses appearing on the registration books of the
Trustee. In addition, notice of redemption shall also be sent to the 2004B Insurer, to each Broker-Dealer
(if applicable), to the Rating Agencies, to all municipal registered Securities Depositories and to at least
two of the NRMSIRs, no later than simultaneously with the mailing of notices required by the first
paragraph above; provided, that neither failure to receive such notice nor any defect in any notice so
mailed shall affect the sufficiency of the proceedings for the redemption of such Series 2004 Bonds. Each
notice of redemption shall state the date of such notice, the redemption price, if any, the name and
appropriate address of the Trustee, the CUSIP number (if any) of the maturity or maturities, and, if less
than all of any such maturity is to be redeemed, the distinctive certificate numbers of the Bonds of such
maturity, to be redeemed and, in the case of Series 2004 Bonds to be redeemed in part only, the respective
portions of the principal amount thereof to be redeemed. Each such notice shall also state that on said
date there will become due and payable on each of said Series 2004 Bonds the redemption price, if any,
thereof and in the case of a Series 2004 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 shall cease to accrue, and shall require that
such Series 2004 Bonds be then surrendered at the address of the Trustee specified in the redemption
notice. Failure to receive such notice shall not invalidate any of the proceedings taken in connection with
such redemption. S -

In the event of redemption of Series 2004 Bonds (other than- sinking account
redemptions), the Trustee shall mail a notice of redemption upon receipt of a Written Request of the
County but only after the County shall file a Certificate of the County with the Trustee that on or before
the date set for redemption, the County shall have deposited with or otherwise made available to the
Trustee for deposit in the Principal Account the money required for payment of the redemption price,
including accrued interest, of all Series 2004 Bonds then to be called for redemption (or the Trustee
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determines that money will be deposited with or otherwise made available to it in sufficient time for such
purpose), together with the estimated expense of giving such notice.

If notice of redemption has been duly given as aforesaid and money for the payment of
the redemption price of the Series 2004 Bonds called for redemption is held by the Trustee, then on the
redemption date designated in such notice Series 2004 Bonds so called for redemption shall become due
and payable, and from and after the redemption date so designated interest on such Series 2004 Bonds
shall cease to accrue, and the Holders of such Series 2004 Bonds shall have no rights in respect thereof
except to receive payment of the redemption price thereof.

Effect of Redemption

From and after the date fixed for redemption, if funds available for the payment of the
principal of and interest (and premium, if any) with respect to the Series 2004 Bonds so called for
redemption shall have been duly provided, such Series 2004 Bonds so called shall cease to be entitled to
any benefit under the Trust Agreement other than the right to receive payment of the principal, interest
accrued to the Redemption Date, and premium, if any, and no interest shall accrue with respect thereto
from and after the Redemption Date specified in the notice of such redemption. All Series 2004 Bonds
redeemed in whole or in part pursuant to the provisions of the Trust Agreement shall be canceled by the
Trustee and destroyed, and the Trustee shall certify in writing as to their destruction. If such funds shall
not be so available on the Redemption Date, interest with respect to such Series 2004 Bonds or portions
thereof shall continue accrue until paid at the same rate as it would have accrued had they not been called
for redemption.

ISSUANCE OF ADDITIONAL BONDS

Conditions for the Issuance of Additional Bonds.

The County may at any time issue Additional Bonds on a parity with the Prior Bonds, but
only subject to the following specific conditions, which are hereby made conditions precedent to the
issuance of any such Additional Bonds:

(a) The County shall be in compliance with all agreements and covenants contained
in the Trust Agreement.

) The issuance of such Additional Bonds shall have been authorized pursuant to
the Act and shall have been provided for by a Supplemental Trust Agreement which shall specify
the following: s . ,

1) The purpose for which such Additional Bonds are to be issued; provided
that such Additional Bonds shall be applied solely for (i) the purpose of satisfying any
obligation to make payments to the Association: pursuant to the Act relating to pension
benefits accruing to the Association’s members, and/or for payment of all costs incidental
to or connected with the issuance of Additional Bonds for such purpose, and/or (ii) the
purpose of refunding any Bonds then Outstanding, including payment of all costs
incidental to or connected with such refunding;

2) The authorized principal amount and designation of such Additional
Bonds;
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- 3) The -denomination or denominations of and method of numbering such
Additional Bonds; : ' '

(4)  The redemption premiums, if any, and the redemption terms, if any, for
such Additional Bonds; ’ e :

5) The amount, if any, to be deposited from the proceeds of sale of such
Additional Bonds in the Interest Account in the Trust Agreement after referred to;

6) Such other provisions (including the requirements of a book-entry Bond
registration system, if any) as are necessary or appropriate and not inconsistent herewith.

Procedure for the Issuance of Additional Bonds.

At any time after the sale of any Additional Bonds in accordance with the Act, the County shall
execute such Additional Bonds for issuance under the Trust Agreement and shall deliver them to the
Trustee, and thereupon such Additional Bonds shall be delivered by the Trustee to the purchaser thereof
upon the Written Request of the County, but only upon receipt by the Trustee of the following documents
or money or securities, all of such documents dated or certified, as the case may be, as of the date of
delivery of such Additional Bonds by the Trustee: : '

@) An executed copy of the Supplemental Trust Agreement authorizing the issuance
of such Additional Bonds;

(b) A Written Request of the County as to the delivery of such Additional Bonds;

© An Opinion of Counsel to the effect that (1) the County has executed and
delivered the Supplemental Trust Agreement, and the Supplemental Trust Agreement is valid and
binding upon the County and (2) such Additional Bonds are valid and binding obligations of the
County entitled to the benefits of the Act and of the Trust Agreement, and such Additional Bonds
have been duly and validly issued in accordance with the Act and with the Trust Agreement;

(d A Certificate of the County containing such statements as may be reasonably
necessary to show compliance with the conditions for the issuance of such Additional Bonds
contained in the Trust Agreement;

(e) Such further documents, money or securities as are required by the provisions of
the Supplemental Trust Agreement providing for the issuance of such Additional Bonds."

Additional Bonds.
The County shall not issue Additional Bonds if immediately following: issuance of such
Additional Bonds. the aggregate principal amount of Bonds insured by a financial guaranty insurance

policy issued by the 2002 Insurer shall be less then 51% of the aggregate principal amount of all
Outstanding Bonds. '
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COVENANTS OF THE COUNTY

Punctual Payment and Performance.

The County will punctually pay the interest on and the principal and Accreted Value of
and redemption premiums, if any, to become due on every Bond issued hereunder in strict conformity
with the terms hereof and of the Bonds, and will faithfully observe and perform all the agreements and
covenants to be observed or performed by the County contained herein and in the Bonds.

Extension of Payment of Bonds.

The County shall not directly or indirectly extend or assent to the extension of the
maturity of any of the Bonds or the time of payment of any claims for interest by the purchase of such
Bonds or by any other arrangement, and in case the maturity of any of the Bonds or the time of payment
of any such claims for interest shall be extended, such Bonds or claims for interest shall not be entitled, in
case of any default hereunder, to the benefits of this Trust Agreement, except subject to the prior payment
in full of the principal and Accreted Value of all of the Bonds then Outstanding and of all claims for
interest thereon which shall not have been so extended. Nothing in this Section shall be deemed to limit
the right of the County to issue Bonds for the purpose of refunding any Outstanding Bonds, and such
issuance shall not be deemed to constitute an extension of maturity of the Bonds.

Additional Debt.

The County expressly reserves the right to enter into one or more other agreements or
indentures for any of its corporate purposes, and reserves the right to issue other obligations for such

purposes.

Power to Issue Bonds.

The County is duly authorized pursuant to law to issue the Bonds and to enter into this
Trust Agreement. The Bonds and the provisions of this Trust Agreement are the legal, valid and binding
obligations of the County in accordance with their terms. The Bonds constitute obligations imposed by

law. In the event the County fails to deposit with the Trustee the amounts required to pay principal and
Accreted Value of, premium, if any, and interest on the Bonds by an Interest Payment Date, in accordance
with Section 31584 of the Retirement Law, the County Auditor shall forthwith transfer any lawfully
available funds to the Trustee to the extent necessary to pay the principal and Accreted Value of,
premium, if any, and interest coming due on the Bonds on such Interest Payment Date. The County may
issue at any time, and from time to time, Additional Bonds in accordance with the Trust Agreement and
any such Additional Bonds shall be subject to the benefits of the obligation imposed upon the County
Auditor by the next preceding sentence. ‘ ‘

Accounting Records and Reports.

The County will keep or cause to be kept proper books of record and accounts in which
complete and correct entries shall be made of all transactions relating to the receipts, disbursements,
allocation and application of moneys on deposit in the funds and accounts established under the Trust
Agreement, and such books shall be available for inspection by the Trustee, at reasonable hours and under
reasonable conditions. Not more than 180 days after the close of each Fiscal Year, the County shall
furnish or cause to be furnished to the Trustee a complete financial statement covering receipts,
. disbursements, allocation and application of moneys on deposit in the funds and accounts established
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under the Trust Agreement for such Fiscal Year. The Trustee shall have no duty to review or examine
such statement. : : .

Prosecution and Defense of Suits.

The County will defend against every suit, action or, proceeding at any time brought
against the Trustee upon any claim to the extent involving the failure of the County to fulfill its
obligations under the Trust Agreement; provided that the Trustee or any affected Holder at its election
may appear in and defend any such suit, action or proceeding. The County will indemnify and hold
harmless the Trustee against any and all liability claimed or asserted by.any person to the extent arising
out of such failure by the County, and will indemnify and hold harmless the Trustee against any
attorney’s fees or other expenses which it may incur in connection with any litigation to which it may
become a party by reason of its actions under the Trust Agreement, except for any loss, cost, damage or
expense resulting from the active or passive negligence, willful misconduct or breach of duty by the
Trustee. Notwithstanding any contrary provision hereof, this covenant shall remain in full force and
effect even though all Bonds secured hereby may have been fully paid and satisfied. ’

Further Assurancés.

Whenever and so often as reasonably requested to do so by the Trustee or any Holder, the
County will promptly execute and deliver or cause to be executed and delivered all such other and further
assurances, documents or instruments, and promptly do or cause to be done all such other and further
things as may be necessary or reasonably required in order to further and more fully vest in the Holders
all rights, interests, powers, benefits, privileges and advantages conferred or intended to be conferred
upon them hereby. :

Waiver of Laws.

The County shall not at any time insist upon or plead in any manner whatsoever, or claim
or take the benefit or advantage of, any stay or extension law now or at any time hereafter in force that
may affect the covenants and agreements contained in the Trust Agreement or in the Bonds, and all
benefit or advantage of any such law or laws is hereby expressly waived by the County to the extent
permitted by law.

Costs of Issuance.

The County shall punctually pay or cause to be paid all costs of issuance relating to the '
Bonds.

Allocation of UAAL.

If at any time a court of competent jurisdiction were to finally determine that the

‘proceeds of the Series 2004 Bonds that are contributed to the Association by the County have been

improperly allocated to that portion of the Association’s unfunded actuarially accrued liability (the
“UAAL”) attributable to the employees ‘of the San Diego Superior Courts, then the County shall use its
best efforts to cause the Association to allocate all such proceeds to that portion of the UAAL attributable
to employees of the County.
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CERTAIN PROVISIONS RELATING TO THE TRUSTEE
Appointment of Trustee; Removal and Resignation.

BNY Western Trust Company shall serve as the Trustee for the Bonds for the purpose of
receiving all money which the County is required to deposit with the Trustee under the Trust Agreement
and for the purpose of allocating, applying and using such money as provided in the Trust Agreement and
for the purpose of paying the interest on and principal and Accreted Value of and redemption premiums,
if any, on the Bonds presented for payment at the Corporate Trust Office of the Trustee with the rights
and obligations provided in the Trust Agreement. The County agrees that it will at all times maintain a
Trustee having a corporate trust office in Los Angeles or San Francisco, California.

The County may at any time, unless there exists any event of default as defined in the
Trust Agreement, remove the Trustee initially appointed and any successor thereto and may appoint a
successor or successors thereto, in each case acceptable to the 2004B Insurer, by an instrument in writing;
provided that any such successor shall be a bank or trust company doing business and having a corporate
trust office in Los Angeles or San Francisco, California, having a combined capital (exclusive of
borrowed capital) and surplus of at least one hundred million dollars ($100,000,000) and subject to
supervision or examination by federal or state authority. If such bank or trust company publishes a report
of condition at least annually, pursuant to law or to the, requirements of any supervising or examining
authority above referred to, then for the purpose of this section the combined capital and surplus of such
bank or trust company shall be deemed to be its combined capital and surplus as set forth in its most
recent report of condition so published. The Trustee may at any time resign by giving written notice of
such resignation to the County and by mailing to the Holders notice of such resignation. Upon receiving
such notice of resignation, the County shall promptly appoint a successor Trustee by an instrument in
writing. Any removal or resignation of a Trustee and appointment of a successor Trustee shall become
effective only upon the acceptance of appointment by the successor Trustee. If, within 30 days after
notice of the removal or resignation of the Trustee no successor Trustee shall have been appointed and
shall have accepted such appointment, the removed or resigning Trustee may petition any court of
competent jurisdiction for the appointment of a successor Trustee, which court may thereupon, after such
notice, if any, as it may deem proper and prescribe and as may be required by law, appoint a successor
Trustee having the qualifications required hereby.

The Trustee is authorized to pay or redeem the Bonds when duly presented for payment
at maturity or on redemption prior to maturity. The Trustee shall cancel all Bonds upon payment thereof
or upon the surrender thereof by the County and shall destroy such Bonds and a certificate of destruction
shall be delivered to the County. The Trustee shall keep accurate records of all Bonds paid and
discharged and cancelled by it. '

The Trustee shall, prior to an event of default, and after the curing of all events of default
that may have occurred, perform such duties and only such duties as are specifically set forth in the Trust
Agreement and no implied duties or obligations shall be read into the Trust Agreement. The Trustee
shall, during the existence of any event of default (that has not been cured), exercise such of the rights and
powers vested in it by the Trust Agreement, and use the same degree of care and skill in their exercise, as
a prudent person would exercise or use under the circumstances in the conduct of his own affairs.

Liability of Trustee.

The Trustee shall not be liable in connection with the performance of its duties under the
Trust Agreemeént except for its own active or passive negligence, willful misconduct or breach of duty.
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The Trustee shall not be bound, subject to the rights of the 2004B. Insurer in connection
with its Insurance Policy, to recognize any person as the Holder of a Bond unless and until such Bond is
submitted for inspection, if required, and such Holder’s title thereto satisfactorily established, if disputed.

The Trustee shall not be liable for any error of judgment made in good faith by a
responsible officer, unless it shall be proved that the Trustee was negligent in ascertaining the pertinent
facts. ' '

The Trustee shall not be liable with respect to any action taken or omitted to be taken by
it in good faith in accordance with the direction of the Holders of not less than a majority in aggregate
principal amount and Accreted Value of the Bonds at the time Outstanding; relating to the time, method
and place of conducting any proceeding for any remedy available to the Trustee, or exercising any trust or
power conferred upon the Trustee under this Trust Agreement.

: The Trustee shall be under no obligation to exercise any of the rights or powers vested in
it by the Trust Agreement at the request, order or-direction of any of the Bondholders pursuant to the
provisions of the Trust Agreement unless such Bondholders shall have offered to the Trustee reasonable
security or indemnity against the costs, expenses and liabilities that may be incurred therein or thereby.
The Trustee has no obligation or liability to the Holders for the payment of interest on, principal of or
redemption premium, if any, with respect to the Bonds from its own funds; but rather the Trustee’s
obligations shall be limited to the performance of its duties under the Trust Agreement. :

The Trustee shall not be deemed to have knowledge of any event of default unless and
until an officer at the Trustee’s Corporate Trust Office responsible for the administration of its duties
under the Trust Agreement shall have actual knowledge thereof or the Trustee shall have received written
notice thereof at its Corporate Trust Office. The Trustee shall not be bound to ascertain or inquire as to
the performance or observance of any of the terms, conditions, covenants or agreements in the Trust
Agreement or of any of the documents executed in connection with the Bonds, or as to the existence of a
default or event of default under the Trust Agreement. The Trustee shall not be responsible for the
validity or effectiveness of any collateral given to or held by it. .

The Trustee may execute any of the trusts or powers under the Trust Agreement or
perform any duties under the Trust Agreement either directly or by or through attorneys-in-fact, agents or
receivers, and shall be answerable for the negligence or misconduct or any such attorney-in-fact, agent or
receiver. The Trustee shall be entitled to advice of counsel and other professionals concerning all matters
of trust and its duty under the Trust Agreement, but the Trustee shall not be answerable for the
professional malpractice of any attorney-in-law or certified public accountant in connection with the
rendering of his professional advice in accordance with the terms of the Trust Agreement, if such
attorney-in-law or certified public accountant was selected by the Trustee with due care.

Compensation and Indemnification of Trustee.

The County covenants to pay to the Trustee from time to time, and the Trustee shall be
entitled to, reasonable compensation for all services rendered by it in the exercise and performance of any
of the powers and duties under the Trust Agreement of the Trustee, and the County will pay or reimburse
the Trustee upon its request for all expenses, disbursements and advances incurred or made by the Trustee.
in accordance with any of the provisions of the Trust Agreement (including the reasonable compensation
and the expenses and disbursements of its counsel and of all persons not regularly in its employ) except
any such expense, disbursement or advance as may. arise from its negligence, default or willful
misconduct, including the negligence or willful misconduct of any of its officers, directors, agents or
employees. The County, to the extent permitted by law, shall indemnify, defend and hold harmless the
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Trustee against any loss, damages, liability or expense incurred without negligence, willful misconduct or
bad faith on the part of the Trustee, arising out of or in connection with the acceptance or administration
of the trusts created hereby, including costs and expenses (including attorneys’ fees) of defending itself
against any claim or liability in connection with the exercise or performance of any of its powers under
the Trust Agreement. The rights of the Trustee and the obligations of the County described in this
paragraph shall survive the discharge of the Bonds and the Trust Agreement and the resignation or
removal of the Trustee.

AMENDMENT OF THE TRUST AGREEMENT
Amendment of the Trust Agreement Upon Consent of the Holders.

The Trust Agreement and the rights and obligations of the County and of the Holders
may be amended at any time by a Supplemental Trust Agreement which shall become binding when the ,
written consents of the Holders of a majority in aggregate principal amount and Accreted Value of the
Bonds then Outstanding, exclusive of Bonds disqualified as provided in the Trust Agreement, are filed
with the Trustee. No such amendment may (1) extend the maturity of or reduce the interest rate on or
amount of interest on or principal of or redemption premium, if any, on any Bond without the express
written consent of the Holder of such Bond, or (2) reduce the percentage of Bonds required for the written
consent to any such amendment.

Amendment of the Trust Agreement Without Consent of the Holders.

Subject to the rights of the 2002 Insurer, the Trust Agreement and the rights and
obligations of the County and of the Holders may also be amended at any time by a Supplemental Trust
Agreement which shall become binding upon adoption without the consent of any Holders, but only to the
extent permitted by law and after receipt of an approving Opinion of Counsel for any purpose that will not
materially adversely affect the interests of the Holders, including (without limitation) for any one or more
of the following purposes --

@ to add to the agreements and covenants required in the Trust Agreement to be
performed by the County other agreements and covenants thereafter to be performed by the

County, to pledge or assign additional security for the Bonds (or any portion thereof), or to
surrender any right or power reserved in the Trust Agreement to or conferred in the Trust

Agreement on the County;

®) to make such provisions for the purpose of curing any ambiguity or of correcting,
curing or supplementing any defective provision contained in the Trust Agreement and in any
supplemental trust agreement or in regard to questions arising under the Trust Agreement which
the County may deem desirable or necessary and not inconsistent herewith;

(© to provide for the issuance of any Additional Bonds and to provide the terms of
such Additional Bonds, subject to the conditions and upon compliance with the procedure set
forth in the Trust Agreement (which shall be deemed not to adversely affect Holders);

(d to modify, amend or add to the provisions in the Trust Agreement or in any
supplemental agreement to permit the qualification thereof under the Trust Indenture Act of 1939,
as amended, or any similar federal statutes hereafter in effect, and to add such other terms,
conditions and provisions as may be permitted by such statute or similar statute; or
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() to modify, amend or supplement the Trust Agreement and any supplemental
agreement.in any manner that does not materially adversely affect the interest of Holders of
Bonds. : :

Disqualified Bonds.

Bonds owned or held by or for the account of the County shall not be deemed
Outstanding for the purpose of any consent or other action or any calculation of Outstanding Bonds
provided in the Trust Agreement, and shall not be entitled to consent to or take any other action provided
in the Trust Agreement; provided, however, that Series 2004 Bonds covered by the Insurance Policy shall
not be so disqualified. - \ :

Endorsement or Replacement of Bonds After Amendment.

After the effective date of any action taken as in the Trust Agreement above provided, the
County may determine that the Bonds may bear a notation by endorsement in form approved by the
County as to such action, and in that case upon demand of the Holder of any Outstanding Bonds and
presentation of his Bond for such purpose at the office of the Trustee a suitable notation as to such action
shall be made on such Bond. If the County shall so determine, new Bonds so modified as, in the opinion
of the County, shall be necessary to conform to such action shall be prepared and executed, and in that
case upon demand of the Holder of any Outstanding Bond a new Bond or Bonds shall be exchanged at the
office of the Trustee without cost to each Holder for its Bond or Bonds then Outstanding upon surrender
of such Outstanding Bonds.

Amendment by Mutual Consent. .

The provisions of the Trust Agreement shall not prevent any Holder from accepting any
amendment as to the particular Bonds held by him, provided that due notation thereof is made on such
Bonds; provided that no Holder of a Series 2002 Bond insured by a financial guaranty insurance policy
issued by the 2002 Insurer shall be permitted to accept such an amendment without the prior written
consent of the 2002 Insurer.

EVENTS OF DEFAULT AND REMEDIES OF HOLDERS
Events of Default and Acceleration of Maturities.

If one or more of the following events (herein called “events of default”) shall happen,
that is to say: :

() if default shall be made by the County in the due and punctual payment of the
interest on any Bond when and as the same shall become due and payable;

®) if default shall be made by the County in the due and punctual payment of the
principal or Accreted Value of or redemption premium, if any, on any Bond when and as the
same shall become due and payable, whether at maturity as therein expressed or by proceedings
for redemption;

(c) if default shall be made by the County in the performance of any of the
agreements or covenants required herein to be performed by the County, and such default shall
have continued for a period of sixty (60) days after the County shall have been given notice in
writing of such default by the Trustee; specifying such default and requiring the same to be
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remedied, shall have been given to the County by the Trustee or the Holders of not less than 25%
in aggregate principal amount and Accreted Value of the Bonds at the time Outstanding;
provided, however, if the default stated in the notice can be corrected, but not within the
applicable period, the Trustee and such Holders shall not unreasonably withhold their consent to
an extension of such time if corrective action is instituted by the County within the applicable
period and diligently pursued until the default is corrected. - ‘

(d if the County shall file a petition or answer -seeking arrangement or
reorganization under the federal bankruptey laws or any other applicable law of the United States
of America or any state therein, or if a court of competent jurisdiction shall approve a petition
filed with or without the consent of the County 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 shall assume custody or control of the County or of the whole or any
substantial part of its property;

then and in each and every such case during the continuance of such event of default the Trustee
may, and upon the written request of the Holders of not less than 51% in aggregate principal
amount and Accreted Value of the Bonds then Outstanding shall, by notice in writing to the
County, declare the principal and Accreted Value of all Bonds then Outstanding and the interest
accrued thereon to be due and payable immediately, and upon any such declaration the same shall
become due and payable, anything contained herein or in the Bonds to the contrary
notwithstanding. The Trustee shall promptly notify all Holders of any such event of default
which is continuing.

This provision, however, is subject to the condition that if at any time after the principal
and Accreted Value of the Bonds then Outstanding shall have been so declared due and payable and
before any judgment or decree for the payment of the money due shall have been obtained or entered the
County shall deposit with the Trustee a sum sufficient to pay all matured interest on all the Bonds and all
principal and Accreted Value of the Bonds matured prior to such declaration, with interest at the rate
borne by such Bonds on such overdue interest, principal and Accreted Value, and the reasonable fees and
expenses of the Trustee, and any and all other defaults known to the Trustee (other than in the payment of

interest on and principal of the Bonds due and payable solely by reason of such declaration) shall have
been made good or cured to the satisfaction of the Trustee or provision deemed by the Trustee to be
adequate shall have been made therefor, then and in every such case the Holders of not less than 51% in
aggregate principal amount and Accreted Value of Bonds then Outstanding, by written notice to the
County and to the Trustee, may on behalf of the Holders of all the Bonds then Outstanding rescind and
annul such declaration and its consequences; but no such rescission and annulment shall extend to or shall
affect any subsequent default or shall impair or exhaust any right or power consequent thereon.

Application of Funds Upon Acceleration.

All moneys in the accounts and funds provided in the Trust Agreement upon the date of
the declaration of acceleration by the Trustee and all amounts in such funds and accounts thereafter
received by the County under the Trust Agreement shall be transmitted to the Trustee and shall be applied
by the Trustee in the following order — S

First, to the payment of the costs and expenses of the Trustee, if any, in carrying out the

provisions of the Trust Agreement with respect to Events of Default and remedies thereon, including
reasonable compensation to their accountants and counsel, and to the payment of the costs and expenses
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of the Holders (including the 2002 Insurer) in' providing for the declaration of such event of default,
including reasonable compensation to its accountants and counsel; and : :

' Second, upon presentation of the several Bonds, and the stamping thereon of ‘the amount
of the payment if only partially paid or upon the surrender thereof if fully paid, to the payment of the
whole amount then owing and unpaid upon the Bonds for interest, Accreted Value, and principal, with (to
the extent permitted by law) interest on the overdue interest, Accreted Value and principal at the rate
borne by such Bonds, and in case such money shall be insufficient to pay in full the whole amount so
owing and unpaid upon the Bonds, then to the payment of such interest, Accreted Value, principal and (to
the extent permitted by law) interest on overdue interest, Accreted Value, and principal without
preference or priority among such interest, Accreted Value, principal and interest on overdue interest,
Accreted Value, and principal ratably to the aggregate of such interest, ‘Accreted Value, principal, and
interest on overdue interest, Accreted Value and principal.

Institution of Legal Proceedings by Trustee.

If one or more of the events of default shall happen and be continuing, the Trustee may
with the prior written consent of the 2002 Insurer, and upon the written request of the Holders of a
majority in principal- amount of the Bonds then Outstanding, and upon being indemnified to its

satisfaction therefor, shall, proceed to protect or enforce its rights or the rights of the Holders of Bonds
under the Trust Agreement by a suit in equity or action at law, either for the specific performance of any

covenant or agreement contained in the Trust Agreement, or in aid of the execution of any power in the
Trust Agreement granted, or by mandamus or other appropriate proceeding for the enforcement of any
other legal or equitable remedy as the Trustee shall deem most effectual in support of any of its rights and
duties under the Trust Agreement.

Non-Waiver.

Nothing in any provision of the Trust Agreement or in the Bonds shall affect or impair
the obligation of the County, which is absolute and unconditional, to pay the interest on and principal and v
Accreted Value of and redemption premiums, if any, on the Bonds to the respective Holders of the Bonds
at the respective dates of maturity or upon prior redemption as provided herein, or shall affect or impair -
the right of such Holders, which is also absolute and unconditional, to institute suit to enforce such
payment by virtue of the contract embodied herein and in the Bonds.

A waiver of any default or breach of duty or contract by the Trustee or any Holder shall
not affect any subsequent default or breach of duty or contract or impair any rights or remedies on any
such subsequent default or breach of duty or contract. No delay or omission by the Trustee or any Holder
to exercise any right or remedy accruing upon any default or breach of duty or contract shall impair any
such right or remedy or shall be construed to be a waiver of any such default or breach of duty or contract
or an acquiescence in the Trust Agreement, and every right or remedy conferred upon the Holders by the
Act or by the Trust Agreement may be enforced and exercised from time to time and as often as shall be
deemed expedient by the Trustee or the Holders. o

If any action, proceeding or suit to enforce any right or exercise any remedy is
abandoned, the County, the Trustee and any Holder shall be restored to their former positions, rights and
remedies as if such action, proceeding or suit had not been brought or taken.
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Actions by Trustee as Attorney-in-Fact.

_ Any action, proceeding or suit which any Holder shall have the right to bring to enforce
any right or remedy under the Trust Agreement may be brought by the Trustee for the equal benefit and
protection of all Holders, whether or not the Trustee is a Holder, and the Trustee is hereby appointed (and
the successive Holders, by taking and holding the Bonds issued under the Trust Agreement, shall be
conclusively deemed to have so appointed it) the true and lawful attorney-in-fact of the Holders for the
purpose of bringing any such action, proceeding or suit and for the purpose of doing and performing any
and all acts and things for and on behalf of the Holders as a class or classes as may be advisable or
necessary in the opinion of the Trustee as such attorney-in-fact. -

Remedies Not Exclusive.

No remedy in the Trust Agreement conferred upon or reserved to the Holders is intended
to be exclusive of any other remedy, and each such remedy shall be cumulative and shall be in addition to
every other remedy given under the Trust Agreement or now or hereafter existing at law or in equity or by
statute or otherwise and may be exercised without exhausting and without regard to any other remedy
conferred by the Act or any other law.

Limitation on Bondholders’ Right to Sue,

No Holder of any Bond issued under the Trust Agreement shall have the right to institute
any suit, action or proceeding at law or equity, for any remedy under or upon the Trust Agreement, unless
(2) such Holder shall have previously given to the Trustee written notice of the occurrence of an event of
default as defined under the Trust Agreement; (b) the Holders of at least a majority in aggregate principal
amount of all the Bonds then Outstanding shall have made written request upon the Trustee to exercise
the powers in the Trust Agreement before granted or to institute such suit, action or proceeding in its own
name; (c) said Holders shall have tendered to the Trustee reasonable security or indemnity against the
costs, expenses and liabilities to be incurred in compliance with such request; and (d) the Trustee shall
have refused or omitted to comply with such request for a period of 60 days after such request shall have
been received by, and said tender of indemnity shall have been made to, the Trustee.

Such notification, request, tender of indemnity and refusal or omission are hereby
declared, in every case, to be conditions precedent to the exercise by any Holder of Bonds of any remedy
under the Trust Agreement; it being understood and intended that no one or more Holders of Bonds shall
have any right in any manner whatever by his or their action to enforce any right under the Trust
Agreement, except in the manner in the Trust Agreement provided; and that all proceedings at law or in
equity to enforce any provision of the Trust Agreement shall be instituted, had and maintained in the
manner in the Trust Agreement provided and for the equal benefit of all Holders of the Outstanding
Bonds. - :

AbSolufe Obligation of County.
Nothing in aﬁy provision of the Trust Agreement or in the Bonds contained shall affect 6r
impair the obligation of the County, which is absolute and unconditional, to pay the principal and

Accreted Value of, premium, if any and interest on the Bonds to the respective Holders of the Bonds at
their respective due dates as herein provided.
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Rights of 2002 Insurer.

The 2002 Insurer shall be deemed the Holder and shall be treated as such for purposes of
any provisions requiring the consent or approval of the Holders of Series 2002 Bonds or with respect to
rights of such Holders other than the right to receive payments of principal, purchase price and interest,
and tender and purchase rights under the Trust Agreement, but only for so long as the 2002 Insurer is in
compliance with the Insurance Policy, and if the 2002 Insurer is in default under the Insurance Policy, the
2002 Insurer shall not have any rights granted to the 2002 Insurer under the Trust Agreement.

DEFEASANCE OF BONDS
Discharge of Bonds.

If the County shall pay or cause to be paid or there shall otherwise be paid to the Holders
of all Outstanding Bonds the interest and the principal and Accreted Value thereof and the redemption
premiums, if any, thereon at the times and in the manner stipulated herein and therein, then all
agreements, covenants and other obligations of the County to the Holders of such Bonds hereunder shall
thereupon cease, terminate and become void and be discharged and satisfied. In such event, the Trustee
shall execute and deliver to the County all such instruments as may be necessary or reasonably desirable

to evidence such discharge and satisfaction, the Trustee shall pay over or deliver to the County all money
or securities held by it pursuant hereto which are not required for the payment of the interest on and

principal and Accreted Value of and redemption premiums, if any, on such Bonds.

Any Outstanding Bonds shall prior to the maturity date or redemption date thereof be -
deemed to have been paid within the meaning of and with the effect expressed in the preceding paragraph
if (1) in case any of such Bonds are to be redeemed on any date prior to their maturity date, the County
shall have given to the Trustee in form satisfactory to it irrevocable instructions to. provide notice in
accordance with the Trust Agreement, (2)except as described below under “2004 INSURER
PROVISIONS—Defeasance Provisions” with respect to the Series 2004 Bonds, there shall have been
deposited with the Trustee either (A) money in an amount which shall be sufficient or (B) Permitted
Investments of the type described in clause (1) of the definition of Permitted Investments and which are
not subject to redemption prior to maturity (including any such Permitted Investments issued or held in
book entry form on the books of the County or the Treasury of the United States of America) or tax
exempt obligations of a state or political subdivision thereof which have been defeased under irrevocable
escrow instructions by the deposit of such money or Permitted Investments and which are then rated in
the highest rating category by the Rating Agencies, the interest on and principal and Accreted Value of
which when paid will provide money which, together with the money, if any, deposited with the Trustee
at the same time, shall be sufficient, in the opinion of an Independent Certified Public Accountant, 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 Accreted Value and redemption premiums, if any, on
such Bonds, and (3) in the event such Bonds are not by their terms subject to redemption within the next
succeeding 60 days, the County shall have given the Trustee in form satisfactory ‘to it irrevocable
instructions to mail as soon as practicable, a notice to the Holders of such Bonds that the deposit required
by clause (2) above has been made with the Trustee and that such Bonds are deemed to have been paid in
accordance with this section and stating the maturity date or redemption date upon which money is to be
available for the payment of the principal and Accreted Value of and redemption premiums, if any, on
such Bonds. B o - -
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Unclaimed Money.

Anything contained in the Trust Agreement to the contrary notwithstanding, any money
held by the Trustee in trust for the payment and discharge of any of the Bonds or interest thereon which
remains unclaimed for two years after the date when such Bonds or interest thereon have become due and
payable, either at their stated maturity dates or by call for redemption prior to maturity, if such money was
held by the Trustee at such date, or for two years after the date of deposit of such money if deposited with
the Trustee after the date when such Bonds have become due and payable, shall at the Written Request of
the County be repaid by the Trustee to the County as its absolute property free from trust, and the Trustee
shall thereupon be released and discharged with respect thereto and the Holders shall not look to the
Trustee for the payment of such Bonds; provided, however, that before being required to make any such
payment to the County, the Trustee may, and at the request of the County shall, at the expense of the
County, cause to be published once a week for two successive weeks in a Financial Newspaper of general
circulation in Los Angeles and in San F rancisco, California and in the same or a similar Financial
Newspaper of general circulation in New York, New York a notice that such money remains unclaimed
and that, after a date named in such notice, which date shall not be less than 30 days after the date of the
first publication of each such notice, the balance of such money then unclaimed will be returned to the
County.

2004 INSURERS PROVISIONS
2004 Insurers Deemed Holders.

The 2004A Insurer will be deemed the Holder of all of the Series 2004 A Bonds and all
of the Series 2004 C Bonds and will be treated as such (1) for purposes of any provisions requiring the
consent or approval of the Holders of the Series 2004 A Bonds and the Series 2004 C Bonds, (2) for
purposes of the provisions of the Trust Agreement governing events of default and remedies (except the
giving of notice of default to the Holders of the Series 2004 A Bonds and the Series 2004 C Bonds), and
(3) with respect to rights of such Holders other than the right to receive payments of principal, purchase
price and interest, and tender and purchase rights under the Trust Agreement, but only for so long as the
2004A Insurer is in compliance with the 2004A Insurance Policy, and if the 2004A Insurer is in default
under the 2004A Insurance Policy, the 2004A Insurer shall not have any rights granted to the 2004A
Insurer under the Trust Agreement. , :

The 2004B Insurer will be deemed the Holder of all of the Series 2004 B Bonds and will
be treated as such (1) for purposes of any provisions requiring the consent or approval of the Holders of
the Series 2004 B Bonds, (2) for purposes of the provisions of the Trust Agreement governing events of
default and remedies (except the giving of notice of default to the Holders of the Series 2004 B Bonds),
and (3) with respect to rights of such Holders other than the right to receive payments of principal,
purchase price and interest, and tender and purchase rights under the Trust Agreement, but only for so
long as the 2004B Insurer is in compliance with the 2004B Insurance: Policy; and if the 2004B Insurer is
in default under the 2004B Insurance Policy, the 2004B Insurer shallinot have any rights granted to the
2004B Insurer under the Trust Agreement.

2004 Insurers Control Rights and Remedies:

For so long as the 2004A Insurer is in compliance with its obligations under the 2004A
Insurance Policy, upon the occurrence and continuance of an event of default, the 2004A Insurer, acting
alone, will be entitled to control and direct the enforcement of all rights and remedies granted to the
Holders of the Series 2004 A Bonds and the Series 2004 C Bonds or the Trustee for the benefit of the
Holders of the Series 2004 A Bonds and the Series 2004 C Bonds under the Trust Agreement, including,
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without limitation, (1) the right to accelerate the principal of the Series 2004 A Bonds and Series 2004 C
Bonds as described in the Trust Agreement; and (2) the right to annul any declaration of acceleration, and
the 2004A Tnsurer shall also be entitled to approve all waivers of events of default. The Trustee shall be
entitled to rely upon a certificate of an authorized officer of the 2004A Insurer to the effect that the 2004A
Insurer is in compliance with its obligations under the 2004A Insurance Policy. ’

: For so long as the 2004B Insurer is in compliance with its obligations under the 2004B
Insurance Policy, upon the occurrence and continuance of an event of default, the 2004B Insurer, acting
alone, will be entitled to control and direct the enforcement of all rights and remedies granted to the
Holders of the Series 2004 B Bonds or the Trustee for the benefit of the Holders of the Series 2004 B
Bonds under the Trust Agreement, including, without limitation, (1) the right to accelerate the principal of
the Series 2004 B Bonds as described in the Trust Agreement; and (2) the right to annul any declaration
of acceleration, and the 2004B Insurer shall also be entitled to approve all waivers of events of default.
The Trustee shall be entitled to rely upon a certificate of an authorized officer of the 2004B Insurer to the
effect that the 2004B Insurer is in compliance with its obligations under the 2004B Insurance Policy. -

Parties In Interest.

The 2004 Insurers shall each be included as a party in interest and as a party entitled to
(a) notify the County, the Trustee, if any, or any applicable receiver of the occurrence of an event of
default and (b) request the Trustee or receiver to intervene in judicial proceedings that affect the Series
2004 A Bonds and the Series 2004 C Bonds, in the case of the 2004A. Insurer, or the Series 2004 B
Bonds, in the case of the 2004B Insurer. The Trustee or receiver shall be required to accept any notice of
default from the 2004 Insurers. ‘ »

Amendments.

The County will not enter into any amendment or modification of the Trust Agreement
that, pursuant to the terms of the Trust Agreement, requires the written consents of the Holders of a
majority in aggregate principal amount and Accreted Value of the Bonds then Outstanding, without the
written consent of each of the 2004 Insurers. '

: The County hereby agrees that it will send to each Rating Agency then rating any of the
Series 2004 Bonds a copy of any amendment to the Trust Agreement at least 15 days before its execution
and delivery by the County. The County hereby agrees that it will send to each of the 2004 Insurers a
copy of any executed amendments to the Trust Agreement or this Second Supplemental Trust Agreement
and any executed Supplemental Trust Agreements reasonably promptly after execution thereof. . '

Notifications and Reports.

The County shall send to each of the 2004 Insurers written notice of the resignation or
removal of the Trustee and the appointment of any successor thereto. . o

The Trustee and the County hereby severally agreé that they will each send written notice
to the 2004 Insurers of event of default known them within 30 days of the Trustee’s or the County’s
respective knowledge thereof.

The County héreby agreeé that it will 'send to the 2004 Insurers the following:

_ 1) ~ Notice of the redemption, other than mandatory sinking fund redemption, or any
defeasance pursuant to the Trust Agreement of any of the Series 2004 Bonds, including the principal
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amount, Accreted Value, maturities, and CUSIP numbers thereof, provided; that notice need only be sent
to the 2004A Insurer if the Series 2004 A Bonds or Series 2004 C Bonds are affected and to the 2004B
Insurer if the Series 2004 B Bonds are affected;

(2)- Notice of the downgrading by any Rating Agency then rating the County’s-
underlying rating on the Series 2004 Bonds to “non-investment grade”;

3) Notice of any material events pursuant to Rule 15¢2-12 under the Securities
Exchange Act of 1934, as amended; and :

4) Such additional information as either of the 2004 Insurers may reasonable
request from time to time.

The County agrees in the Second Supplemental Trust Agreement that it will pay or
reimburse the 2004 Insurers for any and all charges, fees, costs, and expenses that the 2004 Insurers may
reasonably pay or incur in connection with the following: (i) the administration, enforcement, defense, or
preservation of any rights or security under the Trust Agreement; (i) the pursuit of any remedies under
the Trust Agreement; (iii) any amendment, waiver, or other action with respect to or related to the Trust
Agreement whether or not executed or completed; (iv) the violation by the County of any law, rule, or
regulation or any judgment, order or decree applicable to it; (v) any advances or payments made by the
2004 Insurers to cure defaults of the County under the Trust Agreement; or (vi) any litigation or other
dispute in connection with the Trust Agreement or the issuance of the Series 2004 Bonds, other than
amounts resulting from the failure of either of the 2004 Insurers to honor their respective payment
obligations under the 2004A Insurance Policy or the 2004B Insurance Policy, as applicable; provided, that
to the extent that Section 1717 of the California Civil Code governs the payment of litigation expenses,
that section will apply. The 2004 Insurers reserve their respective rights to charge a reasonable fee as a
condition to executing any amendment, waiver, or consent proposed in respect of the Trust Agreement.
The obligations of the County to the 2004 Insurers will survive discharge and termination of the Trust

Agreement.
Defeasance Provisions.

If, in connection with any defeasance pursuant to the Trust Agreement with respect to
any of the Series 2004 Bonds, a forward supply contract is employed in connection with such defeasance,
(1) the opinion of the Independent Certified Public Accountant referenced in the defeasance provisions of
the Trust Agreement (as described above under “DEFEASANCE OF BONDS—Discharge of Bonds”
above) must expressly state that the adequacy of the escrow to accomplish the defeasance relies solely on
the initial escrowed investments and the maturing principal thereof and interest income thereon and does
not assume performance under or compliance with the forward supply contract, and (2) the applicable
escrow agreement must provide that in the event of any discrepancy or difference between the terms of
the forward supply contract and the escrow agreement (or the Trust Agreement, if no separate escrow
agreement is utilized), the terms of the escrow agreement or the Trust Agreement, if applicable, shall be
controlling.

Notwithstanding the Trust Agreement, to defease any of the Series 2004 Bonds pursuant
to the the defeasance provisions of the Trust Agreement (as described above under “DEFEASANCE OF
BONDS—Discharge of Bonds” above), then, in addition to having met the requirements of clauses 0))
and (3) therein, there shall have been deposited with the Trustee either (A) money in an amount which
shall be sufficient or (B) Federal Securities which are not subject to redemption prior to maturity, the
interest on and principal of which when paid will provide money which, together with the money, if any,
deposited with the Trustee at the same time, shall be sufficient, in the opinion of an Independent Certified
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Public Accountant, to pay when due the interest to become due on such Series 2004 Bonds on and prior to
the maturity date or redemption date thereof, as the case may be, and the principal of, Acereted Value,
and redemption premiums, if any, on such Series 2004 Bonds. x : :

Subrogation.

If principal, interest or both due on any Series 2004 A Bonds or the Series 2004 C Bonds
shall be paid by the 2004A Insurer, such Series 2004 A Bonds or the Series 2004 C Bonds, as applicable,
shall remain outstanding under the Trust Agreement for all purposes, and shall not be deemed defeased or
otherwise satisfied, or paid by the County, and all covenants, agreements and other obligations of the
County to the Holders of such Series 2004 A Bonds or the Series 2004 C Bonds, as applicable, shall
continue to exist and shall run to the benefit of the 2004A Insurer, and the 2004A Insurer shall be
subrogated to the rights of such Holders.

If principal, interest or-both due on any Series 2004 B Bonds shall be paid by the 2004B
Insurer, such Series 2004 B Bonds shall remain outstanding under the Trust Agreement for all purposes,
and- shall not be deemed defeased or otherwise satisfied, or paid by the County, and all covenants,
agreements and other obligations of the County to the Holders of such Series 2004 B Bonds shall
continue to exist and shall run to the benefit of the 2004B Insurer, and the 2004B Insurer shall be
subrogated to the rights of such Holders. :

Consent to Acceleration; Determination of Default.

Notwithstanding the Trust Agreement, the Trustee may not declare the principal and
Accreted Value of any of the Series 2004 A Bonds or the Series 2004 C Bonds and the interest accrued
thereon to be due and payable unless the 2004A Insurer so consents, and may not declare the principal of
any of the Series 2004 B Bonds and the interest accrued thereon to be due and payable unless the 2004B
Insurer so consents. '

In determining whether an event of default described under the provisions of the Trust
Agreement regarding default in the payment of interest, principal and Accreted Value, no effect shall be
given to payments made under the 2004A Insurance Policy or the 2004B Insurance Policy, as the case
may be.
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APPENDIX D

FORM OF BOND COUNSEL APPROVING OPINION

June 29, 2004

County of San Diego
1600 Pacific Highway
San Diego, California 92101

Re: County of San Diego Taxable Pension Obligation Bonds,
Series 2004 A, Series 2004 B and Series 2004 C
(Final Opinion)

Ladies and Gentlemen:

- We have acted as bond counsel in connection with the issuance by the County of San Diego (the
“County”) of $454,112,915.70 aggregate principal amount of County of San Diego Taxable Pension
Obligation Bonds, Series 2004 A, Series 2004 B and Series 2004 C (collectively, the “Bonds™), pursuant
to Articles 10 and 11 of Chapter 3 of Division 2 of Title 5 of the California Government Code (the “Act”)
and a Trust Agreement, dated as of February 1, 1994, between the County and U.S. Trust Company of
California, N.A,, as trustee, as amended and supplemented by a First Supplemental Trust Agreement,
dated as of September 1, 2002 (collectively, the “Existing Trust Agreement”), and as further amended and
supplemented by a Second Supplemental Trust Agreement, dated as of June 1, 2004 (the “Supplemental
Trust Agreement” and together with the Existing Trust Agreement, the “Trust Agreement”), between the
County and BNY Western Trust Company, as successor trustee (the “Trustee”).

In such connection, we have reviewed the Trust Agreement, the opinions of counsel to the
Trustee and the County, the report prepared by the County’s Actuary (the “Actuary”) regarding the
valuation of the assets and liabilities of the County Employees’ Retirement Association, certificates of the
County, the Trustee, the Actuary and others and such other documents, matters and opinions to the extent
we deemed necessary to render the opinions set forth herein. '

The opinions expressed herein are based on an analysis of existing laws, regulations, rulings and
court decisions, including the default Jjudgment rendered on December 16, 1993, by the Superior Court of
the County of San Diego in the action entitled County of San Diego v. All Persons, No. 670668, filed
November 10, 1993, 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 any other matters come to our attention after the date hereof. Our engagement with respect to
the Bonds has concluded with their issuance, and we disclaim any obligation to update this letter. 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 validity against, any parties other
than the County. We have not undertaken to verify independently, and have assumed, the accuracy of the
factual matters represented, warranted or certified in the documents referred to in the second paragraph
hereof. We call attention to the fact that the rights and obligations under the Bonds and the Trust
Agreement may be subject to bankruptcy, insolvency, reorganization, arrangement, fraudulent
conveyance, moratorium and other laws relating to or affecting creditors’ rights, to the application of

D-1



equitable principles, to the exercise of judicial discretion’in appropriate cases and to the limitations on
legal remedies against counties in the State of California. We express no opinion with respect to any
indemnification, contribution, choice: of law, choice of forum or waiver provisions contained in the
foregoing documents. Finally, we undertake no responsibility for the accuracy, completeness or fairness
of the Official Statement or other offering material relating to the Bonds and express no opinion with

respect thereto.

Based on and subject to the foregoing, and >in:ré‘liance thereon, as of the date hereof, we are of the
following opinions:

1. The Bonds constitute valid and binding obligations of the County. o o

2. The Supplemental Trust Agreement has been duly executed and deliVered“by, and
constitutes a valid and binding obligation of, the County.

3. The Bonds do not constitute an obligation of the County for which the County is

obligated to levy or pledge any form of taxation or for which the County has levied or pledged any form
of taxation, and neither the Bonds nor the obligation of the County to make payment of the interest on or
the principal of the Bonds constitutes an indebtedness of the County or the State, or any of its political
subdivisions, in contravention of any constitutional or statutory debt limitation or restriction.

4. Interest on the Bonds is not excludable from gross income for federal income tax
purposes and is exempt from State of California personal income taxes. We express no opinion regarding
other tax consequences related to the ownership or disposition of, or the accrual or receipt of interest on,
the Bonds. ‘

Faithfully yours,

ORRICK, HERRINGTON & SUTCLIFFE LLP
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APPENDIX E

BOOK-ENTRY SYSTEM AND
GLOBAL CLEARANCE PROCEDURES

THE INFORMATION IN THIS APPENDIX E CONCERNING THE DEPOSITORY TRUST
COMPANY, NEW YORK, NEW YORK AND ITS BOOK-ENTRY SYSTEM HAS BEEN OBTAINED
FROM. SOURCES THAT THE COUNTY AND THE UNDERWRITERS BELIEVE TO BE
RELIABLE, BUT THE COUNTY AND THE UNDERWRITERS TAKE NO RESPONSIBILITY FOR
THE ACCURACY THEREOF. ‘ : : » o

BOOK-ENTRY ONLY SYSTEM

The Depository Trust Company, New York, New York (“DTC”), will act as securities depository

- for the Series 2004 Bonds. The Series 2004 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 bond certificate will be issued for each maturity of

the Series 2004 Bonds, each in the aggregate principal amount of such maturity, and will be deposited
with DTC. : : ;

DTC 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 2 million issues of
U.S. and non-U.S. equity issues, corporate and municipal debt issues, and money market instruments
from over 85 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, credit providers, trust
companies, clearing corporations, and certain other organizations. DTC is a wholly-owned subsidiary of
The Depository Trust & Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of Direct
Participants of DTC and Members of the National Securities Clearing Corporation, Government
Securities . Clearing Corporation, MBS Clearing Corporation, and Emerging Markets Clearing
Corporation, (“NSCC,” “GSCC,” “MBSCC” and “EMCC,” also subsidiaries of DTCC), as well as by the
New York Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of
Securities Dealers, Inc. Access to the DTC system is also available to others such as both.U.S. and non-
U.S. securities brokers and dealers, credit providers, trust companies, and clearing corporations that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly
(“Indirect Participants™). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules applicable to
its Participants are on file with the Securities and Exchange Commission. More information about DTC
can be found at www.dtcc.com. -

Purchases of Series 2004 Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Series 2004 Bonds on DTC’s records. The ownership
interest of each actual purchaser of each Series 2004 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 confirmation
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
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ownership interests in the Series 2004 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 2004 Bonds, except in the event that use of
the book-entry system for the Series 2004 Bonds'is discontinued. : ‘

To facilitate subsequent transfers, all Series 2004 Bonds deposited by Direct Participants with
DTC are registered in the name of DTC’s partnership nominee, Cede & Co., or such othér name as may °
be requested by an authorized representative of DTC. The deposit of Series 2004 Bonds with DTC and
their registration in the name of Cede & Co. or such other DTC nominee do not effect any change in
beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Series 2004 Bonds:
DTC records reflect only the identity of the Direct Participants to whose accounts such Series 2004 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. The County will not have any responsibility or
obligation to such Direct Participants and Indirect Participants or the persons for whom they act as
nominees with respect to the Series 2004 Bonds. Beneficial Owners of Series 2004 Bonds may wish to
take certain steps to augment the transmission to them of notices of significant events with respect to the
Series 2004 Bonds, such as redemptions, tenders, defaults, and proposed amendments to the bond
documents. Beneficial Owners may wish to provide their names and addresses to the registrar and request
that copies of notices be provided directly to them. '

Redemption notices will be sent to DTC. If less than all of the Series 2004 Bonds within 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. ' ‘ ' :

A Beneficial Owner will give notice to elect to have its Series 2004 Bonds purchased or tendered,
through its Participant, to the Tender Agent, and will effect delivery of such Series 2004 Bonds by
causing the Direct Participant to transfer the Participant’s interest in the Series 2004 Bonds, on DTC’s
records, to the Tender Agent. The requirement for physical delivery of Series 2004 Bonds in connection
with an optional tender or a mandatory purchase will be deemed satisfied when the ownership rights in
the Series 2004 Bonds are transferred by Direct Participants on DTC’s records and followed by a book-
entry credit of tendered Series 2004 Bonds to the Tender Agent’s DTC account. v

» Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to

the Series 2004 Bonds unless authorized by a Direct Participant in accordance with DTC’s Procedures.
Under its usual procedures, DTC mails an Omnibus Proxy to the Trustee 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 2004 Bonds are credited on the record date (identified in a
listing attached to the Omnibus Proxy). o s

Principal and interest payments on the Series 2004 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
Trustee, on payable dates 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
“strect name,” and will be the responsibility of such Participant and not of DTC nor its nominee, or the
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Trustee, subject to any statutory, or regulatory requirements as may be in effect from time to time.
Payment of principal and interest 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.

THE COUNTY AND THE TRUSTEE CANNOT AND DO NOT GIVE ANY ASSURANCES
THAT DTC, DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS OF DTC WILL
DISTRIBUTE TO THE BENEFICIAL OWNERS OF THE SERIES 2004 BONDS (I) PAYMENTS OF
PRINCIPAL OF AND INTEREST ON THE SERIES 2004 BONDS (I) CONFIRMATIONS OF THEIR
OWNERSHIP INTERESTS IN THE SERIES 2004 BONDS OR (II1) OTHER NOTICES SENT TO DTC
OR CEDE & CO., ITS PARTNERSHIP NOMINEE, AS THE REGISTERED OWNER OF THE
SERIES 2004 BONDS, OR THAT THEY WILL DO SO ON A TIMELY BASIS, OR THAT DTC,
DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS WILL SERVE AND ACT IN THE
MANNER DESCRIBED IN THIS OFFICIAL STATEMENT.

. NEITHER THE COUNTY NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATIONS TO DTC, THE DIRECT PARTICIPANTS, THE INDIRECT PARTICIPANTS OF
- DTC OR THE BENEFICIAL OWNERS WITH RESPECT TO (1) THE ACCURACY OF ANY
RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANTS OR INDIRECT
PARTICIPANTS OF DTC; (2) THE PAYMENT BY DTC OR ANY DIRECT PARTICIPANTS OR
INDIRECT PARTICIPANTS OF DTC OF ANY AMOUNT DUE TO ANY BENEFICIAL OWNER IN
RESPECT OF THE PRINCIPAL AMOUNT OF OR INTEREST ON SERIES 2004 BONDS; (3) THE
- DELIVERY BY DTC OR ANY DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS OF DTC
OF ANY NOTICE TO ANY BENEFICIAL OWNER THAT IS REQUIRED OR PERMITTED TO BE
GIVEN TO OWNERS UNDER THE TERMS OF THE INDENTURE; OR (4) ANY CONSENT GIVEN
OR OTHER ACTION TAKEN BY DTC AS OWNER OF THE SERIES 2004 BONDS.

GLOBAL CLEARANCE PROCEDURES

The information that follows is based solely on information provided by the Euroclear Operator.
No representation is made as to the completeness or the accuracy of such information or as to the absence
of material adverse changes in such information subsequent to the date hereof.
Clearstream International and Clearstream

Clearstream International is the product of the merger of Deutsche Borse and Cedel International,
the. European international clearing depository founded in 1970, and a number of its. subsidiaries
including Cedelbank. Clearstream International is registered in Luxembourg and has two subsidiaries:
Clearstream Banking and Clearstream Services. Clearstream Banking (“Clearstream”) contains the core
clearing and settlement business and consists of Clearstream Banking Luxembourg, Clearstream Banking
Frankfurt and six regional offices in Dubai, Hong Kong, London, New York, Sio Paulo and Tokyo.
Clearstream holds securities for Its participating organizations (“Clearstream Participants”) and facilitates
the clearance and settlement of securities transactions between Clearstream Participants through
electronic book-entry changes in accounts of Clearstream Participants, thereby eliminating the need for
physical movement of certificates. As a professional depository, Clearstream is subject to regulation by
the Luxembourg Monetary Institute. Indirect access to Clearstream is also available to others, such as
banks, brokers, dealers and trust companies that clear through or maintain a custodial relationship with a
Clearstream Participant, either directly or indirectly.
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Euroclear System

- The Euroclear System (“Euroclear”) was created in 1968 to hold securities for its participants and
to clear and settle transactions between its participants through simultaneous electronic book-entry
delivery against payment, thereby eliminating the need for physical movement of certificates and any risk
from lack of simultaneous transfers of securities and cash. The Euroclear System is owned Euroclear plc
and operated through a license agreement by Euroclear Bank S.A./N.V., a bank incorporated under the

laws of the Kin_gdom of Belgium (the “Euroclear Operator”).

The Euroclear Operator holds securities and book-entry interests in securities for participating
organizations and facilitates the clearance and settlement of securities transactions between Euroclear
Participants, and between Euroclear Participants and Participants of certain other securities intermediaries
through electronic book-entry changes in accounts of such Participants or other securities intermediaries.
‘The Euroclear Operator provides Euroclear Participants, among other things, with safekeeping,

administration, clearance and settlement, securities lending and borrowing, and related services.

Non-Participants of Euroclear may hold and transfer book-entry interests in the Securities through
accounts with a direct Participant of Euroclear or any other securities intermediary that holds a book-entry
interest in the Securities through one or more securities intermediaries standing between such other

securities intermediary and the Euroclear Operator -

. The Euroclear Operator is regulated and examined by/ the Belgian Banking and Finance
C_ommission and the National Bank of Belgium. =~

7 ‘Securities clearance accounts and cash accounts with the Euroclear Operator are governed by the
Terms and Conditions Governing Use of Euroclear and the telated Operating Procedures of the Euroclear
System, and applicable Belgian law (collectively, the “Terms and Conditions™). The Terms and
Conditions govern transfers of securities and cash within Euroclear, withdrawals of securities and cash
from Euroclear, and receipts of payments with respect to securities in Euroclear. All securities in
Euroclear are held on a fungible basis without attribution of specific certificates to specific securities
clearance accounts. The Euroclear Operator acts under the Terms and Conditions only on behalf of
Euroclear participants and has no record of or relationship with Persons holding through Euroclear
participants. ' ' -

Distribution of the Series 2004 Bonds through Clearstream or Euroclear

Distributions with respect to the Series 2004 Bonds held through Clearstream or Euroclear are to
be credited to the cash accounts of Clearstream Participants or Euroclear Participants, as applicable, in
accordance with the relevant system’s rules and procedures, to the extent received by its Depository (as
defined below). Such distributions will be subject to tax reporting in accordance with relevant United
States tax laws arid regulations. Clearstream or the Euroclear Operator, as the case may be, will take any
other action permitted to be taken by an Owner of the Series 2004 Bonds under the Indenture on behalf of
a Clearstream Participant or Euroclear Participant only in accordance with the relevant rules and
procedures and subject to the relevant Depositary’s ability to effect such actions on its behalf through
DTC. Owners of the Series 2004 Bonds may hold their Series 2004 Bonds through DTC (in the United
States) or Clearstream or Euroclear (in Europe) if they are participants of such systems, or indirectly
through organizations which are participants in such systems. ' I ' '

The Series 2004 Bonds will initially be registered in the name of Cede & Co., the nominee of

DTC. Clearstream and Euroclear may hold omnibus positions on behalf of their participants through
customers’ securities accounts in Clearstream’s and Euroclear’s names on the books of their respective
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depositaries which in turn are to hold such positions in customers’ securities accounts in the depositaries’
names on the books of DTC. Citibank, N.A. acts as depositary for Clearstream and the Euroclear Operator
acts as depositary for Euroclear (in such capacities, individually, the “Depositary” and, collectively, the
“Depositaries™). _ : .

Transfers of the Series 2004 Bonds between DTC Participants are to occur in accordance with
DTC Rules. Transfers between Clearstream Participants and Euroclear Participants are to occur in
accordance with their respective rules and operating procedures. Because of time-zone differences, credits
of securities received in Clearstream or Euroclear as a result of a transaction with a Participant may be
made during subsequent securities settlement processing and dated the business day following the DTC
settlement date. Such credits or any transactions in such securities settled during such processing would
be reported to the relevant Euroclear or Clearstream Participants on such business day. Cash received in
Clearstream or Euroclear as a result of sales of securities by or through a Clearstream Participant or
Euroclear Participant to a Participant are to be received with value on the DTC settlement date but will be
available in the relevant Clearstream or Euroclear cash account only as of the business day following
settlements in DTC. p

Cross-market transfers between persons holding directly or indirectly through DTC, on the one
hand, and directly or indirectly through Clearstream Participants or Euroclear Participants, on the other,
are to be effected in DTC in accordance with DTC Rules on behalf of the relevant European international
clearing system by its Depositary; however, such cross-market transactions require delivery of
instructions to the relevant European international clearing system by the counterparty in such system in
accordance with its rules and procedures and within its established deadlines (European time). The
relevant European international clearing system if the transaction meets its settlement requirements, is to
deliver instructions to its Depositary to take action to effect final settlement on its behalf by delivering or
receiving securities in DTC, and making or receiving payment in accordance with normal procedures for
same-day funds settlement applicable to DTC. Clearstream Participants and Euroclear Participants may
not deliver instructions to the Depositaries.

THE COUNTY AND THE TRUSTEE CANNOT AND DO NOT GIVE ANY ASSURANCES
THAT DTC, DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS OF DTC, CLEARSTREAM,
CLEARSTREAM PARTICIPANTS, EUROCLEAR OR EUROCLEAR PARTICIPANTS WILL

DISTRIBUTE TO THE BENEFICIAL OWNERS OF THE SERIES 2004 BONDS (I) PAYMENTS OF
PRINCIPAL OF (OR, IN THE CASE OF THE SERIES 2004 CAPITAL APPRECIATION BONDS,
THE ACCRETED VALUE) OR INTEREST ON THE SERIES 2004 BONDS (I) CONFIRMATIONS
OF THEIR OWNERSHIP INTERESTS IN THE SERIES 2004 BONDS OR (IIl) OTHER NOTICES
SENT TO DTC OR CEDE & CO., ITS PARTNERSHIP NOMINEE, AS THE REGISTERED OWNER
OF THE SERIES 2004 BONDS, OR THAT THEY WILL DO SO ON A TIMELY BASIS, OR THAT
DTC, DIRECT PARTICIPANTS OR INDIRECT PARTICIPANTS, CLEARSTREAM,
CLEARSTREAM PARTICIPANTS, EUROCLEAR OR EUROCLEAR PARTICIPANTS WILL SERVE
AND ACT IN THE MANNER DESCRIBED IN THIS OFFICIAL STATEMENT.

NEITHER THE COUNTY NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATIONS TO DTC, THE DIRECT PARTICIPANTS, THE INDIRECT PARTICIPANTS OF
DTC, CLEARSTREAM, CLEARSTREAM PARTICIPANTS, EUROCLEAR, EUROCLEAR
PARTICIPANTS OR THE BENEFICIAL OWNERS WITH RESPECT TO (1) THE ACCURACY OF
ANY RECORDS MAINTAINED BY DTC OR ANY DIRECT PARTICIPANTS OR INDIRECT
PARTICIPANTS OF DTC, CLEARSTREAM, CLEARSTREAM PARTICIPANTS, EUROCLEAR OR
EUROCLEAR PARTICIPANTS; (2) THE PAYMENT BY DTC OR ANY DIRECT PARTICIPANTS
OR INDIRECT PARTICIPANTS OF DTC, CLEARSTREAM, CLEARSTREAM PARTICIPANTS,
EUROCLEAR OR EUROCLEAR PARTICIPANTS OF ANY AMOUNT DUE TO ANY BENEFICIAL

E-5



OWNER IN RESPECT OF THE PRINCIPAL AMOUNT OF OR INTEREST ON SERIES 2004
BONDS; (3) THE DELIVERY BY DTC OR ANY DIRECT PARTICIPANTS OR INDIRECT
PARTICIPANTS OF DTC, CLEARSTREAM, CLEARSTREAM PARTICIPANTS, EUROCLEAR OR
EUROCLEAR PARTICIPANTS OF ANY NOTICE TO ANY BENEFICIAL OWNER THAT IS
REQUIRED OR PERMITTED TO BE GIVEN TO OWNERS UNDER THE TERMS OF THE
INDENTURE; OR (4) ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC AS OWNER
OF THE SERIES 2004 BONDS. ' :
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APPENDIX F
AUCTION AND SETTLEMENT PROCEDURES

Section 1. Definitions. Capitalized terms used herein and not otherwise defined
have the meanings given such terms in the Appendix C of this Official Statement.

“Authorized Broker-Dealer” shall mean the following Broker-Dealer(s): means,
collectively, Citigroup Global Markets Inc., E.J. De La Rosa & Co., and UBS Financial Services Inc..

"Existing Owner" shall mean, with respect to any Auction, a Person who is listed as the
Beneficial Owner of the Auction Rate Securities in the Existing Owner Registry at the close of business
on the Business Day immediately preceding such Auction.

“Existing Owner Registry” shall mean the register maintained by the Auction Agent
pursuant to the Auction Agent Agreement.

"Potential Owner" shall mean any Person, including an Existing Owner, who shall have
executed (and not withdrawn or terminated) an Order and who may be interested in acquiring Auction
Rate Securities (or, in the case of an Existing Owner, an additional principal amount of Auction Rate
Securities). '

Section 2. Auction Procedures. So long as the ownership of the Auction Rate
Securities is maintained in book-entry form by the Securities Depository, an Existing Owner may sell,
transfer or otherwise dispose of Auction Rate Securities only pursuant to a Bid or Sell Order placed in an
Auction or through the Authorized Broker-Dealer, provided that, in the case of all transfers other than
pursuant to Auctions of the Auction Rate Securities, such Existing Owner, its Authorized Broker-Dealer
or its Participant advises the Auction Agent of such transfer. Subject to the provisions of the Second
Supplemental Trust Agreement, Auctions of the Auction Rate Securities shall be conducted on each
Auction Date, if there is an Auction Agent on such Auction Date, in the following manner:

(@ ) Prior to 1:00 p.m., New York City time (the “Submission Deadline) on
each Auction Date relating to Auction Rate Securities;

A) each Existing Owner of Auction Rate Securities may submit to the
Authorized Broker-Dealer by telephone or otherwise any information as to:

) the principal amount of outstanding Auction Rate Securities, if
any, held by such Existing Owner which such Existing Owner desires to continue to hold
without regard to the Auction Rate for the next succeeding Auction Interest Period;

an the principal amount of outstanding Auction Rate Securities, if
any, which such Existing Owner offers to sell if the Auction Rate for the next succeeding
Auction Interest Period shall be less than the rate per annum specified by such Existing
Owner; and/or

(IIl)  the principal amount of outstanding Auction Rate Securities, if
any, held by such Existing Owner which such Existing Owner offers to sell without
regard to the Auction Rate for the next succeeding Auction Interest Period; and

3B) the Authorized Broker-Dealer may contact Potential Owners to
determine the principal amount of Auction Rate Securities which each Potential Owner offers to
purchase, if the Auction Rate for the next succeeding Auction Interest Period shall not be less
than the rate per annum specified by such Potential Owner.



The statement of an Existing Owner or a Potential Owner referred to in (A) or (B) of this
paragraph (i) is hereinafter referred to as an “Order,” and each Existing Owner and each Potential Owner
placing an Order is hereinafter referred to as a “Bidder”; an Order described in clause (A)(I) is hereinafter
referred to as a “Hold Order”; an Order described in clause (A)(I) or (B) is hereinafter referred to as a

“Bid”; and an Order described in clause (A)(III) is hereinafter referred to as a “Sell Order.” ‘

G) @A) Subject to the provisions of Section 2(b) hereof, a Bid by an Existing
Owner shall constitute an irrevocable offer to sell (in each case for settlement in same day funds
on the next Interest Payment Date therefor at a price equal to 100% of the principal amount
thereof):

@ the principal amount of outstanding Auction Rate Securities
specified in such Bid if the Auction Rate determined as provided herein shall be less than
the rate specified in such Bid; or '

, 1y) such principal amount or a lesser principal amount -of
outstanding Auction Rate Securities to be determined as set forth in Section 2(d)(i)(D), if
the Auction Rate determined as provided herein shall be equal to the rate specified in
such Bid; or

(II) such principal amount or a lesser principal amount of
outstanding Auction Rate Securities to be determined as set forth in Section 2(d)(i)(C) if
the rate specified therein shall be higher than the Maximum Auction Rate and Sufficient
Clearing Bids have not been made.

B) Subject to the provisions of Section 2(b) hereof, a Sell Order by an
Existing Owner shall constitute an irrevocable offer to sell (in each case for settlement in same
day funds on the next Interest Payment Date therefor at a price equal to 100% of the principal
amount thereof):

() the principal amount of outstanding Auction Rate Securitics
specified in such Sell Order if Sufficient Clearing Bids exist; or

an such principal amount or a lesser principal amount of
outstanding Auction Rate Securities set forth in Section 2(d)(i)(C), if Sufficient Clearing
Bids have not been made.

© Subject to the provisions of Section 2(b) hereof, a Bid by a Potential
Owner shall constitute an irrevocable offer to purchase (in each case for settlement in same day
funds on the next Interest Payment Date therefor at a price equal to 100% of the principal amount
thereof):

O the principal amount of outstanding Auction Rate Securities
specified in such Bid if the Auction Rate determined as provided herein shall be higher
than the rate specified in such Bid; or

an such principal amount or -a lesser principal amount of
outstanding Auction Rate Securities set forth in Section 2(d)(i)(E), if the Auction Rate
determined as provided herein shall be equal to the rate specified in such Bid.

(b) (i) The Authorized Broker-Dealer shall submit in writing to the Auction
Agent prior to the Submission Deadline on each Auction Date relating to the Auction Rate Securities, all
Orders obtained by such Authorized Broker-Dealer and shall specify with respect to each such Order:

(A)  the name of the Bidder placing such Order;
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B) the aggregate principal amount of Auction Rate Securities that are the
subject of such Order;

© to the extent that such Bidder is an Existing Owner:

{)) the principal amount of Auction Rate Securities, if any, subject
to any Hold Order placed by such Existing Owner;

an the principal amount of Auction Rate Securities, if any, subject
to any Bid placed by such Existing Owner and the rate specified in such Bid; and

(Ill)  the principal amount of Auction Rate Securities, if any, subject
to any Sell Order placed by such Existing Owner; and

(D) to the extent such Bidder is a Potential Owner, the rate specified in such
Potential Owner’s Bid.

(i)  If any rate specified in any Bid contains more than three figures to the right of the
decimal point, the Auction Agent shall round such rate up to the next higher one thousandth (.001) of 1%.

(iii) If an Order or Orders covering all outstanding Auction Rate Securities held by an
Existing Owner is not submitted to the Auction Agent prior to the Submission Deadline, the Auction
Agent shall deem a Hold Order to have been submitted on behalf of such Existing Owner covering the
principal amount of outstanding Auction Rate Securities held by such Existing Owner and not subject to
an Order submitted to the Auction Agent.

(iv)  Neither the County, the Trustee nor the Auction Agent shall be responsible for
any failure of a Broker-Dealer to submit an Order to the Auction Agent on behalf of any Existing Owner
or Potential Owner, nor shall any such party be responsible for failure by any Securities Depository to
effect any transfer or to provide the Auction Agent with current information regarding registration of
transfers. '

(v) If any Existing Owner submits through the Authorized Broker-Dealer to the
Auction Agent one or more Orders covering in the aggregate more than the principal amount of
outstanding Auction Rate Securities held by such Existing Owner, such Orders shall be considered valid
as follows and in the following order of priority: :

A All Hold Orders shall be considered valid, but only up to and including
in the aggregate the principal amount of outstanding Auction Rate Securities held by such
Existing Owner, and if the aggregate principal amount of Auction Rate Securities subject to such
Hold Orders exceeds the aggregate principal amount of Auction Rate Securities held by such
Existing Owner, the aggregate principal amount of Auction Rate Securities subject to each such
Hold Order shall be reduced so that the aggregate principal amount of Auction Rate Securities
subject to such Hold Orders equals the aggregate principal amount of outstanding Auction Rate
Securities held by such Existing Owner.

B) D any Bid shall be considered valid up to and including the excess
of the principal amount of outstanding Auction Rate Securities held by such Existing
Owner over the aggregate principal amount of Auction Rate Securities subject to any
Hold Order referred to in subsection (v)(A) above;

I subject to subsection (v)B)(I) above, if more than one Bid with
the same rate is submitted on behalf of such Existing Owner and the aggregate principal
amount of outstanding Auction Rate Securities subject to such Bids is greater than such



excess, such Bids shall be considered valid up to and including the amount of such
excess; ‘

(Il)  subject to subsections (V)(BXD and (v)(B)ID) above, if more
than one Bid with different rates is submitted on behalf of such Existing Owner, such
Bids shall be considered valid first in the ascending order of their respective rates until
the highest rate is reached at which such excess exists and then at such rate up to and
including the amount of such excess; and

(IV) in any such event, the amount of outstanding Auction Rate
Securities, if any, subject to Bids not valid under this subsection (B) shall be treated as
the subject of a Bid by a Potential Owner at the rate therein specified; and

(&) All Sell Orders shall be considered valid up to and including the excess
of the principal amount of outstanding Auction Rate Securities held by such Existing Owner over
the aggregate principal amount of Auction Rate Securities subject to Hold Orders referred to in
subsection (v)(A) and valid Bids referred to in subsection (v)(B).

(vi) If more than one Bid for Auction Rate Securities is submitted on behalf of any
Potential Owner, each Bid submitted shall be a separate Bid with the rate and principal amount therein
specified. '

(vii) Any Bid or Sell Order submitted by an Existing Owner covering an aggregate
principal amount of Auction Rate Securities not equal to an Authorized Denomination shall be rejected
and shall be deemed a Hold Order. Any Bid submitted by a Potential Owner covering an aggregate
principal amount of Auction Rate Securities not equal to an Authorized Denomination shall be rejected.

(viii) Any Bid specifying a rate higher than the Maximum Auction Rate will be treated
" as a Sell Order if submitted by an Existing Owner and will not be accepted if submitted by a Potential
Owner. Any Bid submitted by an Existing Owner or on behalf of a Potential Owner specifying a rate
lower than the All-Hold Rate shall be treated as a Bid specifying the All-Hold Rate, and each such Bid
shall be considered as valid and shall be selected in the ascending order of their respective rates contained
in the Submitted Bids. ‘ ’ :

(ix) Any Order submitted in an Auction by the Authorized Broker-Dealer to the
Auction Agent prior to the Submission Deadline on any Auction Date shall be irrevocable.

_ (c) 6)) Not earlier than the Submission Deadline on each Auction Date, the
Auction Agent shall assemble all valid Orders submitted or deemed submitted to it by the Authorized
Broker-Dealer (each such Order as submitted or deemed submitted by the Authorized Broker-Dealer
being hereinafter referred to individually as a “Submitted Hold Order,” a “Submitted Bid” or a
“Submitted Sell Order,” as the case may be, or as a “Submitted Order” and collectively as “Submitted
Hold Orders,” “Submitted Bids” or “Qubmitted Sell Orders,” as the case may be, or as “Submitted
Orders”) and shall determine:

(A)  the excess of the total principal amount of outstanding Auction Rate
Securities over the sum of the aggregate principal amount of outstanding Auction Rate Securities
subject to Submitted Hold Orders (such excess being hereinafter referred to as the “Available
Auction Rate Securities”), and :

(B) . fromthe Submitted Orders whether:

- o the aggregate principal amount of ‘outstanding Auction Rate
Securities subject to Submitted Bids by Potential Owners specifying one or more rates
equal to or lower than the Maximum Auction Rate exceeds or is equal to the sum of:
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{an the aggregate principal amount of outstanding Auction Rate
Securities subject to Submitted Bids by Existing Owners specifying one or more rates
higher than the Maximum Auction Rate, and’ ‘

()  the aggregate principal amount of outstanding Auction Rate
Securities subject to Submitted Sell Orders

(in the event such excess or such equality exists, other than because all of the outstanding Auction
Rate Securities are subject to Submitted Hold Orders, such Submitted Bid described in subclause
(I) above shall be referred to collectively as “Sufficient Clearing Bids™); and

© if Sufficient Clearing Bids exist, the lowest rate specified in such
Submitted Bids (the “Winning Bid Rate”) such that if:

@ (aa) each such Submitted Bid from Existing Owners specifying
such lowest rate and (bb) all other Submitted Bids from Existing Owners specifying
lower rates were rejected, thus entitling such Existing Owners to continue to hold the
principal amount of Auction Rate Securities subject to such Submitted Bids, and

1)) (aa) each such Submitted Bid from Potential Owners specifying
such lowest rate and (bb) all other Submitted Bids from Potential Owners specifying
lower rates were accepted, :

the result would be that such Existing Owners described in subsection (C)(@) above would
continue to hold an aggregate principal amount of outstanding Auction Rate Securities which,
when added to the aggregate principal amount of outstanding Auction Rate Securities to be
purchased by such Potential Owners described in subsection (O)(1) above, would equal not less
than the Available Auction Rate Securities.

(i) Promptly after the Auction Agent has made the determinations pursuant to
Section 2(c)(i) hereof, the Auction Agent shall advise the County and the Trustee of the Maximum
Auction Rate and the All-Hold Rate and the components thereof on the Auction Date and, based on such
determinations, the Auction Rate for the next succeeding Auction Interest Period as follows:

(A) if Sufficient Clearing Bids exist, that the Auction Rate for the next
succeeding Auction Interest Period shall be equal to the Winning Bid Rate so determined;

(B) if Sufficient Clearing Bids do not exist (other than because all of the
outstanding Auction Rate Securities are subject to Submitted Hold Orders), that the Auction Rate
for the next succeeding Auction Interest Period shall be equal to the Maximum Auction Rate; or

© if all outstanding Auction Rate Securities are subject to Submitted Hold
Orders, that the Auction Rate for the next succeeding Auction Interest Period shall be equal to the
All-Hold Rate.

(@ Existing Owners shall continue to hold the principal amount of Auction Rate
Securities that are subject to Submitted Hold Orders, and, based on the determinations made pursuant to
Section 2(c)(i) hereof, Submitted Bids and Submitted Sell Orders shall be accepted or rejected and the
Auction Agent shall take such other action as set forth below:

(i)  if Sufficient Clearing Bids have been made, all Submitted Sell Orders shall be
accepted and, subject to the provisions of Sections 2(d)(iv) and 2(d)(v), Submitted Bids shall be
accepted or rejected as follows in the following order of priority and all other Submitted Bids
shall be rejected:



: A) Existing Owners’ Submitted Bids specifying any rate that is higher than
the Winning Bid Rate shall be accepted, thus requiring each such Existing Owner to sell the
aggregate principal amount of Auction Rate Securities subject to such Submitted Bids;

(B) Existing Owners’ Submitted Bids specifying any rate that is lower than

the Winning Bid Rate shall be rejected, thus entitling each such Existing Owner to continue to
hold the aggregate principal amount of Auction Rate Securities subject to such Submitted Bids;

© Potential Owners’ Submitted Bids specifying any rate that is lower than
the Winning Bid Rate shall be accepted;

. (D) each Existing Owners’ Submitted Bid specifying a rate that is equal to
the Winning Bid Rate shall be rejected, thus entitling such Existing Owner to continue to hold the
aggregate principal amount of Auction Rate Securities subject to such Submitted Bid, unless the
aggregate principal amount of outstanding Auction Rate Securities subject to all such Submitted
Bids shall be greater than the principal amount of Auction Rate Securities (the “remaining
principal amount”) equal to the excess of the Available Auction Rate Securities over the -
aggregate principal amount of Auction Rate Securities subject to Submitted Bids described in
subsections (B) and (C) of this Section 2(d)(i), in which event such Submitted Bid of such
Existing Owner shall be rejected in part, and such Existing Owner shall be entitled to continue to
hold the principal amount of Auction Rate Securities subject to such Submitted Bid, but only in
an amount equal to the aggregate principal amount of Auction Rate Securities obtained by
multiplying the remaining principal amount by a fraction, the numerator of which shall be the
principal amount of outstanding Auction Rate Securities held by such Existing Owner subject to
such Submitted Bid and the denominator of which shall be the sum of the principal amount of
outstanding Auction Rate Securities subject to such Submitted Bids made by all such Existing
Owners that specified a rate equal to the Winning Bid Rate; and '

(E) Each Potential Owner’s Submitted Bid specifying a rate that is equal to
the Winning Bid Rate shall be accepted, but only in an amount equal to the principal amount of
Auction Rate Securities obtained by multiplying the excess of the aggregate principal amount of
Available Auction Rate Securities over the aggregate principal amount of Auction Rate Securities
subject to Submitted Bids described in subsections (B), (C) and (D) of this Section 2(d)@) by a
fraction the numerator of which shall be the aggregate principal amount of outstanding Auction
Rate Securities subject to such Submitted Bid and the denominator of which shall be the sum of
the principal amount of outstanding Auction Rate Securities subject to Submitted Bids made by
all such Potential Owners that specified a rate equal to the Winning Bid Rate.

(i) If Sufficient Clearing Bids have not been made (other than because all of the
outstanding Auction Rate Securities are subject to submitted Hold Orders), subject to the
provisions of Section 2(d)(iv), Submitted Orders shall be accepted or rejected as follows in the
following order of priority and all other Submitted Bids shall be rejected: ;

A) Existing Owners’ Submitted Bids specifying any rate that is equal to or
lower than the Maximum Auction Rate shall be rejected, thus entitling. such Existing Owners to
continue to hold the aggregate principal amount of Auction Rate Securities subject to such
Submitted Bids; : : :

. ~ (B)  Potential Owners’ Submitted Bids specifying any rate that is equal to or
" lower than the Maximum Auction Rate shall be accepted, and specifying any rate that is higher
than the Maximum Auction Rate shall be rejected; and »

© each Existing Owner’s Submitted Bid specifying any rate that is higher
‘than the Maximum Auction Rate and the Submitted Sell Order of each Existing Owner shall be
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accepted, thus entitling each Existing Owner that submitted any such Submitted Bid or Submitted
Sell Order to sell the Auction Rate Securities subject to such Submitted Bid or Submitted Sell
Order, but in both cases only in an amount equal to the aggregate principal amount of Auction
Rate Securities obtained by multiplying the aggregate principal amount of Auction Rate
Securities subject to Submitted Bids described in subsection (B) of this Section 2(d)(ii) by a

~ fraction the numerator of which shall be the aggregate principal amount of outstanding Auction
Rate Securities held by such Existing Owner subject to such Submitted Bid or Submitted Sell
Order and the denominator of which shall be the aggregate principal amount of outstanding
Auction Rate Securities subject to all such Submitted Bids and Submitted Sell Orders.

(iii) If all outstanding Auction Rate Securities are subject to Submitted Hold Orders,
all Submitted Bids shall be rejected.

(iv) If, as a result of the procedures described in Section 2(d)(@) -or 2(d)(ii), any
Existing Owner would be entitled or required to sell, or any Potential Owner would be entitled or
required to purchase, a principal amount of Auction Rate Securities that is not equal to an
Authorized Denomination the Auction Agent shall, in such manner as in its sole discretion it shall
determine, round up or down the principal amount of Auction Rate Securities to be purchased or
sold by any Existing Owner or Potential Owner so that the principal amount of Auction Rate
Securities purchased or sold by each Existing Owner or Potential Owner shall be equal to an
Authorized Denomination.

(v)  If, as a result of the procedures described in Section 2(d)(ii), any Potential Owner

would be entitled or required to purchase less than an Authorized Denomination of Auction Rate

- Securities, the Auction Agent shall, in such manner as in its sole discretion it shall determine,

allocate Auction Rate Securities for purchase among Potential Owners so that only Auction Rate

Securities in Authorized Denominations are purchased by any Potential Owner, even if such

allocation results in one or more of such Potential Owners not purchasing any Auction Rate
Securities. ‘

(vi) the County, Trustee and Auction Agent shall have no liability in the event that
there are not Sufficient Clearing Bids from time to time pursuant to the Auction Procedures.

©) Based on the result of each Auction, the Auction Agent shall determine the
aggregate principal amount of Auction Rate Securities to be purchased and the aggregate principal
amount of Auction Rate Securities to be sold by Potential Owners and Existing Owners on whose behalf
the Authorized Broker-Dealer submitted Bids or Sell Orders and, with respect to each Broker-Dealer, to
the extent that such aggregate principal amount of Auction Rate Securities to be sold differs from such
aggregate principal amount of Auction Rate Securities to be purchased, determine to which other Broker-
Dealer or Broker Dealers acting for one or more purchasers such Broker-Dealer shall deliver, or from
which other Broker-Dealer or Broker-Dealer acting for one or more sellers such Broker-Dealer shall
receive, as the case may be, Auction Rate Securities.

® Any calculation by the Auction Agent (or the Trustee, if applicable) of the
Applicable Auction Rate, the Maximum Rate, the All-Hold Rate and the Non-Payment Rate shall, in the
absence of manifest error, be binding on all Beneficial Owners and all other parties.

Section 3. Settlement Procedures.

C (a) Not later than 3:00 p.m., New York City time, on each Auction Date, the Auction

Agent shall notify by telephone each Broker-Dealer that participated in the Auction relating to the
Auction Rate Securities held on such Auction Date and submitted an Order on behalf of an Existing
Owner or Potential Owner of:



6] the Auction Rate fixed for the next Auction Interest Period;
(i) whether there were Sufficient Clearing Bids in such Auction;

(iii)  if the Authorized Broker-Dealer (a “Seller’s Broker-Dealer”) submitted a Bid or
a Sell Order on behalf of an Existing Owner, whether such Bid or Sell Order was accepted or
rejected, in whole or in part, and the principal amount of Auction Rate Securities, if any, to be
sold by such Existing Owner;

(iv)  if the Authorized Broker-Dealer (a “Buyer’s Broker-Dealer”) submitted a Bid on
behalf of a Potential Owner, whether such Bid was accepted or rejected, in whole or in part, and
the principal amount of Auction Rate Securities, if any, to be purchased by such Potential Owner;

W) if the aggregate amount of Auction Rate Securities to be sold by all Existing
Owners on whose behalf such Seller’s Broker-Dealer submitted a Bid or a Sell Order exceeds the
aggregate principal amount of Auction Rate Securities to be purchased by all Potential Owners on
whose behalf such Broker-Dealer submitted a Bid, the name or names of one or more Buyer’s
Broker-Dealer (and the name of the Participant, if any, of each such Buyer’s Broker-Dealer)
acting for one or more purchasers of such excess principal amount of Auction Rate Securities and
the principal amount of Auction Rate Securities to be purchased from one or more Existing
Owners on whose behalf such Seller’s Broker-Dealer acted by one or more Potential Owners on
whose behalf each of such Buyer’s Broker-Dealer acted;

(vi)  if the principal amount of Auction Rate Securities to be purchased by all
Potential Owners on whose behalf such Buyer’s Broker-Dealer submitted a Bid exceeds the
amount of Auction Rate Securities to be sold by all Existing Owners on whose behalf such
Seller’s Broker-Dealer submitted a Bid or a Sell Order, the name or names of one or more
Seller’s Broker-Dealer (and the name of the Participant, if any, of each such Seller’s Broker-
Dealer) acting for one or more sellers of such excess principal amount of Auction Rate Securities
and the principal amount of Auction Rate Securities to be sold to one or more Potential Owners
on whose behalf such Buyer’s Broker-Dealer acted by one or more Existing Owners on whose
behalf each of such Seller’s Broker-Dealer acted; and

(vii)  the Auction Date for the next succeeding Auction.

(b) - On each Auction Date, the Authorized Broker-Dealer that submitted an Order on
behalf of any Existing Owner or Potential Owner shall:

@ advise each Existing Owner and Potential Owner on whose behalf such
Authorized Broker-Dealer submitted a Bid or Sell Order in the Auction on such Auction Date
whether such Bid or Sell Order was accepted or rejected, in whole or in part;

(i) in the case of an Authorized Broker-Dealer that is a Buyer’s Broker-Dealer,
advise each Potential Owner on whose behalf such Authorized Broker-Dealer submitted a Bid
that was accepted, in whole or in part, to instruct such Potential Owner’s Participant to pay to
such Authorized Broker-Dealer (or its Participant) through the Securities Depository the amount
necessary to purchase the principal amount of Auction Rate Securities to be purchased pursuant

to such Bid against receipt of such Auction Rate Securities;

(iii) in the case of an Authorized Broker-Dealer that is a Seller’s Broker-Dealer,
instruct each Existing Owner on whose behalf such Broker-Dealer submitted a Sell Order that
was accepted, in whole or in part, or a Bid that was accepted, in whole or in part, to instruct such
Existing Owner’s Participant to deliver to such Authorized Broker-Dealer (or its Participant)



‘through the Securities Depository the principal amount of Auction Rate Securities to be sold
pursuant to such Order against payment therefor; ’

@iv) advise each Existing Owner on whose behalf such Seller’s Broker-Dealer
submitted an Order and each Potential Owner on whose behalf such Buyer’s Broker-Dealer
submitted a Bid of the Auction Rate for the next Auction Interest Period;

) advise each Existing Owner on whose behalf such Seller’s Broker-Dealer
submitted an Order of the next Auction Date; and

(vi) advise each Potential Owner on whose behalf such Buyer’s Broker-Dealer
submitted a Bid that was accepted, in whole or in part, of the next Auction Date.

: (c) - On the basis of the information provided to it pursuant to Section 3(a), an
Authorized Broker-Dealer that submitted a Bid or Sell Order in an Auction is required to allocate any
funds received by it in connection with such Auction pursuant to Section 3(b)(ii), and any Auction Rate
Securities received by it in connection with such Auction pursuant to Section 3(b)(iii) among the Potential
Owners, if any, on whose behalf such Authorized Broker-Dealer submitted Bids, the Existing Owners, if
any on whose behalf such Authorized Broker-Dealer submitted Bids or Sell Orders in such Auction, and
any Authorized Broker-Dealer identified to it by the Auction Agent following such Auction pursuant to
Section 3(a)(v) or 3(a)(vi).

(d) On each Auction Date:

@ cach Potential Owner and Existing Owner with an Order in the Auction on such
Auction Date shall instruct its Participant as provided in Section 3(b)(ii) or 3(b)(iii), as the case
may be;

(ii) each Seller’s Broker-Dealer that is not a Participant of the Securities Depository
shall instruct its Participant to (A) pay through the Securities Depository to the Participant of the
Existing Owner delivering Auction Rate Securities to such Seller’s Broker-Dealer following such
Auction pursuant to Section 3(b)(iii) the amount necessary to purchase such Auction Rate
Securities against receipt of such Auction Rate Securities, and (B) deliver such Auction Rate
Securities through the Securities Depository to a Buyer’s Broker-Dealer (or its Participant)
identified to such Seller’s Broker-Dealer pursuant to Section 3(a)(v) against payment therefor;
and

(i)  each Buyer’s Broker-Dealer that is not a Participant in the Securities Depository
shall instruct its Participant to (A) pay through the Securities Depository to Seller’s Broker-
Dealer (or its Participant) identified following such Auction pursuant to Section 3(a)(vi) the
amount necessary to purchase the Auction Rate Securities to be purchased pursuant to
Section 3(b)(ii) against receipt of such Auction Rate Securities, and (B) deliver such Auction
Rate Securities through the Securities Depository to the Participant of the purchaser thereof
against payment therefor.

(e) On the Business Day following each Auction Date:

)] each Participant for a Bidder in the Auction on such Auction Date referred to in
Section 3(d)(i) shall instruct the Securities Depository to execute the transactions described under
Section 3(b)(ii) or 3(b)(iii) for such Auction, and the Securities Depository shall execute such
transactions;

(ii) each Seller’s Broker-Dealer or its Participant shall instruct the Securities
Depository to execute the transactions described in Section 3(d)(ii) for such Auction, and the
Securities Depository shall execute such transactions; and
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(iii)  each Buyer’s Broker-Dealer or its Participant shall instruct the Securities
Depository to execute the transactions described in Section 3(d)(iii) for such Auction, and the
Securities Depository shall execute such transactions.

_ ® If an Existing Owner selling Auction Rate Securities in an Auction fails to
deliver such Auction Rate Securities (by authorized book-entry), an Authorized Broker-Dealer may
deliver to the Potential Owner on behalf of which it submitted a Bid that was accepted a principal amount
of Auction Rate Securities that is less than the principal amount of Auction Rate Securities that otherwise
was to be purchased by such Potential Owner. In such event, the principal amount of Auction Rate
Securities to be so delivered shall be determined solely by such Authorized Broker-Dealer. Delivery of
such lesser principal amount of Auction Rate Securities shall constitute good delivery. Notwithstanding
the foregoing terms of this subsection, any delivery or nondelivery of Auction Rate Securities which shall
represent any departure from the results of an Auction, as determined by the Auction Agent, shall be of no
effect unless and until the Auction Agent shall have been notified of such delivery or nondelivery in
accordance with the provisions of the Auction Agent Agreement and the Broker-Dealer Agreement.
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Exhibit A

HaIC

Financial Guaranty Insurance Company

Doing business in California as FGIC Insurance Company
125 Park Avenue

New York, NY 10017

T 212:312-3000

T 800-352:0001

Municipal Bond
New Issue Insurance Policy

Issuer: Policy Number:
' Control Number: 0010001

Bonds: ‘ Premium; $

Financial Guaranty Insurance Company (“Financial @; Na New York stock insurance company, in
ject t

consideration of the payment of the premium an e terms of this Policy, hereby unconditionally
and irrevocably agrees to pay to U.S. B nal Association or its successor, as its agent (the
“Fiscal Agent”), for the benefit of Bon@Bol¥Ers, Wat portion of the principal and interest on the above-
described debt obligations (the “Bonds™)_Which shall become Due for Payment but shall be unpaid by
reason of Nonpayment by the Issuer. :

Financial Guaranty will make such payments to the Fiscal Agent on the date such principal or interest
becomes Due for Payment or on the Business Day next following the day on which Financial Guaranty shall
have received Notice of Nonpayment, whichever is later. The Fiscal Agent will disburse to the Bondholder
the face amount of principal and interest which is then Due for Payment but is unpaid by reason of
Nonpayment by the Issuer but only upon receipt by the Fiscal Agent, in form reasonably satisfactory to it, of
(1) evidence of the Bondholder’s right to receive payment of the principal or.interest Due for Payment and
(i) evidence, including any appropriate instruments of assignment, that all of the Bondholder’s rights to
payment of such principal or interest Due for Payment shall thereupon vest in Financial Guaranty. Upon
such disbursement, Financial Guaranty shall become the owner of the Bond, appurtenant coupon or right to
payment of principal or interest on such Bond and shall be fully subrogated to all of the Bondholder’s rights
thereunder, including the Bondholder’s right to payment thereof. _ :

This Policy is non-cancellable for any reason. The premium on this Policy is not refundable for any reason,
including the payment of the Bonds prior to their maturity. This Policy does not insure against loss of any
prepayment premium which may at any time be payable with respect to any Bond.

As used herein, the term “Bondhoider” means, as to a particular Bond, the person other than the Issuer who,
at the time of Nonpayment, is entitied under the terms of such Bond to payment thereof. “Due for Payment”
means, when referring to the principal of a Bond, the stated maturity date thereof or the date on which the
same shall have been duly called for mandatory sinking fund redemption and does not refer to any earlier
date on which payment is due by reason of call for redemption (other than by mandatory sinking fund
redemption), acceleration or other advancement of maturity and means, when referring to interest on a
Bond, the stated date for payment of interest. “Nonpayment” in respect of a Bond means the failure of the
Issuer to have provided sufficient funds to the paying agent for payment in full of all

FGICisa tegistered service mark used by Financial Guaranty Insurance Company under license from its parent company, FGIC @mﬁon.
Form 9000 (10/93) : Page 1 0f 2



FGIC

Financial Guaranty Insurance Company

Doing business in California as FGIC Insurance Company
125 Park Avenue

New York, NY 10017

T 212:312:3000

T 800-352-0001

Municipal Bond
New Issue Insurance Policy

principal and interest Due for Payment on such Bond. “Notice” means telephonic or telegraphic notice,
- subsequently confirmed in writing, or written notice by registered or certified mail, from a Bondholder or a
paying agent for the Bonds to Financial Guaranty. “Business Day’, any day other than a Saturday,
Sunday or a day on which the Fiscal Agent is authorized by law | closed.

In Wimess Whereof, Financial Guaranty has caused

be signed by its duly authorized officer in fa
Guaranty by virtue of the countersignature OQ

ol 221

President

i P\}e o be affixed with its corporate seal and to
to, ome effective and binding upon Financial
rized representative. .

Effective Date: v ' Authdri_zed Representative

"U.S. Bank Trust National Association,_acknovﬂedges that it has égréed to perfdrm the duties of Fiscal
Agentunder this Policy. . o : o

Authorized Officer

EGICis areg
" Form 9000 (10/93) : : : Page 2 of 2




Financial Guaranty Insurance Company
. Doing business in California as FGIC Insurance Company
125 Park Avenue
New York, NY 10017
T 212-312-3000

T 800-352-0001

Endorsement
To Financial Guaranty Insurance Company
Insurance Policy

Policy Number: Control Number: 0010001

It is further understood that the term “Nonpayment” i
or interest made to a Bondholder by or on be
such Bondholder pursuant to the United St
with a final, nonappealable order of a co:

x a Bond includes any payment of principal
i of such Bond which has been recovered from
Cy Code by a trustee in bankruptcy in accordance
ing Yompetent jurisdiction.

NOTHING HEREIN SHALL BE CONSTRUED TO WAIVE, ALTER, REDUCE OR AMEND
COVERAGE IN ANY OTHER SECTION OF THE POLICY. IF FOUND CONTRARY TO THE
POLICY LANGUAGE, THE TERMS OF THIS NDORSEMENT SUPERSEDE THE POLICY
LANGUAGE. : ‘

In Witness Whereof, Financial Guaranty has caused this Endorsement to be affixed with its corporate seal
and to be signed by its duly authorized officer in facsimile to become effective and binding upon Financial

Guaranty by virtue of the countersignature of its duly authorized representative.

bk h,
President s

Effective Date:- Authorized Representative

Acknowledged as of the Effective Date written above:

Authorized Officer
U.S. Bank Trust National Association, as Fiscal Agent

FGICisa registered service mark used by Financial Guaranty insurance Company under license from its parent com@ y, FGIC mm
Form E-0002 (10/93) ) Page 10of 1




FGIC

Financial Guaranty Insurance Company

Doing business in California as FGIC Insurance Company
125 Park Avenue

New York, NY 10017

T 212-312:3000

T 800-352-0001

Mandatory California State
Amendatory Endorsement
To Financial Guaranty Insurance Company

Insurance Policy

The insurance provided by this Pohcy is 1 the California Insurance Guaranty Assomatlon
(California Insurance Code, Article 14 2

Policy Number: ber: 0010001

NOTHING HEREIN SHALL BE CO TRUED TO WAIVE, ALTER, REDUCE OR AMEND

'~ COVERAGE IN ANY OTHER SECTION OF THE POLICY. IF FOUND CONTRARY TO THE
POLICY LANGUAGE, THE TERMS OF THIS ENDORSEMENT SUPERSEDE THE POLICY
LANGUAGE.

In Witness Whereof, Financial Guaranty has caused this Endorsement to be affixed with its corporate seal

* and to be signed by its duly authorized officer in facsimile to become effective and bmdmg upon Financial
Guaranty by virtue of the countersignature of its duly authorized representative.

President
Effective Date » Authorized Representative

Acknowledged as of the Effective Date wrltten above. )

Authorized Officer
U.S. Bank Trust National Association, as Fiscal Agent

FCICisa @stered setvlce mark used by Financial Guarang insurance Comggnz under license from its parent company. FGIC Ceggratxon
- Form E-0059 (10/93) o Page 1 of 1




HaIC

Financial Guaranty Insurance Company

Doing business in California as FGIC Insurance Company
125 Park Avenue

New York, NY 10017

T 212-312-3000

T 800-352-0001

Mandatory California State
Amendatory Endorsement

To Financial Guaranty Insurance Company
Insurance Policy

Policy Number: ControlNuigber: 0010001

AN
Notwithstanding the terms and conditions in thj l@ :s further understood that there shall be no
e ich

acceleration of payment due under such Po? acceleration is at the sole option of Financial

Guaranty. §

NOTHING HEREIN SHALL BE CONSTRUED TO WAIVE, ALTER, REDUCE OR AMEND
COVERAGE IN ANY OTHER SECTION OF THE POLICY. IF FOUND CONTRARY TO THE
- POLICY LANGUAGE, THE TERMS OF THIS ENDORSEMENT SUPERSEDE THE POLICY
LANGUAGE.

In Witness Whereof, Financial Guaranty has caused this Endorsement to be affixed with its corporate seal

and to be signed by its duly authorized officer in facsimile to become effective and binding upon Financial
Guaranty by virtue of the countersignature of its duly authorized representative.

ol B2,
President ‘

Effective Date: Authorized Representative .

Acknowledged as of the Effective Date written above:

Autherized Officer
U.S. Bank Trust National Association, as Fiscal Agent

FCICisa registered service mark used by Financial Guarang Insurance Comggx under license from its parent company, FGIC gm ,
Form E-0075 (3/94) Page-1 of 1
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APPENDIX H

FORM OF FINANCIAL GUARANTY INSURANCE POLICY
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1221 Avenue of the Americas
New York, New York 10020
Telephone: (212) 478-3400

MUNICIPAL BOND

INSURANCE POLICY
ISSUER: [ ] Policy No: [ 1
BONDS: [ ] ' Effective Date:[ ]

XL Capital Assurance Inc. (XLCA), a New York stock insurance company, in consideration of the payment of the
premium and subject to the terms of this Policy (which includes each endorsement attached hereto), hereby agrees
unconditionally and irrevocably to pay to the trustee (the "Trustee") or the paying agent (the "Paying Agent") (as set forth in
the documentation providing for the issuance of and securing the Bonds) for the benefit of the Owners of the Bonds or, at the
election of XLCA, to each Owner, that portion of the principal and interest on the Bqnds that shall become Due for Payment
but shall be unpaid by reason of Nonpayment.

XLCA will pay such amounts to or for the benefit of the Owners0g Ye lat day on which such principal and
interest becomes Due for Payment or one (1) Business Day following the Bydi ay on which XL.CA shall have received
Notice of Nonpayment (provided that Notice will be deemed receivéd on & 3 it is received prior to 10:00
am. Pacific time on such Business Day; otherwise it will be dée usiness Day), but only upon

receipt by XLCA, in a form reasonably satisfactory to it, of (§) evi ’ her? right to receive payment of the
principal or interest then Due for Payment and (b) evidenge, i iRg any Rppiegriate instruments of assignment, that all of
the Owner’s rights with respect to payment of such fNndipa XX o is Dde for Payment shall thereupon vest in
XLCA. Upon such disbursement, XLCA shall become thx 2 X ,\afly appurtenant coupon to the Bond or the
right to receipt of payment of principal and i ~ d

including the Owner's right to receive paymen
by XLCA to the Trustee or Paying AgegTh
XLCA under this Policy.

pnit of any payment by XLCA hereunder. Payment
ghall, to the extent thereof, discharge the obligation of

In the event the Trugte Agenit hag poticeAhat any payment of principal or interest on a Bond which has
become Due for Payment a qde § an FwnetT by or on behalf of the Issuer of the Bonds has been recovered from

the Owner pursuant tg.a_fing] j ; a Yourt of competent jurisdiction that such payment constitutes an avoidable
preference to such Of > cAni afy“applicable bankruptcy law, such Owner will be entitled to payment from
XLCA to the extent pf d iKsufficienvfunds are not otherwise available.

The following terms & k¢ meanings specified for all purposes of this Policy, except to the extent such terms
are expressly modified by 3 Sndorsejment to this Policy. "Business Day" means any day other than (a) a Saturday or Sunday
or (b) a day on which bankihg tions in the State of California, the State of New York or the Insurer's Fiscal Agent are

authorized or required by law or executive order to remain closed. "Due for Payment", when referring to the principal of
Bonds, is when the stated maturity date or a mandatory redemption date for the application of a required sinking fund
installment has been reached and does not refer to any earlier date on which payment is due by reason of call for redemption
(other than by application of required sinking fund installments), acceleration or other advancement of maturity, unless
XLCA shall elect, in its sole discretion, to pay such principal due upon such acceleration; and, when referring to interest on
the Bonds, is when the stated date for payment of interest has been reached. "Nonpayment" means the failure of the Issuer to
have provided sufficient funds to the Trustee or Paying Agent for payment in full of all principal and interest on the Bonds
which are Due for Payment. "Notice" means telephonic or telecopied notice, subsequently confirmed in a signed writing, or
written notice by registered or certified mail, from an Owner, the Trustee or the Paying Agent to XLCA which notice shall
specify (a) the person or entity making the claim, (b) the Policy Number, (c) the claimed amount and (d) the date such
claimed amount became Due for Payment. "Owner" means, in respect of a Bond, the person or entity who, at the time of
Nonpayment, is entitled under the terms of such Bond to payment thereof, except that "Owner" shall not include the Issuer or
any person or entity whose direct or indirect obligation constitutes the underlying security for the Bonds.

XLCAP-005 (Muni Spec - California 12-2001)




XLCA may, by giving written notice to the Trustee and the Paying Agerf, arpoint a fiscal agent (the "Insurer's
Fiscal Agent") for purposes of this Policy. From and after the date: of receipt by~the Nrusie and the Paying Agent of such
notice, which shall specify the name and notice address of the Insurer's Fiscpl 2 2 ies of all notices required to be
delivered to XLCA pursuant to this Policy shall be simultaneously delive ¢d toythe et's Fidqal Agent and to XCLA and
shall not be deemed received until received by both and (b) all paymefits rgelirs Smade b XLCA under this Policy
may be made directly by XLCA or by the Insurer's Fiscal Agent o/t [ A ef'wFiscal Agent is the agent
of XLCA only and the Insurer’s Fiscal Agent shall in no event be Ik of the Insurer's Fiscal Agent
or any failure of XLCA to deposit or cause to be deposited syfficie

(b) the Premium on this Policy is not refundable forzmy rdgsod\ ¥ i\Rolick doep not insure against loss of any prepayment
or other acceleration payment which at any tim¢ may betorn fo Dsdpecdof any Bond, other than at the sole option of
3 oith the full undertaking of XLCA and shall not be

, IN THE EVENT A . ' : ; E INSOLVENT, ANY CLAIMS ARISING UNDER
THIS POLICY ARE NOT C¢ ! - ORNIA GUARANTY INSURANCE FUND SPECIFIED IN -
ARTICLE 12119(b) OF TH A '

SPECIMEN

Name: Name: ’
Title: v : Title:

XLCAP-005 (Muni Spec - California 12-2001)



APPENDIX 1

ACCRETED VALUE TABLE

8/15/09 8/15/10 8/15/11 8/15/12 8/15/13 8/15/14 8/15/15

Date 4.660% 4.930% 5.140% 5.320% 5.480% 5.630% 5.760%
6/29/04 $9,258,177 $9,671,579 $10,025,542 $10,304,870 $10,552,493 $3,915,076 $11,200,180
8/15/04 9,312,816 9,731,931 10,090,751 10,374,346 10,625,608 3,942,968 11,281,932
2/15/05 9,529,846 9,971,905 10,350,149 10,650,197 10,916,687 4,053,987 11,606,831
8/15/05 9,751,800 10,217,745 10,616,025 10,933,628 11,215,891 4,168,098 11,941,001
2/15/06 9,979,030 10,469,582 10,888,954 ° 11,224,322 11,523,218 4,285,437 12,284,864
8/15/06 10,211,537 10,727,675 11,168,793 11,522,910 11,838,842 4,406,075 12,638,840
2/15/07 10,449,555 10,992,024 11,455,829 11,829,394 - 12,163,282 4,530,078 13,002,718
8/15/07 10,692,966 11,263,022 11,750,207 12,144,089 12,496,536 4,657,585 13,377,132
2/15/08 10,942,122 11,540,668 12,052,214 12,467,152 12,838,952 4,788,734 13,762,503
8/15/08 11,197,023 11,825,091 12,361,994 12,798,742 13,190,875 4,923,523 14,158,829
2/15/09 11,458,022 12,116,684 12,679,692 13,139,333 13,552,304 5,062,091 14,566,534
8/15/09 11,725,000 12,415,316 13,005,595 13,488,765 13,923,586 5,204,643 14,986,248
2/15/10 - 12,721,378 13,339,703 13,847,514 14,305,066 5,351,112 15,417,762

8/15/10 - 13,035,000 13,682,591 14,215,895 14,697,090 5,501,771 15,861,707
2/15/11 - - 14,034,261 14,594,065 15,099,657 5,656,621 16,318,504
8/15/11 - - 14,395,000 14,982,184 15,513,460 5,815,867 16,788,576
2/15/12 - - - 15,380,723 15,938,499 5,979,579 17,272,133
8/15/12 - - - 15,790,000 16,375,290 6,147,894 17,769,595
2/15/13 - - - - 16,824,009 6,321,018 18,281,386
8/15/13 - - - - 17,285,000 6,498,951 18,807,714
2/15/14 - - - - - 6,681,899 19,349,424
8/15/14 - - - - - 6,870,000 19,906,725
2/15/15 - - - - - - 20,480,040
8/15/15 - - - - - - 21,070,000
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