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This cover page contains certain information for general reference only. It is not intended to be a summary of the security for or the terms of the 2004
Certificates. Investors are advised to read the entire Official Statement to obtain information essential to the making of an informed investment decision.

The 2004 Cetrtificates are offered when, as and if delivered and received by the initial purchasers, subject to the approval of legality by Hawkins
Delafield & Wood LLP, San Francisco, California and Leslie M. Lava, Esq., Sausalito, California, Co-Special Counsel, and certain other conditions.
Certain legal matters will be passed upon for the City by the City Attorney. It is expected that the 2004 Certificates in book-entry form will be available
for delivery through the facilities of The Depository Trust Company on or about July 28, 2004.

Dated: July 13, 2004



MATURITY SCHEDULE

Maturity Principal Interest CuUsIP*
(April 1) Amount Rate Yield 79765D
2007 $2,680,000 3.00% 2.10% SSO
2008 2,760,000 3.00 2.50 ST8
2009 2,845,000 3.00 2.85 SuU5
2010 2,930,000 3.50 3.10 SV3
2011 3,030,000 4.00 3.30 SWi1
2012 3,155,000 4.00 3.50 SX9
2013 3,280,000 4.00 3.65 SY7
2014 3,410,000 4.00 3.80 SZ4

Maturity Principal Interest CUSIP*
(April 1) Amount Rate Yield 79765D
2015 $3,550,000 4.00% 3.95% TA8
2016 3,690,000 4.00 4.10 TB6
2017 1,670,000 4.20 4.20 TC4
2018 1,740,000 4.30 4.30 TD2
2019 1,815,000 4.40 4.40 TEO
2020 1,895,000 4.50 4.50 TF7
2021 900,000 4.50 4.60 TG5

* CUSIP numbers are provided for convenience of reference only. Neither the City nor the Underwriter assumes any responsibility for the

accuracy of such numbers.
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No dealer, broker, salesperson or other person has been authorized by the City to give any information
or to make any representations other than those contained herein and, if given or made, such other information
or representation must not be relied upon as having been authorized by the City. 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 2004
Certificates by any person in any jurisdiction in which it is unlawful 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 of the 2004 Certificates.
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. The information in “APPENDIX F- DTC AND THE BOOK-ENTRY
ONLY SYSTEM” hereto has been furnished by The Depository Trust Company and no representation has been
made by the City or the purchasers of the 2004 Certificates as to the accuracy or completeness of such
information. The information and expressions of opinion herein are subject to change without notice and
neither delivery of this Official Statement nor any sale made hereunder shall, under any circumstances, create
any implication that there has been no change in the affairs of the City since the date hereof.

IN CONNECTION WITH THE OFFERING OF THE 2004 CERTIFICATES, THE PURCHASERS
OF THE CERTIFICATES MAY OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR
MAINTAIN THE MARKET PRICE OF SUCH 2004 CERTIFICATES AT A LEVEL ABOVE THAT
WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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OFFICIAL STATEMENT

$39,350,000

CITY AND COUNTY OF SAN FRANCISCO
REFUNDING CERTIFICATES OF PARTICIPATION, SERIES 2004-R1
(SAN FRANCISCO COURTHOUSE PROjECT)

Evidencing Proportionate Interests of the Owners Thereof in a Project Lease,
Including the Right to Receive Base Rental Payments to Be Made by the
CITY AND COUNTY OF SAN FRANCISCO

INTRODUCTION

This Official Statement, which includes the cover page and appendices hereto (this “Official
Statement”), provides certain information concerning the execution and delivery of $39,350,000 aggregate
principal amount of City and County of San Francisco Refunding Certificates of Participation, Series 2004-R1
(San Francisco Courthouse Project) (the “2004 Certificates). Any capitalized term not defined herein shall
have the meaning given to such term in “APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-DEFINITIONS.” The 2004 Certificates are being
executed and delivered pursuant to a Trust Agreement, dated as of July 1, 2001, as supplemented by a First
Supplement to Trust Agreement, dated as of July 1, 2004 (collectively, the “Trust Agreement”), between the
City and County of San Francisco (the “City”), and U.S. Bank National Association, as trustee (the “Trustee”).

Payment of principal and interest represented by the 2004 Certificates when due is insured by a
financial guaranty insurance policy issued by MBIA Insurance Corporation (the “2004 Insurer”’) simultaneously
with the delivery of the 2004 Certificates. See “2004 CERTIFICATE INSURANCE.”

The 2004 Certificates are being sold to provide funds to: (i) refinance an existing City courthouse
building (the “Courthouse” or the “Facilities”) located at 400 McAllister Street in the City (the “Property” and,
together with the Facilities, collectively, the “Project”) by refunding in whole the City and County of San
Francisco Certificates of Participation (San Francisco Courthouse Project), Series 1995 (the “Refunded
Certificates™), executed and delivered to finance the construction, furnishing and equipping of the Facilities,
$40,635,000 of which are currently outstanding, and (ii) pay costs of issuance of the 2004 Certificates
(including premiums for a municipal bond insurance policy for the 2004 Certificates and for a surety bond to be
credited to the Reserve Fund established under the Trust Agreement). See “PLAN OF FINANCE.”

The Project is being subleased by the Trustee from the City pursuant to a Property and Facility Lease,
dated as of July 1, 2001, as supplemented by a First Supplement to Property and Facility Lease, dated as of July
1, 2004 (collectively, the “Property Lease”), and subleased back to the City pursuant to a Project Lease, dated
as of July 1, 2001, as supplemented by a First Supplement to Project Lease, dated as of July 1, 2004
(collectively, the “Project Lease”), by and between the Trustee, as lessor, and the City, as lessee. See “THE
PROJECT” herein.

The Property Lease and the Project Lease also secure the $15,460,000 City and County of San
Francisco Refunding Certificates of Participation, Series 2001-1 (San Francisco Courthouse and 25 Van Ness
Avenue Project), $13,870,000 of which are currently outstanding (the “2001 Certificates” and, together with the
2004 Certificates, the “Certificates”), executed and delivered pursuant to the Trust Agreement to primarily
refinance a City office building located at 25 Van Ness Avenue in the City. Payment of principal of and interest
represented by the 2001 Certificates when due is insured by a financial guaranty insurance policy issued by
AMBAC Assurance Corporation (the “2001 Insurer” and, together with the 2004 Insurer, collectively, the
“Certificate Insurer”). The 2004 Certificates constitute “Additional Certificates” under the Trust Agreement
and are payable on a parity with the 2001 Certificates from Base Rental payments, as described below. The
rights of the Owners of the 2004 Certificates under the Project Lease are also on a parity with the rights of the



owners of the 2001 Certificates under the Project Lease, including the right to receive certain insurance and
eminent domain proceeds, if any.

Pursuant to the Project Lease, the City is required to pay to the Trustee specified Base Rental payments
in amounts sufficient to pay, when due, the principal and interest with respect to the Certificates, and to pay
certain Additional Rental payments (together, the “Rental Payments”) for use and possession of the Project. See
“SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES.” Under the Project Lease, the City has
covenanted to take such action as may be necessary to include all Rental Payments in its annual budget and to
make the necessary annual appropriations therefor. The Project Lease provides that said covenants of the City
are deemed by the City to be and shall be construed to be ministerial duties imposed by law.

Pursuant to the Trust Agreement, the City has assigned unto the Trustee, for the benefit of the Owners,
all amounts on hand from time to time in the Reserve Fund and the Base Rental Fund established pursuant to
the Trust Agreement, including all Base Rental payments made by the City pursuant to the Project Lease.

The Certificates are payable solely from Base Rental payments made by the City pursuant to the
Project Lease and amounts held in the Reserve Fund and the Base Rental Fund established pursuant to
the Trust Agreement, subject to the provisions of the Trust Agreement permitting the application of such
amounts for the purposes and on the terms and conditions set forth in the Trust Agreement. The
obligation of the City to make Rental Payments under the Project Lease does not constitute an obligation
of the City for which the City is obligated to levy or pledge any form of taxation or for which the City
has levied or pledged any form of taxation. Neither the Certificates nor the obligation of the City to
make Rental Payments under the Project Lease constitutes a debt of the City, the State of California (the
“State”) or any political subdivision thereof within the meaning of the Constitution of the State or any
statutory debt limitation or restriction. See “Certain Risk Factors.”

For certain financial information with respect to the City, see “SECURITY AND SOURCES OF PAYMENT
FOR THE CERTIFICATES-CITY BUDGET AND FINANCES” and “APPENDIX A-CITY AND COUNTY OF SAN
FRANCISCO-ORGANIZATION AND FINANCES.”

For a discussion of certain amendments to the Constitution and statutes of the State of California and
their impact on the City, see “CONSTITUTIONAL AND STATUTORY TAX LIMITATIONS.” For a discussion of
demographic and economic information with respect to the City, see “APPENDIX B-CITY AND COUNTY OF SAN
FRANCISCO-ECONOMY AND GENERAL INFORMATION.”

The references to any legal documents, instruments and the Certificates in this Official Statement do not
purport to be comprehensive or definitive, and reference is made to each such document for complete details of
all terms and conditions. Copies of all legal documents are available at the principal office of the City or the
Trustee.

THE 2004 CERTIFICATES
General

The 2004 Certificates are being executed and delivered in $39,350,000 aggregate principal amount and
will be dated the date of their delivery to the initial purchasers thereof. Interest with respect to the Certificates,
until the maturity or earlier prepayment thereof, is payable on April 1 and October 1 of each year, commencing
on April 1, 2005 (each, an “Interest Payment Date”). Interest with respect to each 2004 Certificate shall accrue
from the Interest Payment Date next preceding the date of execution and delivery thereof, unless (i) it is
executed after a Regular Record Date and before the close of business on the immediately following Interest
Payment Date, in which event interest with respect thereto shall be payable from such Interest Payment Date or
(i1) it is executed prior to the close of business on the first Regular Record Date, in which event interest with
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respect thereto shall be payable from the date of delivery; provided, however, that if at the time of execution of
any 2004 Certificate interest with respect thereto is in default, interest with respect thereto shall be payable from
the Interest Payment Date to which interest has previously been paid or made available for payment or, if no
interest has been paid or made available for payment, from the Closing Date. Interest on the 2004 Certificates
will be calculated on the basis of a 360-day year comprised of twelve 30-day months. Interest with respect to
the 2004 Certificates is payable by check mailed to the Owners at the addresses appearing on the 2004
Certificate registration books as of the close of business on the Regular Record Date. The principal payable
upon maturity or prepayment with respect to the 2004 Certificates is payable upon surrender of such Certificates
at the corporate trust office of the Trustee in San Francisco, California. The 2004 Certificates will be delivered
in registered form, without coupons, registered in the name of Cede & Co., as nominee of The Depository Trust
Company, New York, New York. Individual purchases of the 2004 Certificates will be made in book-entry
form only in the principal amount of $5,000 or any integral multiple thereof. See “APPENDIX F-DTC AND THE
BOOK-ENTRY ONLY SYSTEM.”

Prepayment

Optional Prepayment. The 2004 Certificates maturing on or before April 1, 2011 are not subject to
prepayment prior to their respective dates of maturity. The 2004 Certificates maturing on or after April 1,2012
shall be subject to optional prepayment prior to their respective dates of maturity from amounts deposited with
the Trustee by the City upon the exercise of the City's option under the Project Lease to prepay the principal
component of Base Rental payments, as a whole, or in part, on any date on or after April 1, 2011, at the
following prepayment prices (expressed as a percentage of the principal component to be prepaid), plus accrued
interest to the date fixed for prepayment:

Prepayment Dates (Dates Inclusive) Prepayment Price
April 1, 2011 through March 31, 2012 102%
April 1, 2012 through March 31, 2013 101

April 1, 2013 and thereafter 100

Special Mandatory Prepayment. The 2004 Certificates will be subject to mandatory prepayment prior
to maturity, as a whole, or in part, on any date, at a Prepayment Price equal to the principal amount thereof plus
accrued but unpaid interest to the prepayment date, without premium, from amounts deposited in the
Prepayment Account of the Base Rental Fund following an event of damage, destruction or condemnation of the
Project or any portion thereof or upon loss of the use or possession of the Project or any portion thereof due to a
title defect.

Selection of 2004 Certificates for Prepayment. Whenever provision is made in the Trust Agreement for
the prepayment of less than all of the 2004 Certificates, the City will direct the principal amount of each
maturity to be prepaid. Within a maturity, the Trustee will select 2004 Certificates of each maturity for
prepayment by lot in any manner which the Trustee in its sole discretion deems fair and appropriate; provided,
however, that the portion of any 2004 Certificate to be prepaid will be in authorized denominations and all 2004
Certificates to remain outstanding after any prepayment in part will be in authorized denominations.

Notice of Prepayment. Notice of prepayment will be mailed by the Trustee, first class, postage prepaid,
at least 30 but not more than 45 days before any prepayment date, to the respective registered Owners of any
2004 Certificates designated for prepayment at their addresses appearing on the registration books maintained
by the Trustee. Notice is also required to be given to certain depositories and information services as described
in the Trust Agreement. Each notice of prepayment will state the 2004 Certificates or designated portions
thereof to be prepaid, the prepayment date, the place or places of prepayment, the prepayment price, the CUSIP
numbers of the 2004 Certificates to be prepaid, the Certificate numbers of the 2004 Certificates to be prepaid in



whole or in part, and, in the case of any 2004 Certificate being prepaid in part only, the amount of such 2004
Certificates to be prepaid, and the original issue date and the stated maturity date of each 2004 Certificate to be
prepaid. Each such notice will also state that on the specified date there will become due and payable with
respect to each 2004 Certificate being prepaid, the prepayment price, and that from and after such prepayment
date, if sufficient funds are available for prepayment, interest with respect thereto will cease to accrue. Neither
the failure to receive any notice nor any defect therein shall affect the proceedings for such prepayment.

Effect of Prepayment. When any 2004 Certificate or portion thereof has been duly called for
prepayment prior to maturity under the provisions of the Trust Agreement, or with respect to which irrevocable
instructions to call for prepayment prior to maturity at the earliest prepayment date have been given to the
Trustee, in form satisfactory to it, and sufficient money shall be held by the Trustee irrevocably in trust for the
payment of the prepayment price of such Certificate, or portion thereof, and accrued interest thereon to the date
fixed for prepayment, all as provided in the Trust Agreement, then such Certificate or portion thereof shall no
longer be deemed Outstanding under the provisions of the Trust Agreement.

Cancellation of Optional Prepayment. 1f the 2004 Certificates are subject to optional prepayment, and
the Trustee does not have moneys sufficient to prepay all of the 2004 Certificates proposed to be prepaid on or
prior to the date fixed for prepayment, the prepayment will be canceled, and in such case, the City, the Trustee
and the Owners will be restored to their former positions and rights under the Trust Agreement. Such a
cancellation of an optional prepayment at the election of the City will not constitute a default under the Trust
Agreement, and the Trustee and the City will have no liability from such cancellation.

Additional Certificates

Unless the Certificate Insurer consents to additional certificates of participation (“Additional
Certificates”™), the City may only cause the execution and delivery of Additional Certificates payable on a parity
with the Certificates for a refunding which results in savings in Base Rental payments.

The Book-Entry Only System

The Depository Trust Company, New York, New York (“DTC”) will act as securities depository for the
2004 Certificates. The 2004 Certificates will be issued as fully-registered securities registered in the name of
Cede & Co. (DTC's partnership nominee). One fully-registered certificate will be issued for each maturity of
the 2004 Certificates in the aggregate principal amount of such maturity, and will be deposited with DTC. For
further information concerning the book-entry only system, see “APPENDIX F-DTC AND THE BOOK-ENTRY
ONLY SYSTEM.”

SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES
General

The Certificates are secured by and payable from Base Rental payments made to the Trustee under the
Project Lease so long as the City has use and possession of the Project. The Certificates are executed and
delivered under and pursuant to the Trust Agreement, payable solely from: (i) all Base Rental payments received
by the Trustee and other receipts derived by the Trustee from the lease of the Project, excluding certain
indemnification rights and rights to payment of expenses retained by the City, (ii) the proceeds of eminent
domain, if any, and the proceeds of any liability or property insurance (including the proceeds of any self-
insurance and any liquidated damages received in respect of the Project), (iii) proceeds of rental interruption
insurance with respect to the Project, (iv) all amounts on hand from time to time in the Reserve Fund and the
Base Rental Fund established under the Trust Agreement and (v) any additional property subjected to the lien of
the Trust Agreement by the City or anyone on its behalf. The City will pay to the Trustee the Base Rental



payments to the extent required under the Project Lease, which Base Rental payments are designed to be
sufficient, in both time and amount, to pay, when due, the annual principal of, and interest on, the Certificates.

The rights of the Owners of the 2004 Certificates under the Project Lease and the Trust Agreement are
on a parity with the rights of the owners of the 2001 Certificates under the Property Lease and the Project
Lease, including the right the right to receive certain insurance and eminent domain proceeds, if any.

Additional Rental payments due from the City to the Trustee include, among other things, amounts
sufficient to pay all administrative costs, including all reasonable expenses and compensation of the Trustee
payable by the City under the Trust Agreements, fees of financial advisors or attorneys, litigation costs,
insurance premiums, amounts due under the Trust Agreements (including amounts necessary to replenish the
Reserve Fund (subject to certain limitations as provided in the Project Lease) and deposits required to be made
to the Rebate Fund, if any) and all other reasonable and necessary administrative costs of the City or the Trustee
incurred from time to time in administering the Project Lease and the Certificates. The City is also responsible
for repair and maintenance of the Project during the Term of the Project Lease.

Base Rental Payments and Abatement

The Trustee will collect and receive all of the Base Rental payments, and any Base Rental payments
collected or received by the City must immediately be paid by the City to the Trustee. All payments of Base
Rental received by the Trustee under the Project Lease will be deposited into the Base Rental Fund.

The City has covenanted in the Project Lease to take such action as may be necessary to include all
Rental Payments in its annual budget and to make the necessary annual appropriations for such payments. The
Project Lease provides that such covenants on the part of the City are deemed and construed to be ministerial
duties imposed by law. Such covenants are subject to the provisions under the Project Lease regarding
abatement of the City's obligation to pay Base Rental in the event of the City's loss of use and occupancy of all
or a portion of the Project.

Except to the extent of: (i) available amounts in the Base Rental Fund or in the Reserve Fund,
(1) amounts, if any, received with respect to rental interruption insurance and (iii) amounts, if any, otherwise
legally available to the City for payments under the Project Lease or to the Trustee for payments with respect to
the Certificates, Rental Payments under the Project Lease are subject to abatement during any period in which,
by reason of material damage, destruction or condemnation of the Project or any portion thereof, or defects in
title to the Project or any portion thereof, there is substantial interference with the right to the use and occupancy
of the Project or any portion thereof by the City. The amount of annual rental abatement would be such that the
resulting Rental Payments in any Project Lease Year during which such interference continues, excluding any
amounts described in the previous sentence, do not exceed the annual fair rental value of the portions of the
Project with respect to which there has not been substantial interference, as evidenced by a certificate of a City
Representative. Such abatement would continue for the period commencing with the date of such damage,
destruction, condemnation or discovery of such title defect and ending with the restoration of the Project or
portion thereof to tenantable condition or correction of the title defect. Any abatement of Base Rental payments
could affect the City's ability to pay debt service with respect to the Certificates, although the Project Lease
requires the City to maintain rental interruption insurance and the Trust Agreement requires the establishment of
aReserve Fund. The rental interruption insurance will cover only rental interruptions due to the perils covered
by the property insurance required to be maintained by the City under the Project Lease and therefore will not
likely cover abatement due to, among other things, earthquake damage. See “SECURITY AND SOURCES OF
PAYMENT FOR THE CERTIFICATES-INSURANCE” and “CERTAIN RISK FACTORS-ABATEMENT.” See also “-
REPLACEMENT, MAINTENANCE AND REPAIRS” below for additional provisions governing damage to the
Project.



Covenant to Budget

If the City defaults on its covenant in the Project Lease to include all Rental Payments in the
applicable annual budget and such default continues for at least 60 days, the Trustee may either
terminate the Project Lease and relet the Project or may retain the Project Lease and hold the City liable
for all Rental Payments on an annual basis. See “RISK FACTORS -LIMITED RECOURSE ON DEFAULT;
RELETTING OF THE PROJECT.” Such obligations to budget and make such Rental Payments do not
constitute a debt of the City, the State or any political subdivision thereof within the meaning of any
constitutional or statutory debt limitation or restriction, nor do such obligations constitute obligations for
which the City is obligated to levy or pledge any form of taxation or for which the City has levied or
pledged any form of taxation.

Reserve Fund and Credit Facility

The Trust Agreement establishes a Reserve Fund that will be held by the Trustee, which secures the
2001 Certificates and will also secure the 2004 Certificates. Simultaneously with the delivery of the 2004
Certificates, the City will cause to be deposited a qualifying credit facility (“‘Credit Facility”’) provided by MBIA
Insurance Corporation, into the Reserve Fund, which Credit Facility, together with certain securities currently
held in the Reserve Fund, will be in an aggregate amount at least equal to the Reserve Requirement. “Reserve
Requirement” is defined under the Trust Agreement to mean “as of any date of calculation, the least of: (i) the
maximum annual debt service with respect to the Certificates in the then current Project Lease Year or any
future Project Lease Year, (ii) 125% of the average annual debt service with respect to the Certificates payable
in each Project Lease Year between the date of calculation and the last maturity of the Certificates or (iii) 10%
of the principal amount of Certificates originally executed and delivered (to be separately calculated with respect
to each series of the Certificates).” As of the Closing Date of the 2004 Certificates, the City has calculated the
Reserve Requirement to be $5,396,555.

If on any Interest Payment Date the amounts on deposit in the Base Rental Fund are less than the
interest and principal payments due with respect to the Certificates on such date, then the Trustee is required to
transfer from the Reserve Fund to the Base Rental Fund, amounts sufficient to make up such deficiencies. Any
moneys in the Reserve Fund in excess of the Reserve Requirement on each March 15 and September 15, and at
such other time or times as directed by the City in writing, will be transferred to the Base Rental Fund and
applied to the payment of the principal of and interest with respect to the Certificates on the next succeeding
Interest Payment Date or transferred to such other funds as may be designated in such written order. See
“APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT, THE PROJECT LEASE AND
THE PROPERTY LEASE-THE TRUST AGREEMENT” and “-ESTABLISHMENT AND APPLICATION OF RESERVE
FUND.”

Insurance

The Project Lease requires the City to maintain or cause to be maintained throughout the term of the
Project Lease: (i) general liability insurance against damages occasioned by reason of construction of
improvements to or operation of the Project with minimum coverage limits of $5,000,000 combined single limit
for bodily and personal injury and property damage per occurrence, (ii) all-risk property insurance on all
structures constituting any part of the Project in an amount equal to the outstanding principal amount of
Certificates (to the extent commercially available), but in no event less than the replacement cost of the Project
(less the applicable deductible amount), (iii) to the extent commercially available, earthquake insurance in an
amount equal to the lesser of the outstanding principal amount of the Certificates or the replacement cost of the
Project; provided that no such earthquake insurance is required if the Risk Manager of the City files a written
recommendation annually with the Trustee that such insurance is not obtainable in reasonable amounts at
reasonable costs on the open market from reputable insurance companies, (iv) boiler and machinery insurance



with a property damage limit of not less than $5,000,000 per accident and (v) rental interruption insurance in an
amount not less than the aggregate Base Rental payable by the City pursuant to the Project Lease for a period of
at least 24 months (to be adjusted annually on or prior to October 1 to reflect the actual scheduled Base Rental
payments due under the Project Lease for the next succeeding 24 months) to insure against loss of rental income
from the Project caused by the perils covered by the insurance described in (ii) and (iii) above, and further
requires that the Project Lease be covered by title insurance. Upon the occurrence of an event giving rise to a
claim under the coverage described in (ii) or (iv) of such insurance policy, if the total amount of coverage was
less than the total aggregate principal amount of the Certificates outstanding, no assurance can be given that the
Trustee would have sufficient moneys available either to prepay all outstanding Certificates or to repair or
replace the Project.

In the event the City were to obtain the earthquake insurance described in (iii) in the previous
paragraph, upon the occurrence of an event giving rise to a claim under such earthquake coverage, if any, if the
total amount of coverage was less than the total aggregate principal amount of the Certificates outstanding, no
assurance can be given that the Trustee would have sufficient moneys available either to prepay all outstanding
Certificates or to repair or replace the Project. The City has not obtained earthquake insurance for any of the
facilities it owns or leases during the last ten years because in all instances in which the financing documents
related to a facility would otherwise require the City to obtain earthquake insurance, the Risk Manager has made
the certification described in (iii) in the previous paragraph or a similar certification in each of the past ten years.
See “CERTAIN RISK FACTORS-SEISMIC RISKS.”

The Project Lease also requires the City to deliver to the Trustee, on the date of execution and delivery
of the 2004 Certificates, evidence of the commitment of a title insurance company to issue a CLTA or ALTA
policy of title insurance in an amount at least equal to the initial aggregate principal amount of the 2004
Certificates, showing a leasehold in interest in the Project in the name of the Trustee and the City, for the benefit
of the Owners of the 2004 Certificates. See “APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-THE PROJECT LEASE-INSURANCE.”

The Project Lease permits the City to adopt alternative risk management programs meeting the terms
and conditions of the Project Lease to insure against any of the risks required to be insured against under the
Project Lease, including a program of self-insurance (other than rental interruption insurance and title
insurance).

Application of Insurance Proceeds

Under the Trust Agreement, upon the damage or destruction of the Project or any portion thereof, the
City is to make an election either to prepay the Certificates or to repair or replace the Project or affected portion
thereof in accordance with the provisions of the Project Lease. See “APPENDIX D-SUMMARY OF CERTAIN
PROVISIONS OF THE TRUST AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-THE TRUST
AGREEMENT-APPLICATION OF INSURANCE PROCEEDS.”

Eminent Domain

If all of the Project or so much of the Project as to render the remainder thereof unusable for the City’s
purposes under the Project Lease is taken under the power of eminent domain, the Project Lease will terminate
and the proceeds of any condemnation award will be paid to the Trustee for application to the prepayment of
Certificates; provided, however, that the City at its sole option may apply any proceeds of a condemnation award
to the replacement of the condemned portion of the Project.

If less than a substantial portion of the Project is taken under the power of eminent domain, and the
remainder is useable for the City’s purposes, the Project Lease will continue in full force and effect as to the



remaining portions of the Project, subject to its rental abatement provisions. The remaining proceeds of any
condemnation award for less than a substantial portion of the Project will be paid to the Trustee for application
to the replacement of the portion of the Project taken or to the partial prepayment of Certificates. No assurance
can be given that such proceeds of a condemnation award will be sufficient either to replace the portion of the
Project taken or to prepay Certificates representing principal in an amount at least equal to the amount required
so that Base Rental payments will be sufficient to pay the principal and interest represented by the remaining
Certificates when due. See “APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT, THE
PROJECT LEASE AND THE PROPERTY LEASE-THE TRUST AGREEMENT-EMINENT DOMAIN” and “APPENDIX D-
SUMMARY OF CERTAIN PROVISIONS OF THE TRUST AGREEMENT, THE PROJECT LEASE AND THE PROPERTY
LEASE-THE PROJECT LEASE-EMINENT DOMAIN”.

Addition, Release and Substitution of the Project

If no event of default under the Project Lease has occurred and is then continuing, the Project Lease
permits the City with the consent of Trustee and the Certificate Insurer to amend the Project Lease to release any
portion of the Project or to add other property and improvements to the Project or to substitute other property for
all or any portion of the Project provided the City complies with the provisions of the Project Lease requiring,
among other items, that the City deliver to the Trustee and the Rating Agencies: (i) a certificate of a City
Representative stating that the annual fair rental value of the property which will constitute the Project after such
addition, release or substitution will be at least equal to 100% of the maximum amount of Base Rental payments
becoming due in the then current Lease Year or in any subsequent Lease Year, (ii) a fair market appraisal from
the Director of Property of the City setting forth the annual fair rental value and the fair replacement value of the
property which will constitute the Project or any portion thereof after such addition, release or substitution and
evidencing that such fair replacement value is equal to or greater than the principal amount of the Certificates
then outstanding, (iii) a certificate of a City Representative stating that the useful life of the project constituting
the Project after such addition, release or substitution meets or exceeds the remaining term of the Certificates
and (iv) an opinion of Independent Counsel that such modification will not cause the interest component of the
Base Rental payments relating to the Certificates to be included in gross income for federal income tax purposes
or subject to State personal income tax. See “APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-THE PROJECT LEASE-ADDITION, RELEASE AND
SUBSTITUTION.”

City Budget and Finances

For a discussion of the budget and finances of the City, see “APPENDIX A-CITY AND COUNTY OF SAN
FRANCISCO-ORGANIZATION AND FINANCES-CITY BUDGET AND FINANCES” and “APPENDIX C- EXCERPTS
FROM COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY AND COUNTY OF SAN FRANCISCO FOR THE
FISCAL YEAR ENDED JUNE 30, 2003.”

Investment Policy

For a discussion of the City’s investment policy regarding pooled cash, see “APPENDIX A-CITY AND
COUNTY OF SAN FRANCISCO-ORGANIZATION AND FINANCES-INVESTMENT POLICY.”

Replacement, Maintenance and Repairs

The Project Lease requires the City, at its own expense and as determined and specified by the Director
of Property of the City, to maintain or cause to be maintained the Project in good order, condition and repair
during the term of the Project Lease. The Trust Agreement requires that if the Project or any portion thereof is
damaged or destroyed, the City must elect either to prepay the Certificates or replace or repair the affected
portion of the Project in accordance with the Project Lease. Under the Project Lease, the City must replace any



portion of the Project that is destroyed or damaged to such an extent that there is substantial interference with its
right to the use and occupancy of the Project or any portion thereof that would result in an abatement of Rental
Payments or any portion thereof pursuant to the Project Lease; provided, however, that the City is not required
to repair, substitute or replace any such portion of the Project if insurance proceeds or other legally available
funds available to the Trustee are sufficient to prepay: (i) all of the Certificates outstanding and to pay all other
amounts due under the Project Lease and under the Trust Agreement or (ii) any portion of the Certificates such
that the resulting Rental Payments payable in any Project Lease Year following such partial prepayment are
sufficient to pay in the then current and any future Project Lease Year the principal and interest with respect to
all Certificates to remain outstanding and all other amounts due under the Project Lease and under the Trust
Agreement to the extent they are due and payable in such Project Lease Year. See “APPENDIX D-SUMMARY OF
CERTAIN PROVISIONS OF THE TRUST AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-THE
PROJECT LEASE- REPLACEMENT, MAINTENANCE AND REPAIRS.” No assurance can be given that in the event
that any portion of the Project is destroyed or damaged to such an extent that there is substantial interference
with the right of the City to the use or occupancy of the Project or any portion thereof that would result in an
abatement of Rental Payments or any portion thereof, there will be sufficient insurance or condemnation
proceeds or other legally available funds to repair, substitute or replace any such portion of the Project or to
prepay any of the Certificates.

2004 CERTIFICATE INSURANCE
MBIA Insurance Corporation Insurance Policy

The following information has been furnished by MBIA Insurance Corporation (the “2004 Insurer”) for
use in this Official Statement. Reference is made to Appendix H for a specimen of the 2004 Insurer’s policy.

The 2004 Insurer’s policy unconditionally and irrevocably guarantees the full and complete payment
required to be made by or on behalf of the City or the Trustee or its successor of an amount equal to (i) the
principal of (either at the stated maturity or by an advancement of maturity pursuant to a mandatory sinking fund
payment) and interest on, the 2004 Certificates as such payments shall become due but shall not be so paid
(except that in the event of any acceleration of the due date of such principal by reason of mandatory or optional
redemption or acceleration resulting from default or otherwise, other than any advancement of maturity pursuant
to a mandatory sinking fund payment, the payments guaranteed by the 2004 Insurer’s policy shall be made in
such amounts and at such times as such payments of principal would have been due had there not been any such
acceleration); and (ii) the reimbursement of any such payment which is subsequently recovered from any owner
of the 2004 Certificates pursuant to a final judgment by a court of competent jurisdiction that such payment
constitutes an avoidable preference to such owner within the meaning of any applicable bankruptcy law (a
"Preference").

The 2004 Insurer’s policy does not insure against loss of any prepayment premium which may at any
time be payable with respect to any 2004 Certificates. The 2004 Insurer’s policy does not, under any
circumstance, insure against loss relating to: (i) optional or mandatory redemptions (other than mandatory
sinking fund redemptions); (ii) any payments to be made on an accelerated basis; (iii) payments of the purchase
price of 2004 Certificates upon tender by an owner thereof; or (iv) any Preference relating to (i) through (iii)
above. The 2004 Insurer’s policy also does not insure against nonpayment of principal of or interest on the
2004 Certificates resulting from the insolvency, negligence or any other act or omission of the Trustee or any
other paying agent for the 2004 Certificates.

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by
registered or certified mail, or upon receipt of written notice by registered or certified mail, by the 2004 Insurer



from the Trustee or any owner of a 2004 Certificate the payment of an insured amount for which is then due,
that such required payment has not been made, the 2004 Insurer on the due date of such payment or within one
business day after receipt of notice of such nonpayment, whichever is later, will make a deposit of funds, in an
account with U.S. Bank Trust National Association, in New York, New York, or its successor, sufficient for the
payment of any such insured amounts which are then due. Upon presentment and surrender of such 2004
Certificates or presentment of such other proof of ownership of the 2004 Certificates, together with any
appropriate instruments of assignment to evidence the assignment of the insured amounts due on the 2004
Certificates as are paid by the 2004 Insurer, and appropriate instruments to effect the appointment of the 2004
Insurer as agent for such owners of the 2004 Certificates in any legal proceeding related to payment of insured
amounts on the 2004 Certificates, such instruments being in a form satisfactory to U.S. Bank Trust National
Association, U.S. Bank Trust National Association shall disburse to such owners or the Trustee payment of the
insured amounts due on such 2004 Certificates, less any amount held by the Trustee for the payment of such
insured amounts and legally available therefor.

2004 Insurer

MBIA Insurance Corporation (the “2004 Insurer” or “MBIA”) is the principal operating subsidiary of
MBIA Inc., a New York Stock Exchange listed company (the “Company”). The Company is not obligated to
pay the debts of or claims against MBIA. MBIA is domiciled in the State of New York and licensed to do
business in and subject to regulation under the laws of all 50 states, the District of Columbia, the
Commonwealth of Puerto Rico, the Commonwealth of the Northern Mariana Islands, the Virgin Islands of the
United States and the Territory of Guam. MBIA has three branches, one in the Republic of France, one in the
Republic of Singapore and one in the Kingdom of Spain. New York has laws prescribing minimum capital
requirements, limiting classes and concentrations of investments and requiring the approval of policy rates and
forms. State laws also regulate the amount of both the aggregate and individual risks that may be insured, the
payment of dividends by MBIA, changes in control and transactions among affiliates. Additionally, MBIA is
required to maintain contingency reserves on its liabilities in certain amounts and for certain periods of time.

MBIA does not accept any responsibility for the accuracy or completeness of this Official Statement or
any information or disclosure contained herein, or omitted herefrom, other than with respect to the accuracy of
the information regarding the policy and MBIA set forth under the heading ‘“2004 CERTIFICATE
INSURANCE.” Additionally, MBIA makes no representation regarding the 2004 Certificates or the advisability
of investing in the 2004 Certificates.

MBIA Information

The following documents filed by the Company with the Securities and Exchange Commission (the
“SEC”) are incorporated herein by reference:

(1) The Company’s Annual Report on Form 10-K for the year ended December 31, 2003; and
2) The Company’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2004.

Any documents filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the Exchange
Act of 1934, as amended, after the date of this Official Statement and prior to the termination of the offering of
the 2004 Certificates offered hereby shall be deemed to be incorporated by reference in this Official Statement
and to be a part hereof. Any statement contained in a document incorporated or deemed to be incorporated by
reference herein, or contained in this Official Statement, shall be deemed to be modified or superseded for
purposes of this Official Statement to the extent that a statement contained herein or in any other subsequently
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filed document which also is or is deemed to be incorporated by reference herein modifies or supersedes such
statement. Any such statement so modified or superseded shall not be deemed, except as so modified or
superseded, to constitute a part of this Official Statement.

The Company files annual, quarterly and special reports, information statements and other information
with the SEC under File No. 1-9583. Copies of the SEC filings (including (1) the Company’s Annual Report
on Form 10-K for the year ended December 31, 2003, and (2) the Company’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2004) are available (i) over the Internet at the SEC’s web site at
http://www.sec.gov; (ii) at the SEC’s public reference room in Washington D.C.; (iii) over the Internet at the
Company’s web site at http://www.mbia.com; and (iv) at no cost, upon request to MBIA Insurance
Corporation, 113 King Street, Armonk, New York 10504. The telephone number of MBIA is (914) 273-4545.

As of December 31, 2003, MBIA had admitted assets of $9.9 billion (audited), total liabilities of $6.2
billion (audited), and total capital and surplus of $3.7 billion (audited) determined in accordance with statutory
accounting practices prescribed or permitted by insurance regulatory authorities. As of March 31,2004 MBIA
had admitted assets of $10.3 billion (unaudited), total liabilities of $6.5 billion (unaudited), and total capital and
surplus of $3.8 billion (unaudited) determined in accordance with statutory accounting practices prescribed or
permitted by insurance regulatory authorities.

Financial Strength Ratings of MBIA
Moody's Investors Service, Inc. rates the financial strength of MBIA “Aaa.”

Standard & Poor's, a division of The McGraw-Hill Companies, Inc. rates the financial strength of
MBIA “AAA.”

Fitch Ratings rates the financial strength of MBIA “AAA.”

Each rating of MBIA should be evaluated independently. The ratings reflect the respective rating
agency's current assessment of the creditworthiness of MBIA and its ability to pay claims on its policies of
insurance. Any further explanation as to the significance of the above ratings may be obtained only from the
applicable rating agency.

The above ratings are not recommendations to buy, sell or hold the 2004 Certificates, and such ratings
may be 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 2004 Certificates.
MBIA does not guaranty the market price of the 2004 Certificates nor does it guaranty that the ratings on the
2004 Certificates will not be revised or withdrawn.

In the event the 2004 Insurer were to become insolvent, any claims arising under a policy of financial
guaranty insurance are excluded from coverage by the California Insurance Guaranty Association, established
pursuant to Article 14.2 (commencing with Section 1063) of Chapter 1 of Part 2 of Division 1 of the California
Insurance Code.

PLAN OF FINANCE
The 2004 Certificates are being sold to provide funds to: (i) refinance an existing City courthouse

building located at 400 McAllister in the City by refunding in whole the Refunded Certificates executed and
delivered to finance the construction, furnishing and equipping of said building, $40,635,000 of which are
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currently outstanding, and (ii) pay costs of issuance of the 2004 Certificates (including premiums for the 2004
Insurer’s policy and for the Credit Facility to be credited to the Reserve Fund established under the Trust
Agreement). The Project will be subleased by the Trustee from the City pursuant to the Property Lease, and
subleased back to the City pursuant to the Project Lease. See “THE PROJECT” herein.

Upon the execution and delivery of the 2004 Certificates to the original purchasers thereof, proceeds of
the sale of the 2004 Certificates, together with certain other moneys, will be deposited with BNY Western Trust
Company, as escrow agent (the “Escrow Agent”), pursuant to an Escrow Agreement, dated as of July 1, 2004
(the “Escrow Agreement”), between the City and the Escrow Agent, to be invested in Eligible Securities and
held pending application thereof to the payment at maturity or prepayment of the Refunded Certificates, as
described in the following table:

Refunded Certificates
Maturity or Maturity or Principal Amount
Maturity Prepayment Date Prepayment to Be Paid or CUSIP No.*
(April 1) (April 1) Price Prepaid 79765D
2005 2005 100% $1,975,000 LC2
2006 2005 102 2,080,000 LDO
2007 2005 102 2,185,000 LES
2008 2005 102 2,300,000 LF5
2009 2005 102 2,425,000 LG3
2010 2005 102 2,555,000 LH1
2011 2005 102 2,695,000 L17
2016 2005 102 15,905,000 LN8
2021 2005 102 8,515,000 LP3

* CUSIP numbers are provided for convenience of reference only. Neither the City nor the Underwriter assumes any
responsibility for the accuracy of such numbers.

For information on mathematical verification of the sufficiency of scheduled payments with respect to
such obligations and other moneys held pursuant to the Escrow Agreement to make such payments, see
“VERIFICATION OF MATHEMATICAL COMPUTATIONS”.

SOURCES AND USES OF FUNDS

The proceeds of the sale of the 2004 Certificates and certain other moneys will be applied as follows:

Sources of Funds:

2004 Certificates Principal Amount $39,350,000.00
Original Issue Premium 523,147.00
Amounts Related to Refunded Certificates 4.245,659.57

Total Sources $44,118,806.57

Uses of Funds:

Deposit to Escrow Fund $43,146,182.06
Underwriter’s Discount 268,273.35
Costs of Issuance” 704.351.16

Total Uses $44.,118.806.57

" Includes fees and costs of the City, Co-Special Counsel, Co-Financial Advisors, Trustee, printing costs, 2004
Certificate insurance premium, Reserve Fund surety bond premium and other miscellaneous costs of issuance.
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BASE RENTAL PAYMENT SCHEDULE

The Project Lease requires the City to make Base Rental payments in arrears on each March 15 and
September 15, in payment for the use and occupancy of the Project during the term of the Project Lease.

The Trust Agreement requires that Base Rental payments be deposited in the Base Rental Fund
maintained by the Trustee. Pursuant to the Trust Agreement, on April 1 and October 1 of each year, the Trustee
will apply such amounts in the Base Rental Fund as are necessary to make principal and interest payments with
respect to the Certificates as the same shall become due and payable, as shown in the following table.

Interest
Payment
Date

October 1, 2004
April 1, 2005
October 1, 2005
April 1, 2006
October 1, 2006
April 1, 2007
October 1, 2007
April 1, 2008
October 1, 2008
April 1, 2009
October 1, 2009
April 1,2010
October 1, 2010
April 1,2011
October 1, 2011
April 1,2012
October 1, 2012
April 1, 2013
October 1, 2013
April 1,2014
October 1, 2014
April 1, 2015
October 1, 2015
April 1, 2016
October 1, 2016
April 1, 2017
October 1, 2017
April 1, 2018
October 1, 2018
April 1, 2019
October 1, 2019
April 1, 2020
October 1, 2020
April 1, 2021

2004
Certificates

Principal

$2,6é6,000
2,76_(_),000
2,84;,000
2,93_(_),000
3,03_(_),000
3,1 5_;,000
3,28_(_),000
3,41_(_),000
3,55_(_),000
3,69_(_),000
1,67_(_),000
1,74_(-),000
1.8 1_5,000
1,89-5,000

900,000

Debt Service Schedule
2004 2004
Certificates Certificates
Interest Debt Service

$1,016,749.13

2004
Certificates
Fiscal Year

Debt Service

2001
Certificates
Debt Service

Total
Fiscal Year
Debt Service

$1,016,749.13

753,147.50 753,147.50
753,147.50 753,147.50
753,147.50 753,147.50
753,147.50 3,433,147.50
712,947.50 712,947.50
712,947.50 3,472,947.50
671,547.50 671,547.50
671,547.50 3,516,547.50
628,872.50 628,872.50
628,872.50 3,558,872.50
577,597.50 577,597.50
577,597.50 3,607,597.50
516,997.50 516,997.50
516,997.50 3,671,997.50
453,897.50 453,897.50
453,897.50 3,733,897.50
388,297.50 388,297.50
388,297.50 3,798,297.50
320,097.50 320,097.50
320,097.50 3,870,097.50
249,097.50 249,097.50
249,097.50 3,939,097.50
175,297.50 175,297.50
175,297.50 1,845,297.50
140,227.50 140,227.50
140,227.50 1,880,227.50
102,817.50 102,817.50
102,817.50 1,917,817.50

62,887.50 62,887.50

62,887.50 1,957,887.50

20,250.00 20,250.00

20,250.00 920,250.00

THE PROJECT

$1,016_,_749.13
1,506-,-295.00
4,1 86-,-295.00
4,1 85-,-895.00
4,1 88-,-()95.00
4,1 87_,_745.00
4,1 85_,_1 95.00
4,1 88_,_995.00
4,1 87-,-795.00
4,1 86-,-595.00
4,1 9()_,_1 95.00
4,1 88_,_1 95.00
2,020_,_595.00
2,020-,-455.00
2,020-,-635.00
2,020-,-775.00

940,500.00

$304,877.50
1,149,877.50
287,977.50
1,162,977.50
270,477.50
1,175,477.50
252,377.50
1,207,377.50
233,277.50
1,228,277.50
213,377.50
1,208,377.50
192,233.75
1,227,233.75
170,240.00
1,250,240.00
146,615.00
1,281,615.00
121,077.50
1,301,077.50
93,937.50
1,323,937.50
65,032.50
1,355,032.50
33,750.00
1,383,750.00

$2,47 1_,-504. 13
2,957-,_250.00
5,632-,_250.00
5,645-,_650.00
5,649-,_650.00
5,609-,_500.00
5,604-,_662.50
5,609-,_475.00
5,616-,_()25.00
5,608-,_750.00
5,608-,_()70.00
5,608-,_260.00
3,438-,_()95.00
2,020-,-455.00
2,020-,-635.00
2,020-,-775.00

940,500.00

The Project consists of a courthouse building located in the City’s Civic Center at the corners of Polk
and McAllister Streets, which was completed in December 1997. The Project is a six-story building with
approximately 230,000 square feet of space, including 38 courtrooms and hearing rooms. The Project is the
forum for the hearing of all civil, small claims, family law, probate and juvenile dependency matters by the

City’s courts.
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CERTAIN RISK FACTORS

The following risk factors should be considered, along with all other information in this Official
Statement, by potential investors in evaluating the risks inherent in the purchase of the 2004 Certificates. No
assurance can be given that other risk factors will not become evident at any future time.

Project Lease Payments Not Debt of the City

The obligation of the City to make the Rental Payments does not constitute an obligation of the City for
which the City is obligated to levy or pledge any form of taxation or for which the City has levied or pledged
any form of taxation. The obligation of the City to make Rental Payments does not constitute a debt or
indebtedness of the City, the State or any of its political subdivisions within the meaning of any constitutional or
statutory debt limitation or restriction.

Subject to certain Charter restrictions, the City may incur other obligations which may constitute
additional charges against its revenues. To the extent that the City incurs additional obligations, the funds
available to make Rental Payments may decrease. The City is currently liable on other obligations payable from
general revenues. See “APPENDIX A-CITY AND COUNTY OF SAN FRANCISCO-ORGANIZATION AND FINANCES -
STATEMENT OF DIRECT AND OVERLAPPING DEBT AND LONG-TERM OBLIGATIONS,” and “-OTHER
AUTHORIZED AND UNISSUED LONG-TERM OBLIGATIONS.” See also “APPENDIX C-EXCERPTS FROM
COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY AND COUNTY OF SAN FRANCISCO FOR THE FISCAL
YEAR ENDED JUNE 30, 2003.”

Abatement

The obligation of the City under the Project Lease to make Base Rental payments is in consideration for
the use and right of occupancy of the Project. The obligation of the City to make Base Rental payments may be
abated in whole or in part if the City does not have full use and right of occupancy of the Project, and if the
Project then available for beneficial use and occupancy by the City has an aggregate fair rental value less than
the amount of the applicable Base Rental payments.

If Base Rental payments are abated, no assurance can be given that moneys on deposit in the Base
Rental Fund and the Reserve Fund or that the proceeds of rental interruption insurance will be sufficient to pay
the debt service with respect to the Certificates. In addition, even if such amounts are sufficient to make such
payments, moneys remaining in the Reserve Fund after such payments may be less than the Reserve
Requirement.

The amount of Base Rental payments due under the Project Lease will be abated during any period in
which by reason of damage, destruction, condemnation or title defect there is substantial interference with the
use and right of occupancy of the Project or any portion thereof. Such abatement will continue for the period
commencing with the date of such damage, destruction, condemnation or title defect and will end with the
restoration of the Project or any portion thereof to useable condition or correction of the title defect. Reserve
Fund moneys and the proceeds of rental interruption insurance may be used by the Trustee to make payments
with respect to the Certificates if Base Rental payments received by the Trustee are insufficient to pay principal
or interest on the Certificates as such amounts become due. If damage, destruction, condemnation or title
defect with respect to the Project or any portion thereof results in abatement of Base Rental payments
and the resulting Base Rental payments, together with moneys in the Reserve Fund and the proceeds of
any rental interruption insurance, are insufficient to make all payments with respect to the Certificates
during the period that the Project, or portion thereof, is being restored, then such payments may not be
made and no remedy is available to the Trustee or the Owners under the Project Lease or the Trust
Agreement for nonpayment under such circumstances. Failure to pay principal, premium, if any, or
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interest represented by, the Certificates as a result of abatement of the City’s obligation to make Rental
Payments under the Project Lease is not an event of default under the Trust Agreement or the Project
Lease.

Notwithstanding the provisions of the Project Lease and the Trust Agreement specifying the extent of
abatement in the event of the City’s failure to have use and possession of the Project, such provisions may be
superseded by operation of law, and, in such event, the resulting Base Rental payments of the City may not be
sufficient to pay all of the remaining principal and interest represented by the Certificates.

Limited Recourse on Default; Reletting of the Project

The enforcement of any remedies provided for in the Project Lease and in the Trust Agreement could
prove to be both expensive and time consuming. Although the Project Lease and the Trust Agreement provide
that if there is a default by the City, the Trustee may take possession of and relet the Project, no assurance can be
given that the amounts received from such reletting would be sufficient to pay the principal and interest
represented by the Certificates when due. In addition, the Trust Agreement provides that no remedies such as
reletting may be exercised so as to cause the interest component of the Certificates to be includable in gross
income for federal income tax purposes or subject to State personal income taxes.

The Project Lease provides that any remedies on default shall be exercised by the Trustee, as agent and
for the account of the City. Upon the occurrence and continuance of the City’s failure to deposit with the
Trustee any Base Rental or Additional Rental payments when due, or if the City breaches any other terms,
covenants, conditions or agreements contained in the Project Lease (and does not remedy such breach within 60
days notice thereof or, if such breach cannot be remedied within such 60-day period, the City fails to take
corrective action within such 60-day period and diligently pursue the same to completion), the Trustee may
proceed (and, upon written request of the Owners of not less than a majority in aggregate principal amount of
each series of the Certificates then outstanding, shall proceed), without any further notice: (i) to reenter the
Project and without terminating the Project Lease, relet the Project as the agent and for the account of the City
upon such terms and conditions as the Trustee may deem advisable or (ii) to enforce all of its rights and
remedies under the Project Lease, including the right to recover Base Rental payments as they become due, by
pursuing any remedy available in law or in equity.

In addition to the limitations on remedies contained in the Project Lease and the Trust Agreement, the
rights and remedies provided in those documents may be limited by and are subject to provisions of federal
bankruptcy laws, as now or hereafter enacted, and to other laws or equitable principles that may affect creditors’
rights.

Reserve Fund

At the time of execution and delivery of the 2004 Certificates, the Reserve Fund will be funded with
certain securities and with the Credit Facility in an amount equal to the Reserve Requirement, which as of the
date of delivery is equal to $5,396,555. In the event of abatement or default, the amounts on deposit in such
Reserve Fund may be significantly less than the amount of Base Rental due with respect to the Certificates at the
time of abatement or default.

No Acceleration on Default
In the event of a default, there is no remedy of acceleration of the total Base Rental payments for the
term of the Project Lease. Any suit for money damages would be subject to the legal limitations on remedies

against cities and counties in the State of California, including a limitation on enforcement of judgments against
funds needed to serve the public welfare and interest.
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Release and Substitution of the Project

The Project Lease permits the release of portions of the Project or the substitution of other real property
for all or a portion of the Project. See “APPENDIX D-SUMMARY OF CERTAIN PROVISIONS OF THE TRUST
AGREEMENT, THE PROJECT LEASE AND THE PROPERTY LEASE-THE PROJECT LEASE-RELEASE AND
SUBSTITUTION.” Although the Project Lease requires that the substitute project have an annual fair rental value
upon becoming part of the Project equal to the maximum annual amount of the Base Rental payments remaining
due with respect to the Project being replaced, it does not require that such substitute project have an annual fair
rental value equal to the annual fair rental value at the time of replacement of the Project or portion thereof
being replaced. In addition, such replacement property could be located anywhere within the City’s boundaries.
Therefore, release or substitution of all or a portion of the Project could have an adverse effect on the security
for the Certificates.

Seismic Risks

The City is located in a seismically active region of California, which has experienced numerous
earthquakes with a magnitude of at least 6.0 and with epicenters within or near the San Francisco Bay Area.
The San Andreas Fault lies 7.5 miles west of the City, and the Hayward fault is approximately 11.5 miles to the
east of the City. The largest earthquake was the 1906 San Francisco earthquake along the San Andreas Fault
with an estimated magnitude of 8.2 on the Richter scale. The most recent significant earthquake was the
October 1989 Loma Prieta earthquake with a magnitude of 7.1 on the Richter scale and with an epicenter near
Santa Cruz, approximately 55 miles south of San Francisco. Numerous geological surveys indicate that because
of the proximity to the above active faults, there is a significant probability of another major earthquake in the
Bay Area of at least the magnitude of the Loma Prieta earthquake within the next 30 years. Therefore, a
significant earthquake in the vicinity of the Project is probable during the period the Certificates will be
outstanding.

The Lease requires earthquake insurance only to the extent it is obtainable in reasonable amounts at
reasonable costs on the open market from reputable insurance companies (see “SECURITY AND SOURCES
OF PAYMENT FOR THE CERTIFICATES-Insurance”). The City does not currently anticipate obtaining
earthquake insurance for the Project. In addition, in the event the Project was damaged or destroyed in an
earthquake, the rental interruption insurance would not provide coverage for any abatement of Base Rental.
Accordingly, the risk that the Project may be damaged or destroyed by an earthquake and that Base Rental
payments would consequently be abated in whole or in part should be considered. Further, an earthquake could
have a material adverse impact on the finances of the City, which in turn could impair the ability of the City to
make Base Rental payments under the Lease.

Risk Management and Insurance

The Project Lease obligates the City to maintain and keep in force various forms of insurance on the
Project for repair or replacement in the event of damage or destruction to the Project. The City is also required
to maintain rental interruption insurance. The Project Lease allows the City to insure against any or all risks,
except rental interruption and title defects, through an alternative risk management program such as self-
insurance. The City makes no representation as to the ability of any insurer to fulfill its obligations under any
insurance policy provided for in the Project Lease and no assurance can be given as to the adequacy of any such
insurance to fund necessary repair or replacement or to pay principal of and interest on the Certificates when
due.

The City employs a full-time Risk Manager, as well as safety and loss control professionals, for the
prevention and mitigation of property, liability and employee claims for injury or damage. The City has
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maintained a program of self-insurance for many years for the above types of claims, including annual
appropriations for self-insured losses and professional staff for investigation and legal defense of claims and
litigation.

Senate Bill 1732

Senate Bill 1732 (“SB 1732”), which was adopted by the State Legislature in 2002, requires the State of
California (the “State”) to assume full responsibility for all the State's court facilities, including superior courts
of each county, such as the Courthouse, and caps each county's contribution for court facility maintenance at a
certain level payable by such county to the State (the “County Contribution”). The State will enter into
agreements to take title and/or responsibility for each county's court facilities on a building by building basis
between July 1, 2004 and June 30, 2007 (the “MOUs”), subject to certain exceptions for deficient facilities,
shared-use facilities, historical facilities, encumbered facilities or facilities subject to bonded indebtedness.
Subject to certain provisions of SB 1732 (including two provisions summarized below), once responsibility for
court facilities are transferred to the State, the county will no longer be obligated to fund or maintain court
facilities (except for the County Contribution), will transfer certain county funds dedicated to courthouse
facilities to the State and will no longer be authorized to charge certain fines and fees to generate revenues for
the construction of courthouse facilities.

Pursuant to SB 1732, title to facilities that are subject to bonded indebtedness, which would include
the Certificates, will remain with the county until the bonded indebtedness is paid in full. In such a case, the
county will be responsible to continue to make debt service payments on the bonded indebtedness and the
county will retain the revenue sources used to pay such bonded indebtedness.

SB 1732 also provides that, if the county and the State agree, the county may transfer the title of court
facilities subject to bonded indebtedness and the revenue source supporting such indebtedness to the State and
the State will make the debt service payments (up to the amount of revenue received). If the debt service
exceeds the amount the State receives from the revenue source, the county is required to pay the remainder of
the debt service.

The City has not yet entered into any MOUs with the State for the transfer of title and/or responsibility
for any of the County's court facilities to the State, including the Courthouse although negotiations with the State
are ongoing. The City cannot predict the terms of the MOUs or on what date they will be finalized. If the City
transfers title and/or responsibility for any court facilities to the State, the County's authority to collect fees and
penalties may be reduced to the extent not needed to pay debt service on the 2004 Certificates or other bonded
indebtedness.

State Law Limitations on Appropriations

Article XIII B of the California Constitution limits the amount that local governments can appropriate
annually. The ability of the City to make Base Rental payments may be affected if the City should exceed its
appropriations limit. The State may increase the appropriation limit of counties in the State by decreasing the
State’s own appropriation limit. The City does not anticipate exceeding its appropriations limit in the
foreseeable future. See “CONSTITUTIONAL AND STATUTORY TAX LIMITATIONS-ARTICLE XIII B OF THE
CALIFORNIA CONSTITUTION.”
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Change in Law

No assurance can be given that the State or the City electorate will not at some future time adopt
initiatives or that the State Legislature or the City’s Board of Supervisors will not enact legislation that will
amend the laws of the State or the City, respectively, in a manner that could result in a reduction of the City’s
general fund revenues and therefore a reduction of the funds legally available to the City to make Base Rental
payments. See, for example, “CONSTITUTIONAL AND STATUTORY TAX LIMITATIONS- B ARTICLES XIII C AND
XII D OF THE CALIFORNIA CONSTITUTION.”

State Budget

Revenues from the State represent approximately 25% of the City’s General Fund budget. Therefore,
the State’s balancing of its own budget could have an adverse impact on the City, which could materially
adversely affect the City’s revenues. See “APPENDIX A-CITY AND COUNTY OF SAN FRANCISCO-
ORGANIZATION AND FINANCES —IMPACT OF STATE BUDGET.”

CONSTITUTIONAL AND STATUTORY TAX LIMITATIONS

Several constitutional and statutory limitations on taxes, revenues and expenditures exist under State
law which limits the ability of the City to impose and increase taxes and other revenue sources and to spend
such revenues, and which, under certain circumstances, would permit existing revenue sources of the City to be
reduced by vote of the City electorate. These constitutional and statutory limitations, and future limitations, if
enacted, could potentially have an adverse impact on the City’s general finances and its ability to raise revenue,
or maintain existing revenue sources, in the future. A summary of the currently effective limitations is set forth
below.

Article XIII A of the California Constitution

Article XIIT A of the State Constitution, known as Proposition 13, was approved by California voters in
June 1978. It limits the amount of ad valorem tax on real property to 1% of “full cash value,” as determined by
the county assessor. Article XIII A defines “full cash 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 when purchased, newly constructed or a change in ownership has occurred after the 1975 assessment
period. Furthermore, all real property valuation may be increased to reflect the inflation rate, as shown by the
consumer price index, in an amount not to exceed 2% per year, or may be reduced in the event of declining
property values caused by damage, destruction or other factors. Article XIII A provides that the 1% limitation
does not apply to ad valorem taxes to pay interest or redemption charges on (1) indebtedness approved by the
voters prior to July 1, 1978, (2) any 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, or (3)
bonded indebtedness incurred by a school district or community college district for the construction,
reconstruction, rehabilitation or replacement of school facilities or the acquisition or lease of real property for
school facilities, approved by 55% of the voters of the district, but only if certain accountability measures are
included in the proposition.

Section 51 of the Revenue and Taxation Code permits county assessors who have reduced the assessed
valuation of a property as a result of natural disasters, economic downturns or other factors, to subsequently
“recapture” such value (up to the pre-decline value of the property) at an annual rate higher than 2%, depending
on the assessor’s measure of the restoration of value of the damaged property. The constitutionality of this
procedure was challenged in a lawsuit brought in the Orange County Superior Court entitled County of Orange
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v. Orange County Assessment Appeals Board No. 3 (Case No. 00CC0338S5 in files of that court) and in similar
lawsuits brought in other counties, on the basis that the decrease in assessed value creates a new “base year
value” for purposes of Proposition 13 and that subsequent increases in the assessed value of a property by more
than 2% in a single year violate Article XIII A. In 2001, the Orange County Superior Court issued an order
declaring the recapture practice to be unconstitutional as applied to the plaintiff taxpayer. In December 2002,
the Superior Court certified the case as a class action, affecting all Orange County taxpayers subject to
assessment recapture. The court’s final judgment in favor of the taxpayers was released April 18, 2003 and
Orange County appealed. On March 26, 2004, the Court of Appeal held that the trial court erred in ruling that
assessed value determinations are always limited to no more than 2% of the previous year’s assessed value and
reversed the judgment of the trial court. That ruling has been appealed to the California State Supreme Court,
although the Supreme Court has not yet determined whether to hear the appeal. The City is unable to predict the
outcome of this litigation and what effect, if any, it might have on assessed values in the City and on the City’s
property tax revenues.

Since its adoption, Article XIII A has been amended a number of times. These amendments have
created a number of exceptions to the requirement that property be assessed when purchased, newly constructed
or a change in ownership has occurred. These exceptions include certain transfers of real property between
family members, certain purchases of replacement dwellings for persons over age 55 and by property owners
whose original property has been destroyed in a declared disaster and certain improvements to accommodate
disabled persons and for seismic upgrades to property. These amendments have resulted in marginal reductions
in the property tax revenues of the City.

Both the California State Supreme Court and the United States Supreme Court have upheld the validity
of Article XIII A.

Article XIII B of the California Constitution

Article XIII B of the California Constitution limits the annual appropriations from the proceeds of taxes
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 for changes in the cost of living, population and services
rendered by the governmental entity. However, no limit is imposed on the appropriation of local revenues and
taxes to pay debt service on bonds existing or authorized by January 1, 1979, or subsequently authorized by the
voters. Article XIII B includes a requirement that if an entity’s revenues in any year exceed the amount
permitted to be spent, the excess would have to be returned by revising tax or fee schedules over the next two
years.

See “APPENDIX C-EXCERPTS FROM COMPREHENSIVE ANNUAL FINANCIAL REPORT OF
THE CITY AND COUNTY OF SAN FRANCISCO FOR THE YEAR ENDED JUNE 30, 2003” for
information on the City’s appropriations limit.

Articles XIII C and XIII D of the California Constitution

Proposition 218, approved by the voters of the State in 1996, added Articles XIII C and XIII D to the
State Constitution, which affect the ability of local governments, including charter cities such as the City, to levy
and collect both existing and future taxes, assessments, fees and charges. Proposition 218 does not affect the
levy and collection of taxes on voter-approved debt, once such debt has been approved by the voters. However,
Proposition 218 affects the City’s finances in other ways. Article XIII C requires that all new local taxes be
submitted to the electorate for approval before such taxes become effective. Under Proposition 218, the City
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can only continue to collect taxes that were imposed after January 1, 1995 if voters subsequently approved such
taxes by November 6, 1998. All of the City’s local taxes subject to such approval either have been reauthorized
in accordance with Proposition 218 or discontinued. The voter approval requirements of Article XIII C reduce
the City’s flexibility to deal with fiscal problems by raising revenue through new, extended or increased taxes.
No assurance can be given that the City will be able to raise taxes in the future to meet increased expenditure
requirements.

In addition, Article XIII C addresses the initiative power in matters of local taxes, assessments, fees and
charges. Pursuant to Article XIII C, the voters of the City could, by initiative, repeal, reduce or limit any
existing or future local tax, assessment, fee or charge, subject to certain limitations imposed by the courts and
additional limitations with respect to taxes levied to repay bonds. The City raises a substantial portion of its
revenues from various local taxes which are not levied to repay bonded indebtedness and which could be
reduced by initiative under Article XIII C. No assurance can be given that the voters of the City will not
approve initiatives that repeal, reduce or prohibit the imposition or increase of local taxes, assessments, fees or
charges. See “APPENDIX A-CITY AND COUNTY OF SAN FRANCISCO-ORGANIZATION AND
FINANCES-Other City Tax Revenues” for a discussion of other City taxes that could be affected by
Proposition 218.

Article XIII D contains several provisions making it generally more difficult for local agencies, such as
the City, to levy and maintain “assessments” (as defined in Article XIII D) for local services and programs. The
City cannot predict the future impact of Proposition 218 on the finances of the City, and no assurance can be
given that Proposition 218 will not have a material adverse impact on the City’s revenues.

Statutory Limitations

On November 4, 1986, California voters adopted Proposition 62, an initiative statute that, among other
matters, requires (i) that any new or increased general purpose tax be approved by a two-thirds vote of the local
governmental entity’s legislative body and by a majority vote of the voters, and (ii) that any new or increased
special purpose tax be approved by a two-thirds vote of the voters.

Following the adoption of Proposition 62, some courts held that the voter approval requirement for local
taxes was unlawful. In Santa Clara County Local Transportation Authority v. Guardino, 11 Cal. 4th 220
(1995) (the “Santa Clara decision”), the California Supreme Court overruled these decisions. The Court upheld
a Court of Appeal decision invalidating a one-half cent countywide sales tax for transportation purposes levied
by a local transportation authority. The Supreme Court based its decision on the failure of the authority to
obtain a two-thirds vote for the levy of a “special tax” as required by Proposition 62. The Santa Clara decision
did not address the question of whether it should be applied retroactively. In McBrearty v. City of Brawley
(1997) 59 Cal. App. 4" 1441, the Fourth District Court of Appeal concluded that the Santa Clara decision is to
be applied retroactively to require voter approval of taxes enacted after the adoption of Proposition 62 but before
the Santa Clara decision.

The Santa Clara decision also did not decide, and the California Supreme Court has not otherwise
decided, whether Proposition 62 applies to charter cities. The City is a charter city. Cases decided by the
California Court of Appeals have held that the voter approval requirements of Proposition 62 do not apply to
certain taxes imposed by charter cities. See, Fielder v. City of Los Angeles (1993) 14 Cal. App. 4™ 137 and
Fisher v. County of Alameda (1993) 20 Cal. App. 4™ 120.

Proposition 62 as an initiative statute does not have the same level of authority as a constitutional
initiative, but is analogous to legislation adopted by the State Legislature, except that it may be amended only by
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a vote of the State’s electorate. Since it is a statute, it is subordinate to the authority of charter cities, derived
from the state constitution, to impose taxes. Proposition 218, however, incorporates the voter approval
requirements initially imposed by Proposition 62 into the State Constitution. For a discussion of taxes affected
by Proposition 218 see “Articles XIII C and XIII D of the California Constitution” above.

Even if a court were to conclude that Proposition 62 applies to charter cities, San Francisco’s exposure
would be insignificant. The effective date of Proposition 62 was November 1986. Proposition 62 contains
provisions that apply to taxes imposed on or after August 1, 1985. Since August 1, 1985, the City has collected
taxes on businesses, hotel occupancy, utility use, parking, property transfer, stadium admissions and vehicle
rentals. Only the hotel and stadium admissions taxes have been increased since that date. The increases in these
taxes were ratified by the voters on November 3, 1998 pursuant to a requirement in Proposition 218. With the
exception of the vehicle rental tax, the City continues to collect all of the taxes listed above. Since these
remaining taxes were adopted prior to August 1, 1985, and have not been increased, these taxes would not be
subject to Proposition 62 even if Proposition 62 applied to a charter city. See “APPENDIX A-CITY AND
COUNTY OF SAN FRANCISCO-ORGANIZATION AND FINANCES — Other City Tax Revenues.”

Future Initiatives

Articles XIII A, XIII B, XIII C and XIII D and Proposition 62 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 revenues of the City or the City’s ability to expend revenues. The nature and
impact of these measures cannot be anticipated by the City.

THE CITY

The Certificates are payable solely from Base Rental payments made by the City pursuant to the
Project Lease and amounts held in the Reserve Fund and the Base Rental Fund established pursuant to
the Trust Agreement, subject to the provisions of the Trust Agreement permitting the application of such
amounts for the purposes and on the terms and conditions set forth in the Trust Agreement. The City
shall be obligated to make Rental Payments subject to the terms of the Project Lease, and neither the
City nor any of its officers shall incur any liability or any other obligation with respect to the execution
and delivery of the Certificates.

For further information about the City, see “APPENDIX A-CITY AND COUNTY OF SAN FRANCISCO-
ORGANIZATION AND FINANCES”, “APPENDIX B-CITY AND COUNTY OF SAN FRANCISCO-ECONOMY AND
GENERAL INFORMATION” and “APPENDIX C-EXCERPTS FROM COMPREHENSIVE ANNUAL FINANCIAL REPORT
OF THE CITY AND COUNTY OF SAN FRANCISCO FOR THE FISCAL YEAR ENDED JUNE 30, 2003.”

TAX MATTERS

In the opinion of Hawkins Delafield & Wood LLP, San Francisco, California, and Leslie M. Lava, Esq.,
Sausalito, California, Co-Special Counsel to the City, under existing statutes and court decisions and assuming
continuing compliance with certain tax covenants described herein, (i) the portion of Base Rental payments
designated as and representing interest and received by the owners of the 2004 Certificates is excluded from
gross income for Federal income tax purposes pursuant to Section 103 of the Internal Revenue Code of 1986, as
amended (the “Code”), and (ii) the portion of Base Rental payments designated as and representing interest and
received by the owners of the 2004 Certificates is not treated as a preference item in calculating the alternative
minimum tax imposed on individuals and corporations under the Code; however, such interest is included in the
adjusted current earnings of certain corporations for purposes of calculating the alternative minimum tax
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imposed on such corporations. In rendering their opinion, Co-Special Counsel have relied on certain
representations, certifications of fact, and statements of reasonable expectations made by the City and others in
connection with the 2004 Certificates, and Co-Special Counsel has assumed compliance by the City with
certain ongoing covenants to comply with applicable requirements of the Code to assure exclusion of the portion
of Base Rental payments designated as and representing interest and received by the owners of the 2004
Certificates from gross income under Section 103 of the Code.

In addition, in the opinion of Co-Special Counsel, under existing statutes, the portion of Base Rental
payments designated as and representing interest and received by the owners of the 2004 Certificates is exempt
from personal income taxes imposed by the State of California.

Co-Special Counsel express no opinion regarding any other Federal or state tax consequences with
respect to the 2004 Certificates. Co-Special Counsel render their opinion under existing statutes and court
decisions as of the execution and delivery date, and assume no obligation to update their opinion after the
execution and delivery date to reflect any future action, fact or circumstance, or change in law or interpretation,
or otherwise. Co-Special Counsel express no opinion on the effect of any action hereafter taken or not taken in
reliance upon an opinion of other counsel on the exclusion from gross income for Federal income tax purposes
of the portion of Base Rental payments designated as and representing interest and received by the owners of the
2004 Certificates, or under state and local tax law.

Certain Ongoing Federal Tax Requirements and Covenants

The Code establishes certain ongoing requirements that must be met subsequent to the execution and
delivery of the 2004 Certificates in order that the portion of Base Rental payments designated as and
representing interest and received by the owners of the 2004 Certificates be and remain excluded from gross
income under Section 103 of the Code. These requirements include, but are not limited to, requirements relating
to use and expenditure of gross proceeds with respect to the 2004 Certificates, yield and other restrictions on
investments of gross proceeds, and the arbitrage rebate requirement that certain excess earnings on gross
proceeds be rebated to the Federal government. Noncompliance with such requirements may cause the portion
of Base Rental payments designated as and representing interest and received by the owners of the 2004
Certificates to become included in gross income for Federal income tax purposes retroactive to their execution
and delivery date, irrespective of the date on which such noncompliance occurs or is discovered. The City has
covenanted to comply with certain applicable requirements of the Code to assure the exclusion of the portion of
Base Rental payments designated as and representing interest and received by the owners of the 2004
Certificates from gross income under Section 103 of the Code.

Certain Collateral Federal Tax Consequences

The following is a brief discussion of certain collateral Federal income tax matters with respect to the
2004 Certificates. It does not purport to address all aspects of Federal taxation that may be relevant to a
particular owner of a 2004 Certificate. Prospective investors, particularly those who may be subject to special
rules, are advised to consult their own tax advisors regarding the Federal tax consequences of owning and
disposing of the 2004 Certificates.

Prospective owners of the 2004 Certificates should be aware that the ownership of such obligations may
result in collateral Federal income tax consequences to various categories of persons, such as corporations
(including S corporations and foreign corporations), financial institutions, property and casualty and life
insurance companies, individual recipients of Social Security and railroad retirement benefits, individuals
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otherwise eligible for the earned income tax credit, and taxpayers deemed to have incurred or continued
indebtedness to purchase or carry obligations the interest on which is not included in gross income for Federal
income tax purposes. The portion of Base Rental payments designated as and representing interest and received
by the owners of the 2004 Certificates may be taken into account in determining the tax liability of foreign
corporations subject to the branch profits tax imposed by Section 884 of the Code.

Original Issue Discount

“Original issue discount” (“OID”) is the excess of the sum of all amounts payable at the stated maturity
of a 2004 Certificate (excluding certain “qualified stated interest” that is unconditionally payable at least
annually at prescribed rates) over the issue price of that maturity. In general, the “issue price” of a maturity
means the first price at which a substantial amount of the 2004 Certificates of that maturity was sold (excluding
sales to bond houses, brokers, or similar persons acting in the capacity as underwriters, placement agents, or
wholesalers). In general, the issue price for each maturity of the 2004 Certificates is expected to be the initial
public offering price set forth on the inside cover page of this Official Statement. Co-Special Counsel further is
of the opinion that, for any 2004 Certificate having OID (a “Discount 2004 Certificate™), OID that has accrued
and is properly allocable to the owners of the Discount 2004 Certificates under Section 1288 of the Code is
excludable from gross income for Federal income tax purposes to the same extent as the portion of Base Rental
payments designated as and representing interest and received by the owners of the 2004 Certificates.

In general, under Section 1288 of the Code, OID on a Discount 2004 Certificate accrues under a
constant yield method, based on periodic compounding of interest over prescribed accrual periods using a
compounding rate determined by reference to the yield on that Discount 2004 Certificate. An owner’s adjusted
basis in a Discount 2004 Certificate is increased by accrued OID for purposes of determining gain or loss on
sale, exchange, or other disposition of such Discount 2004 Certificate. Accrued OID may be taken into account
as an increase in the amount of tax-exempt income received or deemed to have been received for purposes of
determining various other tax consequences of owning a Discount 2004 Certificate even though there will not be
a corresponding cash payment.

Owners of Discount 2004 Certificates should consult their own tax advisors with respect to the
treatment of original issue discount for Federal income tax purposes, including various special rules relating
thereto, and the state and local tax consequences of acquiring, holding, and disposing of Discount 2004
Certificates.

Bond Premium

In general, if an owner acquires a 2004 Certificate for a purchase price (excluding accrued interest) or
otherwise at a tax basis that reflects a premium over the sum of all amounts payable with respect to the 2004
Certificate after the acquisition date (excluding certain “qualified stated interest” that is unconditionally payable
at least annually at prescribed rates), that premium constitutes ‘“bond premium” on that 2004 Certificate (a
“Premium 2004 Certificate”). In general, under Section 171 of the Code, an owner of a Premium 2004
Certificate must amortize the bond premium over the remaining term of the Premium 2004 Certificate, based on
the owner’s yield over the remaining term of the Premium 2004 Certificate determined based on constant yield
principles (in certain cases involving a Premium 2004 Certificate callable prior to its stated maturity date, the
amortization period and yield may be required to be determined on the basis of an earlier call date that results in
the lowest yield on such 2004 Certificate). An owner of a Premium 2004 Certificate must amortize the bond
premium by offsetting the qualified stated interest allocable to each interest accrual period under the owner’s
regular method of accounting against the bond premium allocable to that period. In the case of a tax-exempt
Premium 2004 Certificate, if the bond premium allocable to an accrual period exceeds the qualified stated
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interest allocable to that accrual period, the excess is a nondeductible loss. Under certain circumstances, the
owner of a Premium 2004 Certificate may realize a taxable gain upon disposition of the Premium 2004
Certificate even though it is sold or redeemed for an amount less than or equal to the owner’s original
acquisition cost. Owners of any Premium 2004 Certificates should consult their own tax advisors regarding the
treatment of bond premium for Federal income tax purposes, including various special rules relating thereto, and
state and local tax consequences, in connection with the acquisition, ownership, amortization of bond premium
on, sale, exchange, or other disposition of Premium 2004 Certificates.

Legislation

Legislation affecting municipal bonds is regularly under consideration by the United States Congress.
There can be no assurance that legislation enacted or proposed after the date of execution and delivery of the
2004 Certificates will not have an adverse effect on the tax-exempt status or market price of the 2004
Certificates.

APPROVAL OF LEGAL PROCEEDINGS

Certain legal matters incident to the authorization, delivery and sale of the 2004 Certificates are subject
to the approval of Hawkins Delafield & Wood LLP, San Francisco, California and Leslie M. Lava, Esq.,
Sausalito, California, Co-Special Counsel. Certain legal matters will be passed upon for the City by the City
Attorney.

Copies of the approving opinion of Co-Special Counsel will be available at the time of execution and
delivery of the 2004 Certificates. Co-Special Counsel are not passing upon and undertake no responsibility for
the accuracy, completeness or fairness of the information contained in the Official Statement. Co-Special
Counsel will receive compensation that is contingent upon the sale, execution and delivery of the 2004
Certificates.

VERIFICATION OF MATHEMATICAL COMPUTATIONS

Upon execution and delivery of the 2004 Certificates, the arithmetical accuracy of certain computations
included in the schedules provided by Municipal Capital Management, Inc. on behalf of the City relating to the:
(i) adequacy of forecasted receipts of principal and interest on the governmental obligations and cash to be held
pursuant to the Escrow Agreement; (ii) payments of principal and interest with respect to the Refunded
Certificates on and prior to their maturity or prepayment dates; and (iii) yields with respect to the 2004
Certificates and on the obligations and other securities to be deposited pursuant to the Escrow Agreement upon
delivery of the 2004 Certificates, will be verified by Causey Demgen & Moore Inc., independent certified public
accountants (the “Verification Agent”). Such verification will be based solely upon information and
assumptions supplied to the Verification Agent by Municipal Capital Management, Inc. The Verification Agent
has not made a study or evaluation of the information and assumptions on which such computations are based
and, accordingly, has not expressed an opinion on the data used, the reasonableness of the assumptions or the
achievability of the forecasted outcome.

CONTINUING DISCLOSURE

The City has covenanted for the benefit of the Owners of the 2004 Certificates to provide certain
financial information and operating data relating to the City not later than 270 days after the end of the City’s
fiscal year (which currently ends on June 30), commencing with the report for the 2003-2004 Fiscal Year (the
“Annual Report”), and to provide notices of the occurrence of certain enumerated events, if material. The
Annual Report will be filed by the City with each Nationally Recognized Municipal Securities Information
Repository and State Repository, if any. The specific nature of information to be contained in the Annual Report
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or the notices of material events is shown in “APPENDIX E-FORM OF CONTINUING DISCLOSURE CERTIFICATE.”
These covenants have been made in order to assist the initial purchaser of the 2004 Certificates in complying
with SEC Rule 15¢2-12(b)(5). The City has never failed to comply in all material respects with any previous
undertakings pursuant to said Rule.

NO LITIGATION

No litigation is pending or, to the knowledge of the City Attorney, as counsel to the City, threatened,
concerning the validity of the 2004 Certificates or the Trust Agreement, and the City Attorney, as counsel to the
City, will issue an opinion to that effect. In addition, no litigation is pending with service of process having
been accomplished or, to the knowledge of the City Attorney, threatened, concerning the validity of the Project
Lease, and the City Attorney will issue an opinion to that effect. The opinions of the City Attorney will be
furnished to the initial purchaser at the time of the original execution and delivery of the 2004 Certificates. The
City is not aware of any litigation pending or threatened questioning the political existence of the City or
contesting the City’s ability to appropriate or make Base Rental payments.

RATINGS

Moody’s Investors Service (“Moody’s”), Standard & Poor’s, A Division of The McGraw-Hill
Companies (“S&P”), and Fitch (“Fitch”) have assigned municipal bond ratings of “Aaa,” “AAA” and “AAA,”
respectively, to the 2004 Certificates conditioned upon the delivery of the 2004 Insurer’s policy. Moody’s, S&P
and Fitch have assigned underlying ratings of “A2,” “AA-" and “A,” respectively, to the 2004 Certificates.
Certain information was supplied by the City to the rating agencies to be considered in evaluating the 2004
Certificates. The ratings issued reflect only the views of such rating agencies, and any explanation of the
significance of such ratings should be obtained from Moody’s, S&P and Fitch, respectively. No assurance can
be given that any rating issued by the rating agencies will be retained for any given period of time or that the
same will not be revised or withdrawn entirely by such rating agencies, if in their judgment circumstances so
warrant. The City and the Trustee undertake no responsibility to bring to the attention of the Owners of the
2004 Certificates any revision or withdrawal of the ratings. Any such revision or withdrawal of the ratings
obtained may have an adverse effect on the market price of the 2004 Certificates.

CO-FINANCIAL ADVISORS

The City has retained Municipal Capital Management, Inc. and Montague DeRose and Associates,
LLC, as co-financial advisors (the “Co-Financial Advisors”) in connection with the preparation of this Official
Statement and with respect to the execution and delivery of the 2004 Certificates. The Co-Financial Advisors
are not obligated to undertake, and have not undertaken to make, an independent verification or assume
responsibility for the accuracy, completeness or fairness of the information contained in this Official Statement.
Each of the Co-Financial Advisors is an independent financial advisory firm and not engaged in the business of
underwriting, trading or distributing municipal securities or other public securities. The Co-Financial Advisors
will receive compensation which is contingent upon the sale, execution and delivery of the 2004 Certificates.

SALE OF 2004 CERTIFICATES

The 2004 Certificates were sold at competitive bid on July 13, 2004, and awarded to Morgan Stanley &
Co. Incorporated at a purchase price of $39,604,873.65 and a true interest cost of 3.90196%, as defined in the
Official Notice of Sale relating to the 2004 Certificates. The Official Notice of Sale provides that all 2004
Certificates will be purchased if any are purchased, the obligation to make such purchase being subject to certain
terms and conditions set forth in the Official Notice of Sale, the approval of certain legal matters by Co-Special
Counsel and certain other conditions.
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MISCELLANEOUS

References made herein to certain documents and reports are brief summaries thereof that 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.

Any statements in this Official Statement involving matters of opinion, whether or not expressly so
stated, are intended as such and not as representations of fact. This Official Statement is not to be construed as a
contract or agreement between the City and the purchasers or Owners of any of the 2004 Certificates. The
preparation and distribution of this Official Statement has been authorized by the City. For copies, written
request may be made to the Mayor’s Office of Public Finance, City Hall, Room 336, 1 Carlton B. Goodlett
Place, San Francisco, California 94102.

The execution and delivery of this Official Statement has been authorized by the City.
CITY AND COUNTY OF SAN FRANCISCO

/s/ EDWARD M. HARRINGTON
By: Edward M. Harrington, Controller

26



APPENDIX A

CITY AND COUNTY OF SAN FRANCISCO
ORGANIZATION AND FINANCES

Government and Organization

San Francisco is a city and county chartered pursuant to Article XI, Sections 3, 4, 5 and 6 of the
Constitution of the State of California (the “State”), the only consolidated city and county in the State.
San Francisco can exercise the powers of both a city and a county under State law. On April 15, 1850,
several months before California became a state, the original charter was granted to the City and County
of San Francisco (the “City”). Under its original charter, the City committed itself to a policy of
municipal ownership of utilities. The Municipal Railway, when acquired from a private operator in 1912,
was the first such city-owned public transit system in the nation. In 1914, the City obtained its municipal
water system, including the Hetch Hetchy watershed near Yosemite. The San Francisco International
Airport (“SFO”), although located fourteen miles south of downtown San Francisco in San Mateo
County, is owned and operated by the City. In 1969, the City acquired the Port of San Francisco (the
“Port”) in trust from the State. Substantial expansions and improvements have been made to these
enterprises since their respective dates of original acquisition.

In November 1995, San Francisco voters approved a new charter, which went into effect in most respects
on July 1, 1996 (the “Charter”). As compared to the previous charter, the Charter generally expands the
roles of the Mayor and the Board of Supervisors (the “Board”) in setting policy and determining budgets,
while reducing the authority of the various City commissions, which are composed of appointed citizens.
Under the Charter, the Mayor’s appointment of commissioners is subject to approval by a two-thirds vote
of the Board. The Mayor appoints department heads from nominations submitted by the commissioners.

The City has an elected Board consisting of eleven members and an elected Mayor who serves as chief
executive officer, each serving a four-year term. The City Attorney, Assessor-Recorder, District
Attorney, Treasurer, Sheriff and Public Defender are also elected directly by the citizens. School
functions are carried out by the San Francisco Unified School District and the San Francisco Community
College District, each a separate legal entity with a separately elected governing board. The Charter
provides a civil service system for City employees.

Gavin Newsom was elected the 42" Mayor of San Francisco on December 9, 2003 and was sworn into
office on January 8, 2004. Mayor Newsom had been elected to the San Francisco Board of Supervisors
three times and served on the Board from 1997 until he became Mayor. Mayor Newsom grew up in the
San Francisco Bay Area and graduated from Santa Clara University in 1989 with a Bachelor of Arts
degree in Political Science. Prior to and during his tenure on the Board, Mayor Newsom was also a
successful small business owner opening his first local business, the PlumpJack Wine Shop, in 1992.
Over the years, Mayor Newsom expanded his business, creating over 700 jobs in San Francisco.

Matt Gonzalez, a former trial attorney in the Public Defender’s Office, was elected to the Board in 2000
and was elected President of the Board by a majority of the Supervisors in January 2003. Tom Ammiano,
former member of the Board of Education was elected to the Board in 1994 and re-elected in 1998 and
2000. The following Supervisors were elected in November 2000: Jake McGoldrick, a college English
teacher; Aaron Peskin, president of an environmental non-profit organization; Chris Daly, an affordable
housing organizer; Tony Hall, a City employee; Sophenia (“Sophie”) Maxwell, an electrician; and
Gerardo Sandoval, a deputy public defender. Chris Daly and Sophie Maxwell were re-elected in
November 2002. Bevan Dufty, a former Congressional aide and Neighborhood Services Director of the
City, and Fiona Ma, a licensed certified public accountant, were elected to four-year terms on the Board
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on December 10, 2002. Michela Alioto-Pier was appointed to the Board of Supervisors in January 2004.
She previously served on the San Francisco Port Commission.

Dennis J. Herrera, City Attorney, was elected to a four-year term on December 11, 2001 and assumed
office on January 8, 2002. Before becoming City Attorney, Mr. Herrera was a partner in a private law
firm and had served in the Clinton Administration as Chief of Staff of the U.S. Maritime Administration.
He also served as president of the San Francisco Police Commission and was a member of the San
Francisco Public Transportation Commission. Mr. Herrera received his law degree from George
Washington University School of Law and became a member of the California Bar in 1989.

Edward M. Harrington serves as the City Controller. Mr. Harrington was appointed to a ten-year term as
Controller in March 1991 by then-Mayor Art Agnos and was re-appointed to a new ten-year term in 2000,
by then-Mayor Willie L. Brown, Jr. As Chief Fiscal Officer and Auditor, he monitors spending for all
officers, departments and employees charged with receipt, collection or disbursement of City funds,
including those in the $4.8 billion annual budget. The Controller certifies the accuracy of budgets,
receives and disburses funds, estimates the cost of ballot measures, provides payroll services for 29,000
employees and directs performance and financial audits of City activities. Before becoming Controller,
Mr. Harrington had been the Assistant General Manager and Finance Director of the San Francisco Public
Utilities Commission (the “PUC”). He was responsible for the financial activities for the Municipal
Railway (public transit), Water Department and Hetch Hetchy Water and Power System. Mr. Harrington
worked with the PUC from 1984 to 1991. From 1980 to 1984, Mr. Harrington was an auditor with
KPMG Peat Marwick, specializing in government, non-profit and financial institution clients, and was
responsible for the audit of the City and County of San Francisco. While working for KPMG, Mr.
Harrington became a certified public accountant.

Susan Leal, City Treasurer, was elected on November 4, 1997. On November 6, 2001, she was re-elected
to a second four-year term. Ms. Leal joined City government in 1993 when she was appointed to the
Board of Supervisors by then-Mayor Frank M. Jordan. She was subsequently elected to a four-year term
on the Board of Supervisors in November 1994. During her final year on the Board, Ms. Leal chaired the
Finance Committee, which had jurisdiction over the City’s budget and certain bond offerings. Prior to her
work with the City, she served as counsel to a subcommittee of the U.S. House of Representatives Energy
and Commerce Committee; senior consultant to the California Assembly’s Committee on Ways and
Means and vice president of a health care consulting group. Ms. Leal is a native of San Francisco, and
earned a Bachelor of Arts degree in Economics and a Juris Doctorate from the University of California at
Berkeley. Ms. Leal is a member of the California Debt and Investment Advisory Commission, a position
she has held since September 1999 upon her appointment by State Treasurer Philip Angelides. In May
2004, Mayor Newsom appointed Ms. Leal to serve as General Manager of the City's Public Utilities
Commission pending confirmation by the Commission. If her appointment is confirmed and she accepts
the post, Ms. Leal would be required to resign as City Treasurer and a new City Treasurer would be
appointed by the Mayor. It is not certain at this time when Ms. Leal will leave her position as City
Treasurer.

Mabel Teng was elected as the City’s first Asian-American Assessor-Recorder, assuming office on
January 8, 2003. Prior to becoming Assessor-Recorder, Ms. Teng was the first Asian-American woman
elected to the Board, serving from 1994 to 2000. During her tenure on the Board, she chaired the Finance
Committee, Rules Committee and Neighborhood Services and Housing Committee. In 1990, Ms. Teng
was elected to the San Francisco City College Board of Member Trustees and was installed as the
President of the Board. Until 1990, Ms. Teng was a tenured faculty member of City College of San
Francisco and served as Director of Development and Planning at San Francisco State University.

Under the Charter, the City Administrator (formerly the Chief Administrative Officer) is a non-elective
office appointed by the Mayor for a five-year term and confirmed by the Board. William L. Lee was
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appointed as Chief Administrative Officer by then-Mayor Frank M. Jordan on March 22, 1995. Pursuant
to the Charter, on July 1, 1996, Mr. Lee succeeded to the position of City Administrator, for a five-year
term from his initial appointment. On April 26, 2000, Mr. Lee was re-appointed by then-Mayor Willie L.
Brown, Jr. Mr. Lee previously worked in the Department of Health and Human Services and the
Department of Public Health. He has also worked for several Fortune 100 companies.

City Budget and Finances
General

The Controller's Office is responsible for processing all payroll, accounting and budget information for
the City. All payments to City employees and to parties outside the City are processed and controlled by
this office. An obligation to expend City funds cannot be incurred without a prior certification by the
Controller that sufficient revenues are or will be available in the current fiscal year to meet such
obligation as it becomes due. The Controller monitors revenues throughout the fiscal year, and if actual
revenues are less than estimated, the Controller may freeze department appropriations or place
departments on spending “allotments” which will constrain department expenditures until estimated
revenues are realized. If revenues are in excess of what was estimated, or budget surpluses are created,
the Controller can certify these surplus funds as a source for supplemental appropriations that may be
adopted throughout the year upon approval of the Mayor and the Board. The City's annual expenditures
are often different from the estimated expenditures in the annual appropriation ordinance or “budget” due
to supplemental appropriations, continuing appropriations of prior years and unexpended current year
funds.

Budget Process

The City’s budget process begins in the middle of the preceding fiscal year as departments prepare their
budgets and seek approval thereof by the various City Commissions. Departmental budgets are
consolidated by the Controller, then transmitted to the Mayor not later than the first working day of
March. The Mayor is required to submit a balanced budget to the Board by June 1 each year. In
December 2002, the Board of Supervisors adopted an ordinance amending the City’s Administrative
Code’s budget timetable. Pursuant to the amendment, the Mayor is required to submit a proposed budget
for each of the Enterprise departments, excluding the General Fund, to the Board each May 1, thereby
providing the Board with additional time to review the City’s budget. However, for the fiscal year 2004-
05, pursuant to an ordinance adopted by the Board, all department budgets were presented to the Board
by the Mayor on June 1. Following submission of the Mayor’s proposed budget, the Controller provided
an opinion to the Board regarding the accuracy of economic assumptions underlying the revenue
estimates and the reasonableness of such estimates and revisions in the proposed budget. During its
budget approval process, the Board has the power to reduce or augment any expenditure in the proposed
budget, provided the total budgeted expenditure amount is not higher than the budgeted expenditure
amount submitted by the Mayor on June 1. The Board must adopt the annual budget not later than the last
working day of July each year. The Board adopted the fiscal year 2003-04 budget on July 15, 2003, and
then-Mayor Brown approved it on July 31, 2003.

On March 19, 2004, the City Controller, the Mayor’s Budget Director and the Budget Analyst to the
Board of Supervisors issued the Three-Year Budget Projection (the “Budget Projection™) as required by
Administrative Code. The Budget Projection forecasts a $299.3 million general fund budget shortfall for
fiscal year 2004-05, which shortfall reflects the estimated cost of providing the current level of City
services through current business practices for general fund supported operations. On June 1, 2004, the
Mayor proposed to the Board a balanced fiscal year 2004-05 budget which closed the estimated $299.3
million budget gap using some or all of the following solutions: position reductions, programmatic
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changes, operation consolidations, possible adjustments in the State budget, various capital and
equipment deferrals and savings from debt refinancing.

The Mayor’s fiscal year 2004-05 proposed budget assumes a gradual recovery in discretionary General
Fund revenues from the fiscal year 2003-04 projected levels. The achievement of the revenue estimates is
dependent upon a variety of known and unknown factors, including in the general economy of the area
and the State, and certain State budget decisions which could have a negative economic impact on City
revenues. These conditions and circumstances may cause the actual results achieved by the City to be
materially different from the estimates and projections described herein. The Controller has also in the
past issued Six- and Nine-Month Budget Status Reports during the fiscal year. The most recent reports are
available on the Controller’s website at www.sfgov.org/controller.

Under provisions of the City's Administrative Code, the Treasurer, upon recommendation of the
Controller, is authorized to transfer legally available moneys to the City's operating cash reserve from any
idle funds then held in the pooled investment fund. The operating cash reserve is currently available to
cover cash flow deficits in various City funds, including the City's General Fund. From time to time, the
Treasurer has transferred unencumbered moneys in the pooled investment fund to the operating cash
reserve to cover temporary cash flow deficits in the General Fund and other funds of the City. Any such
transfers must be repaid within one year of the transfer, together with interest at the then current interest
rate earned on the pooled funds. See “Investment Policy” below. Additionally, in November 2003, voters
approved the creation of the City’s new Rainy Day Reserve into which the previous Charter-mandated
cash reserve was incorporated.

In the past, the City has funded its General Fund cash flow deficits through the annual issuance of tax and
revenue anticipation notes (“TRANs”); however, the City has not issued TRANS since fiscal year 1996-
97. The City does not anticipate issuing TRANS for the fiscal year 2004-05.

General Fund Results

The fiscal year 2003-04 budget maintained services at levels nearly equal to the prior fiscal year, despite
the economic downturn that took hold in 2001 (see discussion below under “Impact of September 11,
20017). The fiscal year 2003-04 budget totaled $4.8 billion, with $2.2 billion allocated to the General
Fund. The remaining $2.6 billion was appropriated for expenditures of other governmental fund and
enterprise fund departments including, but not limited to, the San Francisco International Airport,
Municipal Transportation Agency, Water Department, Clean Water Program, Hetch Hetchy Water and
Power System, and the Port of San Francisco, as well as for repayment of bonded indebtedness and other
long-term obligations. Furthermore, the fiscal year 2003-04 budget contained no new taxes and only some
adjustments in assessments, fines, user fees and service charges.

As a result of the continued delayed economic recovery in northern California and a review of the City’s
collections during the first nine months of fiscal year 2003-04, revenues are projected to be approximately
$34.7 million lower by year-end than originally budgeted. This reduction includes the projected impact of
State revenue reductions of $71.0 million, $41.0 million more than the $30.0 million reserve included in
the budget (due to larger than budgeted Vehicle License Fee (VLF) revenue reductions). In response to
the six- and nine-month revenue projections, the Mayor has been working with departments to prepare
new spending plans to bring the fiscal year 2003-04 budget into balance. The Nine-Month Report,
published on May 6, 2004, reflects both the reduced revenue assumptions and projected departmental
savings as a result of the mid year adjustments, and projects a General Fund ending balance of $5.9
million.

The Budget Projection, jointly published by the Controller, the Mayor’s Budget Director and the Board’s
Budget Analyst, contains a projected shortfall for fiscal year 2004-05 of $299.3 million assuming present
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trends continue, including the continuation of existing operations and staffing levels. Budgetary
shortfalls are not permitted under the Charter, and the budget will be balanced during the upcoming
budget process. Budget Status and Projection reports can be obtained from the Controller’s website at
www.sfgov.org/controller.

On March 31, 2004, the Office of the Inspector General (OIG) of the U.S. Department of Transportation
released the results of its audit of certain payments made by the San Francisco International Airport
("SFO") to the City during fiscal years 1998-02. The OIG's audit found that there had been payments
from SFO to the City which exceeded, by approximately $12.5 million, the amounts prescribed in the
annual service agreement for indirect costs incurred by the City on SFQO's behalf. In response to this
finding, the audit recommends further review of SFO's payments to the City over the past six fiscal years.
It is unclear at this time what the eventual outcome of the review and audit will be and what effect, if any,
such and review would have on the City's past and future annual payments from SFO. The proposed
fiscal year 2004-05 budget includes an annual payment from SFO to the City of $19.2 million.

Table A-1 shows revised budgeted revenues and appropriations for fiscal years 1999-2000, 2000-01,
2001-02, 2002-03, and the original budget for fiscal year 2003-04 for the General Fund portion of the
City’s budget.

[The Remainder of this page is intentionally left blank.]
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TABLE A-1

CITY AND COUNTY OF SAN FRANCISCO
Budgeted General Fund Revenues and Appropriations for
Fiscal Years 1999-00 through 2003-04

(000s)
FY 1999-00  FY 2000-01 FY 2001-02 FY 2002-03 FY 2003-04
Revised Revised Revised Revised Original
Budget Budget Budget Budget Budget
Prior Year Surplus $359,952 $375,043 $489,347 $385,027 $58,483
Budgeted Revenues
Property Taxes $388,945 $426,305 $461,715 $513,203 $527,744
Business Taxes 246,450 270,077 275,669 282,230 288,619
Other Local Taxes 349,129 394,840 459,814 387,955 371,251
Licenses, Permits and Franchises 15,396 16,357 18,775 16,982 17,074
Fines, Forfeitures and Penalties 5,841 8,818 6,180 4,497 31,681
Interest and Investment Earnings 26,217 25,225 25,063 17,323 12,511
Rents and Concessions 19,059 18,922 19,993 17,833 20,015
Grants and Subventions 606,212 642,842 656,744 686,566 657,214
Charges for Services 88,943 95,831 102,942 102,801 90,063
Other 1,230 978 1,312 24,278 37,377
Total Budgeted Revenues $1,747,422 $1,900,195 $2,028,207 $2,053,668 $2,053,549
Proceeds from Issuance of Bonds and Loans - - $63,662 $13,451 -
Expenditure Appropriations
Public Protection $600,863 $630,727 $660,860 $695,409 $653,229
Public Works, Transportation & Commerce 87,004 98,558 103,295 59,646 58,856
Human Welfare & Neighborhood Development 411,984 463,334 483,523 517,334 508,422
Community Health 384,624 402,876 426,683 461,958 444,850
Culture and Recreation 88,218 107,318 113,453 102,354 79,836
General Administration & Finance 143,295 129,679 140,879 135,449 139,090
General City Responsibilities 49,739 46,141 116,861 61,416 46,860
Total Expenditure Appropriations $1,765,727 $1,878,633 $2,045,554 $2,033,566 $1,931,143
Budgetary reserves and designations ($11,893) $12,275 $123,346 $83,595 $38,412
Transfers In $186,920 $156,996 $136,028 $137,672 $142,728
Transfers Out (292,917) (250,932) (293,517) (313,341) (285,205)
Net Transfers In/Out ($105,997) ($93,936) ($157,489) ($175,669) ($142,477)
Excess (Deficiency) of Sources
Over (Under) Uses $247,543 $290,394 $254,827 $159,316 -

Source: Office of the Controller, City and County of San Francisco




The City prepares its budget on a modified accrual basis. Accruals for incurred liabilities, such as claims
and judgments, workers' compensation, accrued vacation and sick leave pay are funded only as payments
are required to be made. The audited General Fund balance as of June 30, 2003 was $196.3 million
prepared on a GAAP basis. Such General Fund balance was derived from audited revenues of $1.96
billion for the same period. Audited General Fund balances as of June 30, 2003 are shown in Table A-2
on both a budget basis and a GAAP basis, respectively.

TABLE A-2
General Fund Balances
As of June 30, 2003
(000s)
June 30, 2003

Reserved for cash requirements $55,139
Reserved for emergencies 4,198
Reserved for encumbrances 43,195
Reserved for appropriation carryforward 26,880
Reserved for subsequent years' budgets 15,414

Total Reserved Fund Balance $144,826
Unreserved - designated for litigation & contingency $14,490
Unreserved - available for appropriation 47,851

Total Unreserved Fund Balance $62,341
Total Fund Balance, June 30 - Budget Basis $207,167
Total Fund Balance - Budget Basis $207,167
Unrealized gain on investments 3,266
Deferred charges and assets not available for appropriation 6,768
Cumulative excess property tax revenues

recognized on a Budget basis (20,889)
Total Fund Balance, June - GAAP Basis $196,312
Source: Comprehensive Annual Financial Report, June 30, 2003.
Office of the Controller, City and County of San Francisco

Table A-3, entitled “Statement of Revenues, Expenditures and Changes in General Fund Balances,” is
extracted from information in the City's audited financial statements (Comprehensive Annual Financial
Reports) for the five most recent fiscal years. The City’s audited financials for the fiscal year ended June
30, 2003 is included herein as Appendix C—“EXCERPTS FROM THE COMPREHENSIVE ANNUAL
FINANCIAL REPORT FOR THE FISCAL YEAR ENDED JUNE 30, 2003—Enterprise Funds.” Prior years
audited financials can be obtained from the Controller’s website at www.sfgov.org/controller. Excluded
from these General Fund statements are special revenue funds (which relate to proceeds of specific
revenue sources which are legally restricted to expenditures for specific purposes) as well as all of the
enterprise operations of the City, including San Francisco International Airport, Port of San Francisco,
Water Department, Hetch Hetchy Water and Power System, Municipal Transportation Agency, Laguna
Honda Hospital, General Hospital Medical Center, and the Clean Water Program, each of which prepares
separate audited financial statements.
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TABLE A-3

CITY AND COUNTY OF SAN FRANCISCO

Statement of Revenues, Expenditures and Changes in General Fund Balances (000s)

[1]

Revenues:

Property Taxes

Business Taxes

Other Local Taxes

Licenses, Permits and Franchises
Fines, Forfeitures and Penalties
Interest and Investment Income
Rents and Concessions
Intergovernmental

Charges for Services

Other

Total Revenues

Expenditures:
Public Protection

Public Works, Transportation & Commerce
Human Welfare and Neighborhood Development
Community Health

Culture and Recreation

General Administration & Finance

General City Responsibilities

Total Expenditures
Excess of Revenues over Expenditures

Other Financing Sources (Uses):

Transfers In
Transfers Out

Other Financing Sources
Other Financing Uses

Total Other Financing Sources (Uses)

Excess (Deficiency) of Revenues and Other Sources

Over Expenditures and Other Uses

Fund Balance at Beginning of Year, as restated
before valuation of investments

Net Change in Reserve for Assets
Not Available for Appropriation

Cumulative Effect of Change in Accounting
Principles

Fund Balance at Beginning of Year, as restated
Fund Balance at End of Year -- GAAP Basis ™

Unreserved and Undesignated Balance
at End of Year -- GAAP Basis

Unreserved & Undesignated Balance, Year End
-- Budget Basis

Fiscal Year Ended June 30

003 002 2001 000 199
$516,955 $507,308 $462,171 $405,560 $388,222
276,126 274,125 277,094 267,197 229,171
345,735 334,357 448,132 411,082 359,973
16,217 19,548 17,714 16,106 15,673
5,595 8,591 9,097 9,113 14,204
7,798 20,737 27,693 18,792 17,617
17,576 17,636 19,298 20,395 19,373
667,172 661,396 636,430 615,318 520,580
93,840 102,782 100,325 86,591 78,025
11,880 10,338 17,395 9.706 11.034
$1,958,894 $1,956,818 $2,015,349 $1,859,860 $1,653,872
$695,693 $650,019 $626,136 $597,949 $557,632
57,458 103,579 95,486 85,655 60,720
492,083 467,688 431,266 383,305 338,372
424,302 395,465 365,290 355,720 372,792
96,959 108,810 106,728 87,373 81,536
130,786 136,143 127,366 140,211 112,895
52,308 50,105 45,380 45,194 48,093
$1,949,589 $1,911,809 $1,797,652 $1,695,407 $1,572,040
$9,305 $45,009 $217,697 $164,453 $81,832
$105,211 $109,941 $134,983 $156,984 $169,405
(303,216) (316,691) (257,317) (286,660) (230,924)
4,621 63,121 - - -
- (176) - - -
($193,384) ($143,805) ($122,334) ($129,676) ($61,519)
($184,079) ($98,796) $95,363 $34,777 $20,313
$380,391 $479,187 $275,640 $240,863 $220,550
- - 108,184 - -
$380,391 $479,187 $383,824 $240,863 $220,550
$196,312 $380,391 $479,187 $275,640 $240,863
$44,718 $136,664 $207,467 $45,090 $35,725
$47,851 $130,200 $198,953 $148,581 $126,357

Fund Balances include amounts reserved for cash requirements, emergencies, encumbrances, appropriation carryforwards

and other purposes (as required by the Charter or appropriate accounting practices) as well as unreserved and undesignated

fund balances (which amounts constitute unrestricted general fund balances).

Source: Comprehensive Annual Financial Reports for the Years Ended June 30, 1999, 2000, 2001, 2002 and 2003.

Office of the Controller, City and County of San Francisco




Impact of September 11, 2001

Following the events of September 11, 2001 in New York City and Washington, D.C., both business and
tourist travel in San Francisco declined significantly, including passenger loads and revenues at San
Francisco International Airport (“SFO”) and hotel and sales tax revenues to the City. In fiscal year 2001-
02, significant year to year losses occurred in hotel tax revenues, which fell 29.8% ($56.2 million), sales
tax revenues, which declined 15.5% ($21.5 million), and SFO’s transfer of concession revenue to the
City’s General Fund, which declined 28.4% ($7.0 million).

Impact of State Budget

Revenues from the State represent approximately 25% of the City’s General Fund Budget. For fiscal year
2003-04, the City’s Adopted Budget included a one-time $30 million State Revenue Loss Reserve, which
was intended to address the impact to the City of the State’s fiscal year 2003-04 Adopted Budget. The
actual impact to the City increased to $71.0 million as of the Nine-Month Report, which is $41.0 million
more than originally assumed in the City’s adopted budget. This is further discussed in the
“Intergovernmental Revenues, Grants and Subventions - Motor Vehicle License Fees” section below.

For fiscal year 2004-05, the Governor’s Proposed Budget, released on January 9, 2004, included the
$15.0 billion in long-term deficit bond financing which was ultimately approved by California voters on
March 2, 2004. The Governor’s Proposed Budget also included $96.8 million in on-going cuts to the
City. The Governor’s budget included revenue assumptions such as $500.0 million in tribal government
gaming revenues, labor givebacks and the issuance of a $1.0 billion pension obligation bond. On May13,
2004, the Governor’s May Revise was released and resulted in less than $60.0 million in reductions to the
City. However, the impact of potential changes in the State budget and allocations are unknown at this
time as the legislature is deliberating the State’s budget. These proposed reductions will be factored into
the City’s budget reserves.

Welfare Reform

On August 22, 1996, the United States Congress passed into law the “Personal Responsibility and Work
Opportunity Reconciliation Act of 1996” (the “Welfare Reform Act”). The Welfare Reform Act
restructured the welfare system, including Aid to Families with Dependent Children (“AFDC”), food
stamps, Medicaid and Supplementary Security Income, and provide flexibility to the states while
imposing various constraints designed to reduce the number of people receiving aid, including work
requirements and limits on the amount of time a recipient may receive welfare. The Welfare Reform Act
also created the Temporary Assistance for Needy Families (“TANF”) block grant to states, which is
transferred by states to local administrators of the welfare system, such as the City.

On August 11, 1997, then-Governor Pete Wilson signed the State’s welfare reform legislation into law.
As of January 1, 1998, California’s version of AFDC became “CalWORKSs,” and the City implemented
its CalWORKs program on April 6, 1998. Authorization for the TANF program ended September 30,
2002. Congress has adopted temporary legislation to continue the program in its current form pending
reauthorization and possible modification of the existing legislation. It is not possible, at this time, to
predict the impact of any federal changes to this program on City finances received approximately $14.0
million in one-time incentive funds as a result of those reductions. This one-time funding is projected to
be fully spent by the end of fiscal year 2003-04.
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Assessed Valuations, Tax Rates and Tax Delinquencies

Table A-4 provides a five-year record of assessed valuations of taxable property within the City. The
property tax rate is comprised of two components: (1) the 1.0% countywide portion permitted by
Proposition 13, and (2) all voter-approved overrides which fund debt service for general obligation
indebtedness. The total tax rate shown in Table A-4 includes taxes assessed on behalf of the San
Francisco Unified School District, San Francisco Community College District, Bay Area Air Quality
Management District, Bay Area Rapid Transit (BART) District, and San Francisco Redevelopment
Agency, all of which are legally separate entities from the City. See also “Statement of Direct and
Overlapping Bonded Debt” below.

Total assessed value has increased on average by 8.5% per year since fiscal year 1999-00; however, in
fiscal year 2003-04, the increase was 4.7%. Property tax delinquencies based on the weighted average of
the secured and unsecured delinquency rates, have averaged 1.65% over the four years ending in fiscal
year 2002-03.

TABLE A-4
CITY AND COUNTY OF SAN FRANCISCO
Assessed Valuation of Taxable Property i
Fiscal Years 1999-00 through 2003-04
($000s)
% Total Current
Assessed Valuation Total Change Tax Rate  Total Tax Levy
Fiscal Improvements Personal Assessed from Prior per Levy Delinquent
Year Land on Land Property Valuation Year Exclusions®™  $100" (0005)™" June 30.
1999-00  § 26,990,485 $§ 43,148,894 $ 3,501,927 $§ 73,641,306 9.6% $ 3,159,743  $1.129 § 799385  1.49%
2000-01 30,294,991 46,572,658 4,198,154 81,065,803 10.1 3,416,264 1.136 892,675 1.48
2001-02 34,849,574 51,294,178 4,744,367 90,888,119 12.1 3,625,783 1.124 1,010,960 1.79
2002-03 37,851,208 55,002,726 4,681,815 97,535,748 7.3 3,797,422 1.117 1,051,921 1.83
2003-04 40,778,606 57,505,939 3,808,383 102,092,928 4.7 3,947,660 1.107 1,087,191 n/a Bl

m

21

Bl

4

51

For comparison purposes, all years show full cash value as assessed value.

Exclusions include non-reimbursable exemptions and homeowner exemptions.

Total secured tax rate includes bonded debt service for the City, San Francisco Unified School District, San Francisco Community
College District, Bay Area Air Quality Management District, Bay Area Rapid Transit District, and San Francisco Redevelopment
Agency. Annual tax rate for unsecured property is the same rate as the previous year's secured tax rate.

Final levy as of year end up through fiscal year 2002-03. Fiscal year 2003-04 is the tax levy based on the Certificate of

Assessed Valuation.

Fiscal year 2003-04 delinquencies are not yet available.

Source: Office of the Controller, City and County of San Francisco

The fiscal year 2003-04 total assessed valuation of property within the City is $102,092,927,794. After
non-reimbursable and homeowner exemptions, but including San Francisco Redevelopment Agency tax
increment, net assessed valuation is $98,145,268,023. Of this total, $90,899,714,419 (93%) represents
secured valuations and $7,245,553,604 (7%) represents unsecured valuations. The net valuation will
result in total budgeted property tax revenues of $1,087,190,558 before correcting for delinquencies. The
City’s fiscal year 2003-04 general fund budgeted property tax revenues was $527.8 million, representing
approximately 50% of all taxes. Debt service for general obligation bonds is also funded through property
tax revenues. The San Francisco Community College District, the San Francisco Unified School District
and the Educational Resource Augmentation Fund (also known as “ERAF”) are collectively estimated to
receive approximately $236 million and the San Francisco Redevelopment Agency will receive
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approximately $34.5 million. The remaining portion will be allocated to various special funds and other
taxing entities.

Under Article XIII A of the State Constitution, property sold after March 1, 1975 must be reassessed to
full cash value. As a result of the downturn in the economy, property owners in the City have filed 1,937
applications for assessment appeal against the fiscal year 2003-04 levy between July 1, 2003 and May 31,
2004. As in every year, some appeals are multiple-year or retroactive in nature. With respect to fiscal
year 2003-04, property owners representing approximately 25% of the total assessed valuation of the City
have filed appeals for partial reduction of their assessed value. Most of the appeals involve large
commercial properties, including offices and hotels. The State prescribes the assessment valuation
methodologies and the adjudication process that counties must employ in connection with the counties’
property assessments. The City has experienced similar increases in appeals activity in other economic
downturns and historically, on average, partial reductions totaling 22% to 23% of the total assessment
valuations appealed were granted, depending on the severity of the market downturn. To mitigate the
financial risk of pending assessment appeals, the City establishes a reserve for each fiscal year. In
addition, appeals activity to date and projected for the subsequent year are factored into the current year’s
revenue projection and the subsequent year’s budget. See “CONSTITUTIONAL AND STATUTORY TAX
LIMITATIONS” in the forepart of this Official Statement.

Generally, property taxes levied by the City on real property become a lien on that property by operation
of law. A tax levied on personal property does not automatically become a lien against real property
without an affirmative act of the City taxing authority. Real estate tax liens have priority over all other
liens against the same property regardless of the time of their creation by virtue of express provision of
law.

Property, which is subject to ad valorem taxes, is entered on separate parts of the assessment roll
maintained by the county assessor. The secured roll is that part of the assessment roll containing State-
assessed property and property on which liens are sufficient, in the opinion of the Assessor, to secure
payment of the taxes owed. Other property is placed on the “unsecured roll.”

The method of collecting delinquent taxes is substantially different for the two classifications of property.
The taxing authority has four ways of collecting unsecured personal property taxes: (1) civil action
against the taxpayer; (2) filing a certificate in the office of the county clerk specifying certain facts,
including the date of mailing a copy thereof to the affected taxpayer, in order to obtain a judgment against
the taxpayer; (3) filing a certificate of delinquency for recording 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. The exclusive means of
enforcing the payment of delinquent taxes with respect to property on the secured roll is the sale of the
property securing the taxes. Proceeds of the sale are used to pay the costs of sale and the amount of
delinquent taxes.

A 10% penalty is added to delinquent taxes that have been levied on property on the secured roll. In
addition, property on the secured roll with respect to which taxes are delinquent is declared “tax
defaulted” and subject to eventual sale by the Treasurer-Tax Collector of the City. Such property may
thereafter be redeemed by payment of the delinquent taxes and the delinquency penalty, plus a
redemption penalty of 1.5% per month, which begins to accrue on such taxes beginning July 1 following
the date on which the property becomes tax-defaulted.

On October 6, 1993, the Board of Supervisors of the City passed a resolution, which adopted the
Alternative Method of Tax Apportionment (the “Teeter Plan”). This resolution changed the method by
which the City apportions property taxes among itself and other taxing agencies. This apportionment
method authorizes the Controller to allocate to the City’s taxing agencies 100% of the secured property
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taxes billed but not yet collected. In return, as the delinquent property taxes and associated penalties and
interest are collected, the City’s General Fund retains such amounts. Prior to adoption of the Teeter Plan,
the City could only allocate secured property taxes actually collected (property taxes billed minus
delinquent taxes). Delinquent taxes, penalties and interest were allocated to the City and other taxing
agencies only when they were collected. The City has funded payment of accrued and current
delinquencies, together with the required reserve, from internal borrowing. The City also maintains a Tax
Loss Reserve for the Teeter Plan. This has been funded at $8.1 million as of June 30, 2001, $9.1 million
as of June 30, 2002, and $9.0 million as of June 30, 2003.

On April 6, 2001, Pacific Gas & Electric Company (PG&E) filed for voluntary protection under Chapter
11 of the Bankruptcy Code. PG&E is one of the largest taxpayers in the City with 0.92% of the total fiscal
year 2003-04 assessed property values; however, since filing for bankruptcy protection, PG&E has
continued to pay all taxes and franchise fees as they have come due. PG&E filed with the United States
Bankruptcy Court a statement that all conditions to effectiveness of its plan of reorganization had been
satisfied, and on April 13, 2004 filed a notice to advise creditors that the reorganization plan has become
effective. The City continues to have claims against PG&E with an aggregate value of $17.1 million.
PG&E has also filed suit against the City for $31.1 million. Under its confirmed plan of reorganization,
PG&E will pay in full or otherwise satisfy undisputed claims of creditors on the effective date or as soon
as practicable thereafter.

The Nine Month Report indicates utility taxes may come in under budget by about $0.9 million due to the
rate reductions approved for commercial users pursuant to the Bankruptcy Court’s adoption of PG&E’s

reorganization plan. See “Utility Users Tax” below.

Assessed valuations of the ten largest taxpayers in the City for the fiscal year ending June 30, 2004 are
shown in Table A-5.

[The Remainder of this page is intentionally left blank.]
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TABLE A-5

CITY AND COUNTY OF SAN FRANCISCO
Principal Property Taxpayers
Fiscal Year Ending June 30, 2004

Fiscal Year 2003-04 Net Assessed Valuation (net of non-reimbursables exemptions) ($000s): $98,820,170
Taxpayer Type of Business AV (3000s) % Total AV
Pacific Gas & Electric Co. Utilities $910,808 0.92%
555 California Street Partners Offices, Commercial 907,510 0.92
Embarcadero Center Venture Offices, Commercial 878,748 0.89
SBC California Utilities, Communications 557,904 0.56
Post-Montgomery Associates Commercial, Retail 375,146 0.38
YBG Associates LLC (Marriott Hotel) Hotel 374,658 0.38
CB-1 Entertainment Partners Misc. 349,652 0.35
China Basin Ballpark Company LLC Possessory Interest - Stadium 344,474 0.35
101 California Venture Offices 271,384 0.27
BRE-St Francis LLC Offices, Commercial 254,207 0.26
Ten Largest Taxpayers 5,224,491 5.29%
All Other Taxpayers 93.595.679 94.71%
Total Taxable Assessed Valuation - All Taxpayers $98,820,170 100.00%

Source: Office of the Assessor, City and County of San Francisco

Other City Tax Revenues

In addition to property tax, the City has several other major tax revenue sources, as described below. For
a discussion of State constitutional and statutory limitations on taxes that may be imposed by the City,
including a discussion of Proposition 62 and Proposition 218, see “CONSTITUTIONAL AND STATUTORY
TAX LIMITATIONS” in the forepart of this Official Statement.

The following is a brief description of other major City-imposed taxes as well as taxes that are collected
by the State and shared with the City.

Business and Employers' Payroll Tax

Businesses in the City are assessed a payroll expense tax at a rate of 1.5%. The tax is levied on
businesses with payroll expenses that are attributable to all work performed or services rendered within
the City. The tax is authorized by Article 12-A of the San Francisco Business and Tax Regulation Code.

Prior to April 23, 2001, the City imposed an "alternative-measure" tax pursuant to which a business's tax
liability was calculated as a percentage of either its gross receipts or its payroll expense, and a business
paid the greater of the two amounts. Between 1999 and 2001, approximately 325 businesses filed claims
with the City and/or lawsuits against the City arguing that the alternative-measure tax scheme violated the
Commerce Clause of the United States Constitution.

In 2001, the City entered into a settlement agreement resolving most of these lawsuits and claims for
considerably less than the total amount of outstanding claims. Concurrently with the settlement of the
lawsuits, the City repealed the alternative-measure tax in 2001, curing any alleged constitutional defects.
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All claims had to be filed by November 2001, and any payments related to lawsuits or claims already
filed that remain unsettled could be covered by contingency reserves, judgment bonds or some
combination thereof.

Sales and Use Tax

The State collects the City's 1% local sales tax on retail transactions, along with State and special district
sales taxes, and rebates the local sales tax collections to the City. The 1% local sales tax is deposited in
the City's General Fund. As a result of the economic slowdown and the drop in tourism and business
travel, sales tax revenue in fiscal year 2002-03 declined 1.1% from fiscal year 2001-02, for a reduction of
$1.3 million. This decline followed a 15.51% drop in sales and use tax receipts. A history of sales and
use tax revenues is presented in Table A-6.

Budgeted revenue from the local sales and use tax for fiscal year 2003-04 is $122.5 million; however, as
of the Nine-Month Report, the City was projecting sales and use taxes to be approximately $5.5 million
under budget.

TABLE A-6
CITY AND COUNTY OF SAN FRANCISCO
Sales and Use Tax Receipts (000's)
Fiscal Years 1997-98 through 2002-03

Fiscal Year =~ Tax Rate City Share Revenue % Change
1997-98 8.50% 1.00% $112,950 4.49%
1998-99 8.50 1.00 116,760 3.37
1999-00 8.50 1.00 133,395 14.25
2000-01 8.50 1.00 138,281 3.66
2001-02 8.50 1.00 116,827 -15.51
2002-03 8.50 1.00 115,578 -1.07
State Sales Tax Rate for last six months of FY 1999-00 and first six months
of fiscal year 2000-01 was 8.25%; the Local Share shown above remained unchanged at
1.00%. Revenues are adjusted so underlying sales activity is reflected in the same fiscal year.
Source: Office of the Controller, City and County of San Francisco

Transient Occupancy Tax

Pursuant to the San Francisco Business and Tax Regulation Code, a 14% transient occupancy tax is
imposed on occupants of hotel rooms and remitted by hotel operators monthly. A quarterly tax-filing
requirement is also imposed. Budgeted revenue from transient occupancy tax for fiscal year 2003-04 is
$138.8 million, including $5.7 million allocated to the Redevelopment Agency. In fiscal year 2002-03,
revenue from the transient occupancy tax declined 2.75% (or approximately $3.6 million) from receipts in
fiscal year 2001-02. This decline followed a 29.81% drop. As of the Nine-Month Report, the City is
projecting the transient occupancy tax to be approximately $2.2 million under budget in the general fund.
However, a portion of this shortfall appears to be mitigated by reduced spending by departments which
receive dedicated hotel tax revenues, as indicated in the Nine-Month Report.
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Table A-7 sets forth a history of transient occupancy tax receipts.

TABLE A-7
CITY AND COUNTY OF SAN FRANCISCO
Transient Occupancy Tax Receipts (000's)
Fiscal Years 1997-98 through 2002-03

Fiscal Year Tax Rate Revenue % Change
1997-98 14.00% $150,163 9.09%
1998-99 14.00 161,518 7.56
1999-00 14.00 182,102 12.74
2000-01 14.00 188,377 3.45
2001-02 14.00 132,226 -29.81
2002-03 14.00 128,590 -2.75

Revenues are adjusted so underlying tax revenue is reflected in the same fiscal year
as occupancy activity.

Source: Office of the Controller, City and County of San Francisco

Real Property Transfer Tax

A tax is imposed on all real estate transfers recorded in the City. The current rate is $5.00 per $1,000 of
the sale price of the property being transferred for properties valued at $250,000 or less, $6.80 per $1,000
for properties valued more than $250,000 or less than $999,999; and $7.50 per $1,000 for properties
valued at $1 million or more. Budgeted revenue from real property transfer tax for fiscal year 2003-04 is
$55.0 million. The Nine-Month Report projects that real property transfer taxes will be over budget by
approximately $15.6 million

Utility Users Tax

The City imposes a 7.5% tax on non-residential users of gas, electricity, water, steam and telephone
utilities, as well as all cellular telephone and enhanced specialized mobile radio communication services
for billing addresses in the City. Budgeted revenue from utility users tax for fiscal year 2003-04 is $68.4
million. The Nine-Month Report indicates utility users tax may come in under budget by about $0.9
million due to the rate reductions approved for commercial users pursuant to the bankruptcy court’s
adoption of PG&E’s reorganization plan.

Parking Tax

A 25% tax is imposed on the charge for off-street parking spaces. The tax is authorized by the San
Francisco Business and Tax Regulation Code and paid by the occupants of the spaces and generally
remitted by the operators of the parking facilities monthly. A quarterly tax-filing requirement is also
imposed. General Fund parking tax receipts in fiscal year 2002-03 totaled $29.7 million, a decline of $0.8
million from fiscal year 2001-02 levels. Budgeted General Fund revenue from the parking tax for fiscal
year 2003-04 is $32.7 million; however, the Nine-Month Report projects parking taxes to be
approximately $1.2 million under budget.
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Intergovernmental Revenues, Grants and Subventions

Intergovernmental revenues, grants and subventions are budgeted at $1,007.9 million for fiscal year 2003-
04. This includes $286.8 million from the Federal government, $671.5 million from the State, and $49.6
million from other intergovernmental sources across all City funds. In the General Fund,
intergovernmental revenues, grants and subventions are budgeted for a total of $657.2 million, including
$156.9 million from the Federal government and $500.3 million from the State.

Health and Welfare Realignment

In fiscal year 1991-92, the State transferred to counties responsibility for determining service levels and
administering most mental health, public health and some social service programs, thereby reducing the
State's obligations. The State also increased its share of certain welfare costs formerly borne by counties.
In order to meet these obligations, counties receive the proceeds of a 0.5% statewide sales tax and a
portion of vehicle license fees. These sources are budgeted to provide $193.7 million to the City's General
Fund and its two county hospitals for fiscal year 2003-04, and the Nine-Month Report projects such
sources to be approximately $1.3 million above budget.

Motor Vehicle License Fees

The City’s discretionary allocation of vehicle license fees (VLF) as a city and county is budgeted to be
$112.6 million for fiscal year 2003-04. In 1998, the State reduced the vehicle license fee to vehicle
owners and agreed to make local governments whole by providing them with the difference out of the
State’s general fund (the “Backfill”), and VLF allocations to local governments had continued as if there
had been no VLF rate reductions. However, in June 2003, the State determined that it had insufficient
moneys to provide any Backfill to local governments, and as a result of the determination, the Backfill
paid to local governments ended. On July 1, 2003, then-Governor Davis restored the funds not being
backfilled by the State by increasing the VLF. At the time the City’s fiscal year 2003-04 budget was
adopted, it was estimated that the gap between the July 1 implementation and the resulting cash flow
increase would be 90 days, during which time the State’s budget assumed no Backfill to local
governments. On November 18, 2003, newly elected Governor Schwarzenegger signed an executive
order reducing the VLF back to its previously reduced level and on December 18, 2003, declared a public
safety emergency and ordered the State Controller to make payments to local governments as a result of
the reduction of the VLF. However, the Governor did not declare that such payments would be
permanent. The City’s fiscal year 2003-04 General Fund budget assumed the impact of the State’s VLF
policies to result in a revenue shortfall of $30.0 million; however, as of the Nine-Month Report, the
estimated shortfall for the City’s General Funds is $71.0 million. This is further discussed in the “Impact
of State Budget” section above.

Public Safety Sales Tax

State Proposition 172, passed by the voters in November 1993, provided for the continuation of a one-half
percent sales tax for public safety expenditures. Budgeted revenue from this source is $65.3 million for
fiscal year 2003-04; however, as of the Nine-Month Report, such revenues are anticipated to be
approximately $4.3 million under budget, due to the City’s lagging recovery and weak sales tax
performance relative to statewide sales tax growth.
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Other Intergovernmental Grants and Subventions

In addition to those categories listed above, across all funds, the City receives approximately $636.3
million in social service subventions from the State and Federal governments to fund programs such as
Food Stamps, CalWORKs, Child Support Services and transportation projects. Health and welfare
subventions are often based on State and Federal funding formulas, which currently reimburse counties
according to actual spending on these services.

Investment Policy

The management of the City's surplus cash is governed by an Investment Policy administered by the City
Treasurer. In order of priority, the objectives of this Investment Policy are the preservation of capital,
liquidity and yield. The preservation of capital is the foremost goal of any investment decision, and
investments generally are made so that securities can be held to maturity. Once safety and liquidity
objectives have been achieved, the City Treasurer then attempts to generate a favorable return by
maximizing interest earnings without compromising the first two objectives. A report detailing the
investment portfolio and investment activity, including the market value of the portfolio, is submitted to
the Mayor and the Board monthly.

The investment portfolio is sufficiently flexible to enable the City to meet all disbursement requirements
that are anticipated from any fund during the subsequent eighteen months. As of May 31, 2004 the City’s
surplus investment fund consisted of the investments classified in Table A-8, and had the investment
maturity distribution presented in Table A-9.

TABLE A-8
CITY AND COUNTY OF SAN FRANCISCO
Investment Portfolio
As of May 31, 2004
Type of Investment Book Value Par Value
Treasury Bills $947,104,328 $950,424,000
Treasury Notes 117,686,723 120,000,000
FNMA Discount Notes 109,816,535 110,000,000
Federal Home Loan Disc Notes 170,169,401 170,500,000
FMC Discount Notes 99,871,750 100,000,000
Negotiable C. D.’s 315,000,000 315,000,000
Commercial Paper Disc 665,093,049 667,000,000
Public Time Deposit 100,000 100,000
Total $2,424,841,786 $2,433,024,000
Source: Office of the Treasurer, City and County of San Francisco
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TABLE A-9

CITY AND COUNTY OF SAN FRANCISCO
Investment Maturity Distribution

Weighted Average Maturity: 97 Days

As of May 31, 2004
Maturity Cost Percentage
1 to 2 Months $1,312,499,217 54.13%
2 to 3 Months 631,247,438 26.03
3 to 4 Months 363,408,408 14.99
4 to 5 Months - 0.00
5 to 6 Months - 0.00
6 to 12 Months - 0.00
12 to 18 Months 50,075,786 2.07
18 to 24 Months - 0.00
24 to 36 Months 47,867,187 1.97
36 to 48 Months 0 0.00
48 to 60 Months 19,743,750 0.81
$2,424,841,786 100.00%

Source: Office of the Treasurer, City and County of San Francisco

Statement of Direct and Overlapping Bonded Debt

The pro forma statement of direct and overlapping bonded debt and long-term obligations (the “Debt
Report”), presented in Table A-10 has been compiled by the Office of Public Finance and Business
Affairs. The Debt Report is included for general information purposes only.

The Debt Report generally includes long-term obligations sold in the public credit markets by the City
and public agencies whose boundaries overlap the boundaries of the City in whole or in part. Long-term
obligations of non-City agencies generally are not payable from revenues of the City. 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. For this purpose, lease obligations of the City, which support indebtedness incurred

by others, are included.

[The Remainder of this page is intentionally left blank.]
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TABLE A-10

CITY AND COUNTY OF SAN FRANCISCO
Statement of Direct and Overlapping Debt and Long-Term Obligations

[2]

2003-2004 Assessed Valuation (net of non-reimbursable & homeowner exemptions):

DIRECT GENERAL OBLIGATION BOND DEBT
General City Purposes Carried on the Tax Roll

Harbor Bonds (paid from Port revenues)

GROSS DIRECT DEBT
NET DIRECT DEBT

LEASE PAYMENT AND OTHER LONG-TERM OBLIGATIONS

San Francisco Courthouse Corporation COPs, Series 1995

San Francisco COPs, Series 1997 (2789 25th Street Property)

San Francisco COPs, Series 1999 (555-7th Street Property)

San Francisco Parking Authority Lease Revenue Bds, Series 2000A (North Beach Garage)
San Francisco COPs, Series 2000 (San Bruno Jail Replacement Project)

San Francisco Refunding COPs, Series 2001-1 (25 Van Ness Avenue Property)

San Francisco Refunding Settlement Obligation Bonds, Series 2003-R 1

San Francisco COPs, Series 2001 A & Taxable Series 2001B (30 Van Ness Ave. Property)
San Francisco COPs, Series 2003 (Juvenile Hall Replacement Project)

San Francisco Finance Corporation

San Francisco Permit Center, Series 1993

San Francisco Lease Revenue Refunding Bonds, Series 1998-1

San Francisco Redevelopment Agency Moscone Convention Center

San Francisco Redevelopment Agency Lease Revenue Refunding Bonds, Series 2002

San Francisco Redevelopment Agency Lease Revenue Refunding Bonds, Series 2004
LONG-TERM OBLIGATIONS

GROSS DIRECT DEBT & OBLIGATIONS

OVERLAPPING DEBT & LONG-TERM OBLIGATIONS
Bayshore Hester Assessment District

San Francisco Bay Area Rapid Transit District (33%) Sales Tax Revenue Bonds
San Francisco Community College District General Obligation Bonds - 2002
San Francisco Parking Authority Meter Revenue Bonds -1994
San Francisco Parking Authority Meter Revenue Refunding Bonds - 1999-1
San Francisco Redevelopment Agency Hotel Tax Revenue Bonds - 1994
San Francisco Redevelopment Agency Hotel Tax Revenue Refunding Bonds - 1998
San Francisco Redevelopment Agency Obligations (Property Tax Increment)
San Francisco Unified School District COPs (1235 Mission Street), Series 1992
San Francisco Unified School District COPs - 1996 Refunding
San Francisco Unified School District COPs - 1998

TOTAL OVERLAPPING DEBT & LONG-TERM OBLIGATIONS

GROSS COMBINED TOTAL OBLIGATIONS

$ 98,145,268,023
Outstanding Self-Supporting,
6/30/2004 Enterprise Rev.
$844,350,000
400,000 $400,000
$844,750,000 $400,000

$844,350,000

$40,635,000
8,320,000
7,650,000
7,680,000
137,235,000
13,870,000
44,275,000
35,960,000
41,965,000
245,680,000
5,000,000
3,745,000
138,376,625
67,670,000
33,565,000

$831,626,625
$1,676,376,625

$910,000
151,158,333
36,600,000
725,000
21,410,000
10,695,000
54,630,000
189,750,000
9,897,810
2,550,000
3,035,000

$481,361,143

$2,157,737,768

[1112]

Ratios to Assessed Valuation:

Actual Ratio

Charter Req.

Gross Direct Debt (General Obligation Bonds) 0.86% < 3.00%
Net Direct Debt (less self-supporting bonds) 0.86% n/a
Gross Direct Debt & Obligations 1.71% n/a
Gross Combined Total Obligations 2.20% n/a
STATE SCHOOL BUILDING AID REPAYMENT FOR FY 03-04 $172,338

Reflects Cross-over Refunding and includes $33,888,558 in accreted value to be paid upon final maturity.

Excludes revenue and mortgage revenue bonds notes, and non-bonded capital lease obligations.

Source: Mayor's Office of Public Finance and Business Affairs, City and County of San Francisco
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Tax Supported Debt Service

Under the State Constitution and the Charter, general obligation bonds can only be authorized through voter
approval. As of June 30, 2004, the full amount of general obligation bonds authorized by the electorate of the
City and as yet unissued was $872,060,000. See Table A-12 below. As of June 30, 2004 the City had
$844,750.000 in general obligation bonds outstanding, including $400,000 of general obligation bonds repaid
from Port Commission revenues and not carried on the City’s property tax roll.

Table A-11 shows the annual amount of debt service payable on the City’s outstanding general obligation
bonds.

TABLE A-11
CITY AND COUNTY OF SAN FRANCISCO
Direct Tax Supported Debt Service
As of June 30, 2004 '

Fiscal Annual
Year Principal Interest Debt Service
2005 $62,700,000 $42,418,254 $105,118,254
2006 65,155,000 39,042,840 104,197,840
2007 68,070,000 35,873,688 103,943,688
2008 69,065,000 32,481,250 101,546,250
2009 72,355,000 29,083,612 101,438,612
2010 72,735,000 25,542,891 98,277,891
2011 73,835,000 21,880,017 95,715,017
2012 61,770,000 18,213,059 79,983,059
2013 52,170,000 15,244,157 67,414,157
2014 45,990,000 12,706,831 58,696,831
2015 38,365,000 10,387,849 48,752,849
2016 40,360,000 8,409,106 48,769,106
2017 29,550,000 6,326,265 35,876,265
2018 27,315,000 4,761,860 32,076,860
2019 26,980,000 3,302,484 30,282,484
2020 17,330,000 1,872,521 19,202,521
2021 12,090,000 975,311 13,065,311
2022 5,410,000 377,204 5,787,204
2023 3,505,000 148,960 3,653,960
TOTAL P! $844,750,000 $309,048,159 $1,153,798,159

" The City's only outstanding direct tax supported debt is general obligation bonds.
This table does not reflect any debt other than direct tax supported debt, such as any
assessment district indebtedness or any redevelopment agency indebtedness.

2l Reduced by debt service payments through 6/30/04.

BBI'" Total debt includes general obligation bonds repaid from Port revenues and
not levied on the City's property tax roll.
Source: Mayor's Office of Public Finance and Business Affairs, City and County of San Francisco.
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In November 1992, voters approved Proposition A, which authorizes up to $350 million in general obligation
bonds to provide moneys to fund the City’s Seismic Safety Loan Program. The purpose of the Seismic Safety
Loan Program is to provide loans for the seismic strengthening of privately-owned unreinforced masonry
buildings in San Francisco for affordable housing and market-rate residential, commercial and institutional
purposes. In April 1994, the City issued $35 million in taxable general obligation bonds to fund the Loan
Program and in October 2002, the City redeemed the remaining outstanding bonds. The City may issue up to
$25 million of such bonds in fiscal year 2004-05.

In June 1997, voters also approved Proposition C, which authorizes up to $48 million in general obligation
bonds for the acquisition, construction and/or reconstruction of San Francisco Zoo facilities. The City has
issued a total of $40.5 million in three series of such bonds. The City may issue the remaining $7.5 million in
2005.

In November 1999, voters approved Proposition A, which authorizes up to $299 million in bonded debt, other
evidences of debt and/or lease financing for the reconstruction, improvement and expansion of a new health
care, assisted living and/or other type of continuing care facility or facilities to replace facilities at Laguna
Honda Hospital. It is anticipated that approximately $210 million of the total authorized amount for the
project will be issued in August 2004.

In March 2000, voters approved Proposition A which authorizes up to $110,000,000 in general obligation
bonds to acquire, construct, or reconstruct recreation and park facilities and properties. The City has issued
three series of Neighborhood Recreation and Park Bonds in June 2000, February 2001, and in July 2003 for a
total of $41.2 million. The City anticipates issuing a fourth series in the September 2004.

The voters also approved Proposition B in March 2000, which authorizes up to $87,445,000 in general
obligation bonds to acquire, construct, or reconstruct the facilities of the California Academy of Sciences. In
November 1995, the voters approved Proposition C, which authorizes the issuance of up to $29,245,000 to
pay the cost of acquisition, construction and/or reconstruction of certain improvements to the Steinhart
Aquarium and related facilities. Proposition C and Proposition B proceeds will be used together with other
monies of the Academy of Sciences to reconstruct the existing structure. The City anticipates issuing the first
series of the California Academy of Sciences Bonds in September 2004.

In November 2000, voters approved Proposition A, which authorizes up to $105,865,000 in general
obligation bonds for the acquisition, renovation and construction of branch libraries and other library
facilities. The City has issued two series of library bonds in July 2001 and October 2002 for a total
of $40.8 million. The City anticipates issuing a third series in 2005.

[The Remainder of this page is intentionally left blank.]
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Table A-12 below lists the City's voter-authorized general obligation bonds including authorized programs where
bonds have not yet been issued. Series are grouped by program authorization in chronological order. The authorized
and unissued column refers to total program authorization that can still be issued, and does not refer to any particular
series. As of June 30, 2004, the City had authorized and unissued general obligation bond authority of $872,060,000.

TABLE A-12

CITY AND COUNTY OF SAN FRANCISCO
General Obligation Bonds (as of June 30, 2004)

(1

Authorized

Description of Issue (Date of Authorization) Series Issued Outstanding & Unissued

Harbor Improvement Bonds B $10,000,000 $400,000 -

Public Safety Improvement Projects (11/7/89) 1996B 7,645,000 335,000 -

Public Safety Improvement Projects (6/5/90) 1995A 18,480,000 0 -

Golden Gate Park Improvements (6/2/92) 1995B 26,000,000 0 -

1997A 25,105,000 18,885,000 -

2001A 17,060,000 15,270,000 -

Fire Department Facilities Project (11/3/92) 1996C 14,285,000 630,000 -

Seismic Safety Loan Program (11/3/92) 1994A 35,000,000 - $315,000,000

School District Facilities Improvements (6/7/94) 1996D 42,300,000 1,860,000 -

1997B 22,050,000 16,580,000 -

Asian Art Museum Relocation Project (11/8/94) 1996E 25,000,000 1,100,000 -

1999D 16,730,000 14,000,000 -

City Hall Improvement (11/8/95) 1996A 63,590,000 2,810,000 -

Steinhart Aquarium Improvement (11/8/95) - - 29,245,000

Affordable Housing Bonds (11/5/96) 1998A 20,000,000 16,365,000 -

1999A 20,000,000 17,190,000 -

2000D 20,000,000 17,495,000 -

2001C 17,000,000 15,380,000 -

2001D 23,000,000 21,110,000 -

Educational Facilities - Community College District (6/3/97) 1999A 20,395,000 16,935,000 -

2000A 29,605,000 25,950,000 -

Educational Facilities - Unified School District (6/3/97) 1999B 60,520,000 50,270,000 -

2003B 29,480,000 28,330,000 -

Zoo Facilities Bonds (6/3/97) 1999C 16,845,000 13,990,000 -
2000B 17,440,000 15,285,000

2002A 6,210,000 5,790,000 7,505,000

Laguna Honda Hospital (11/2/99) - - 299,000,000

Recreation and Parks (3/7/00) 2000C 6,180,000 5,415,000 -
2001B 14,060,000 12,580,000

2003A 20,960,000 20,145,000 68,300,000

California Academy of Sciences Improvement (3/7/00) - - 87,445,000
Branch Library Facilities Improvement (11/7/00) 2001E 17,665,000 15,920,000

2002B 23,135,000 21,575,000 65,065,000

SUB TOTALS $685,740,000 $391,595,000 $872,060,000
General Obligation Refunding Bonds Series 1997-1 issued 10/27/97 $449,085,000 $322,950,000
General Obligation Refunding Bonds Series 2002-R1 issued 4/23/02 $118,945,000 $108,275,000
General Obligation Refunding Bonds Series 2004-R1 issued 6/16/04 $21,930,000 $21,930,000

TOTALS $1,275,700,000 $844,750,000 $872,060,000

Reflects reductions from approved FEMA and State grants totaling $122,460,000 as provided in the bond authorization.

Source: Mayor's Office of Public Finance and Business Affairs, City and County of San Francisco

A-22




Lease Payments and Other Long-Term Obligations

Under the Charter, most lease financings can only be authorized through voter approval. Table A-13 sets forth
the aggregate annual lease payment obligations supported by the City’s General Fund with respect to
outstanding lease revenue bonds and certificates of participation. Note that the annual payment obligations
reflected in Table A-13 include the full-accreted value of any capital appreciation obligations that will accrue

as of the final payment dates.

TABLE A-13
CITY AND COUNTY OF SAN FRANCISCO
Lease Payment and Other Long-Term Obligations
As of June 30, 2004
Annual
Fiscal Payment
Year Principal Interest Obligation
2005 $49,041,625 $28,919,801 $77,961,426
2006 46,890,000 28,642,116 $75,532,116
2007 45,325,000 27,453,948 $72,778,948
2008 43,485,000 26,332,406 $69,817,406
2009 42,510,000 25,239,459 $67,749,459
2010 37,225,000 24,141,205 $61,366,205
2011 37,725,000 23,213,554 $60,938,554
2012 31,720,000 22,221,732 $53,941,732
2013 32,805,000 21,279,887 $54,084,887
2014 32,135,000 20,380,321 $52,515,321
2015 32,805,000 19,369,471 $52,174,471
2016 34,195,000 18,053,708 $52,248,708
2017 33,755,000 16,463,153 $50,218,153
2018 34,190,000 14,832,737 $49,022,737
2019 34,600,000 13,175,472 $47,775,472
2020 19,825,000 11,866,163 $31,691,163
2021 20,755,000 10,928,528 $31,683,528
2022 20,000,000 9,943,163 $29,943,163
2023 20,315,000 9,012,601 $29,327,601
2024 20,665,000 8,074,231 $28,739,231
2025 17,445,000 7,120,906 $24,565,906
2026 17,610,000 6,367,132 $23,977,132
2027 18,690,000 5,592,998 $24,282,998
2028 19,485,000 4,773,679 $24,258,679
2029 20,605,000 3,915,329 $24,520,329
2030 21,460,000 3,008,936 $24,468,936
2031 11,855,000 2,123,898 $13,978,898
2032 12,470,000 1,505,656 $13,975,656
2033 10,740,000 913,544 $11,653,544
2034 11,300,000 349.856 $11.649.856
TOTAL [HEIE $831,626,625  $415215,590 $1.246,842.215

(1 Amount includes $33,888,558 in accreted value of capital appreciation bonds to be earned upon final maturity.

(2] Totals reflect rounding to nearest dollar.

31 For purposes of this table, the interest payments on the Lease Revenue Bonds, Series 2000-1, 2, 3 (Moscone
Center Expansion Project) are assumed to be 3.50% - the approximate historical average of the Bond Market
Association Index plus a spread.

Source: Mayor's Office of Public Finance and Business Affairs, City and County of San Francisco
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The City electorate has approved several lease revenue bond propositions in addition to those bonds that have
already been issued. When issued, these voter-approved lease revenue bonds will be repaid from lease
payments made from the City’s General Fund. The following lease programs have remaining authorization:

In 1989, voters approved Proposition F, which authorizes the City to lease-finance (without limitation as to
maximum aggregate par amount) the construction of new parking facilities, including garages and surface
lots, in eight of the City’s neighborhoods. In July 2000, the City issued $8.2 million in lease revenue bonds to
finance the construction of North Beach Parking Garage, which was opened in February 2002. There is no
immediate plan to issue any more series of bonds under Proposition F.

In 1990, voters approved Proposition C, which amended the Charter to authorize the City to lease-purchase
equipment through a nonprofit corporation without additional voter approval but with certain restrictions. The
City and County of San Francisco Finance Corporation (the “Corporation’) was incorporated for that purpose.
Proposition C provides that the outstanding aggregate principal amount of obligations outstanding with
respect to lease financings may not exceed $20 million, such amount increasing by five percent each fiscal
year. As of June 30, 2004, the total authorized amount for such financings was $39,598,632. The total
principal amount outstanding as of June 30, 2004 was $26,650,000. It is anticipated that the Corporation will
issue approximately $10.3 million in equipment lease revenue bonds under this authorization in April 2005.

In 1994, voters approved Proposition B, which authorized up to $60 million in lease revenue bonds for the
acquisition and construction of a combined dispatch center for the City’s emergency 911 communication
system and for the emergency information and communications equipment for the center. In 1997, and 1998,
the Corporation issued $22.6 million and $23.3 million of lease revenue bonds, respectively, but has no plans
to utilize the remaining $14 million in authorization.

In June 1997, voters approved Proposition D, which authorizes up to $100 million in lease revenue bonds for
the construction of a new football stadium at Candlestick Point, the home of the San Francisco 49ers football
team. If issued, the $100 million of lease revenue bonds would be the City’s contribution toward the total cost
of the stadium project and the 49ers would be responsible for paying the remaining cost of the stadium
construction project. The City has no current timetable for issuance of the Proposition D bonds.

In November 2001, voters approved Propositions B and H. Proposition B authorizes the issuance of up to
$100 million in revenue bonds to finance the acquisition, installation and improvement or rehabilitation of
solar or other renewable energy facilities or equipment for City departments. Proposition H is a Charter
amendment that adds another exception to the voter-approval requirement for issuing revenue bonds. Under
Proposition H, the Board of Supervisors may authorize the issuance of revenue bonds to buy, build or
improve renewable energy facilities or energy conservation facilities without further voter approval. No bonds
have been issued under either Proposition B or Proposition H.

Overlapping Debt

In November 2001, voters approved Proposition A. Proposition A authorizes the issuance of general
obligation bonds up to $195 million to finance construction of new Chinatown and North Beach campuses of
the San Francisco Community College District (the “SFCCD”) and to improve to make improvements to
existing facilities. The SFCCD issued $38 million of such authorization in March 2002. It is anticipated that
SFCCD will issue approximately $65 million by the end of calendar year 2004.

On November 4, 2003, voters approved Proposition A. Proposition A authorized the San Francisco Unified
School District (the “SFUSD”) to issue up to $295 million of general obligation bonds to repair and
rehabilitate its facilities. It is anticipated that the SFUSD will issue its first series of bonds under this
authorization by the end of calendar year 2004.
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Labor Relations

The Mayor’s fiscal year 2004-05 budget includes approximately 30,000 full time personnel, excluding
employees in the San Francisco Unified School District, San Francisco Community College District, and San
Francisco Superior Court. City workers are represented by 48 different labor unions. The largest unions in
the City are the Service Employees International Union (Locals 250, 535 and 790); International Federation
of Professional and Technical Engineers (Local 21); and unions representing police, fire, deputy sheriffs and
transit workers.

The wages, hours and working conditions of City employees are determined by collective bargaining pursuant
to State law and City Charter. Except for nurses, transit workers, and a few hundred unrepresented
employees, the Charter requires that bargaining impasses be resolved through a final and binding interest
arbitration conducted by a panel of three arbitrators. The award of the arbitration panel is final unless legally
challenged. Strikes by City employees are prohibited, according to the Charter. Since 1976, no City
employees have gone on a union-authorized strike.

Wages, hours and working conditions of nurses and transit workers are not subject to interest arbitration, but
are subject to Charter-mandated economic caps.

The City’s employee selection procedures are established and maintained through a civil service system. In
general, selection procedures and other “merit system” issues are not subject to arbitration. However,
disciplinary actions are generally subject to grievance arbitration, with the exception of police and fire.

The City’s retirement benefits are established directly by the voters, and not through the regular collective
bargaining process; most changes to retirement benefit formulae require a voter-approved charter amendment.
Currently, most miscellaneous employees are in a “2% at 60 plan, and the uniformed police and fire are in a
“3% at 55” plan.

In 2003, the City negotiated two-year successor agreements (July 1, 2003 through June 30, 2005) with all
groups covered under Charter Section A8.409. Most of these agreements provided for a limited reopener
negotiation in 2004 to allow the parties to address any changes to the state and local economy, while some of
them had no reopener provision. Almost all of the groups that had reopener negotiations in 2004 agreed to a
one-year contract extension to June 30, 2006. In response to the City’s financial crisis, the 2003-2006
collective bargaining agreements provide that employees will continue to pay the 7.5% employee contribution
to their retirement plans for fiscal years 2004-05 and 2005-06. In recognition of the employees resuming
payment of their retirement contribution, the City will provide additional floating holidays. Additionally,
employees will receive some general wage increases in the fiscal year 2005-06, the final year of the contract.
A few collective bargaining agreements vary slightly from the general pattern, but generate the same net cost
savings to the City through June 30, 2006.

Of the unions covered under Charter Section A8.590-1, the City continues negotiations with the Firefighters
Union, the Paramedics, and Fire Management. Both the Police and Police Management contracts do not have
reopener provisions and will expire on June 30, 2007.

Pursuant to the Charter, the MTA shall negotiate contracts with labor unions representing employees in
service critical bargaining units and those agreements shall be subject to approval by the MTA Board. The
contract covering transit operators expired on June 30, 2004; however, the unions recently ratified a contract
which extends through June 30, 2008. The contract, which is expected to be taken up for approval by the
Municipal Transportation Agency Board (“MTA”) in the next few weeks, includes a new wage schedule with
wage increases beginning in April 2005, as well as an incentive-based bonus program.
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In addition, the City adopts an annual “Unrepresented Ordinance” for employees who are not exclusively
represented by a union. As with the negotiated labor agreements, the present ordinance, for fiscal year 2004-
05 also provides for unrepresented employees to continue payment of the employee contribution to their
retirement plans and receive additional floating holidays.

[The Remainder of this page is intentionally left blank.]
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TABLE A-14

CITY AND COUNTY OF SAN FRANCISCO

Employee Organizations as of July 1, 2003

Organization

Automotive Machinists, Local 1414
Bricklayers, Local 3/Hod Carriers, Local 36
Building Inspectors Association

Carpenters, Local 22

Cement Masons, Local 580

Deputy Sheriffs Association

District Attorney Investigators Association
Electrical Workers, Local 6

Glaziers, Local 718

International Alliance of Theatrical Stage Employees, Local 16
Ironworkers, Local 377

Hod Carriers, Local 36

Laborers International Union, Local 261

Law Librarian

Municipal Attorneys' Association

Municipal Executives Association

MEA - Police Management

MEA - Fire Management

Operating Engineers, Local 3

Painters, Local 4

Pile Drivers, Local 34

Plumbers, Local 38

Probation Officers Assoc., Teamsters Local 856
Professional & Technical Engineers, Local 21
Roofers, Local 40

S.F. Institutional Police Officers Association
S.F. Firefighters, Local 798

S.F. Police Officers Association

SEIU, Local 250

SEIU, Local 535

SEIU, Local 790

SEIU, Local 790 (Staff Nurse)

SEIU, Local 790 (H-1 Rescue Paramedics)
Sheet Metal Workers, Local 104

Stationary Engineers, Local 39

Supervising Probation Officers, Operating Engineers, Local 3
Teamsters, Local 350

Teamsters, Local 853

Teamsters, Local 856 (multi-unit)

Teamsters, Local 856 (Supervising Nurses)
TWU, Local 200 (SEAM multi-unit & claims)
TWU, Local 250-A TWU - Auto Service Workers
TWU, Local 250-A TWU - Miscellaneous
TWU, Local 250-A TWU - Transit Operators
Union of American Physicians & Dentists
Unrepresented Employees

Pending approval by the Metropolitan Transportation Agency Board.
Budgeted positions do not include SFUSD, SFCCD, or Superior Court personnel.

Budgeted
Positions

420

9

77

107

23

837

58

788

12

3

18

8

1,068

417
924

57
106
15
337
164
4,203
11

16
1,759
2,474
1,875
1,410
7,728
1,447
24

45
634
22

166
128
142
319
145
100

2,113
176
151

30,552 @

Expiration Date
of MOU
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2007
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2005
June 30, 2007
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2006
June 30, 2005
June 30, 2005
June 30, 2006
June 30, 2006
June 30, 2008
June 30, 2006
June 30, 2005

Source: Department of Human Resources - Employee Relations Division, City and County of San Francisco

A-27




Risk Management

The City self-insures the majority of its property, liability and workers' compensation risk exposures. Each
year, funds for anticipated claim payments, based on history and outstanding cases expected to be closed in
that year, are included in the current budget. The vast majority of the City's insurance is purchased for the
enterprise fund departments (SFO, Municipal Railway, Public Utilities Commission, the Port and
Convention Facilities). The remainder of the insured program is made up of insurance for General Fund
departments required to provide coverage for bond-financed facilities, coverage for art at City-owned
museums and statutory requirements for bonding of various public officials.

The City allocates workers' compensation costs to departments according to a formula based on claims,
payment history and payroll. Programs are being developed and implemented focusing on accident
prevention, investigation and by modifying the duty of injured employees with medical restrictions so they
can return to work as early as possible.

Retirement System

The City Employee’s Retirement System (the “Retirement System”) was established in April 1922 and was
constituted in its current form by the 1932 charter. The Retirement System is administered by the Retirement
Board consisting of seven members, three appointed by the Mayor, three elected from among the members
of the Retirement System, and a member of the Board appointed by the President of the Board, who serves
ex-officio as a voting member. To aid in the administration of the Retirement System, the Retirement Board
appoints an Actuary and an Executive Director. The Executive Director’s responsibility extends to four
divisions consisting of Administration, Investment, Retirement Services/ Accounting, and Deferred
Compensation.

The Retirement System estimates that the total active membership as of June 30, 2003 was 34,158, including
942 vested members and 643 reciprocal members, compared to 33,833 members a year earlier. The total new
enrollees for fiscal year 2002-03 was approximately 844. Checks are mailed to approximately 18,135 benefit
recipients monthly.

Net assets held in trust for pension benefits by the Retirement System as of June 30, 2003 were
$10,533,013,000 compared to $10,415,950,000 as of June 30, 2002. As of June 30, 2003, the actuarial
accrued liability was $10,249,896,000, and the actuarial value of assets was $11,173,636,000, reflecting
funding at 109%.

Table A-15 shows Retirement System actual contributions for fiscal years 1997-98 through 2002-03.
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TABLE A-15

CITY AND COUNTY OF SAN FRANCISCO
Employee Retirement System (000s)
Fiscal Years 1999-00 through 2002-03

Fiscal Years Employee &
Ending Market Value  Actuarial Value Pension Benefit Percent Employer
June 30 of Assets of Assets Obligation Funded Contribution ™

1999 $10,868,542 $8,862,168 $6,430,740 137.8% 120,851
2000 12,931,306 10,076,469 7,258,394 138.8% 132,761
2001 11,246,080 10,797,024 8,371,843 129.0% 145,203
2002 10,415,950 11,102,516 9,415,905 118.0% 155,918
2003 10,533,013 11,173,636 10,249,896 109.0% 182,069

M For fiscal years 1999-00 through 2003-04, the City paid no employer contribution. However, based

on the Retirement Board's Actuarial Valuation for July 1, 2003, employer contributions will resume
at 4.48% of covered payroll beginning fiscal year 2004-05.

Sources: SFERS' audited financial statements and supplemental schedules June 30, 2003 and 2002.
SFERS' Actuarial Valuation report as of July 1, 2003 and July 2002.

The assets of the Retirement System are invested in a broadly diversified manner including both domestic
and international securities. In addition to U.S. equities and fixed income securities, the fund holds
international equities, global sovereign debt, domestic real estate and an array of alternative investments
including venture capital limited partnerships. The investments are regularly reviewed by the Retirement
Board and monitored by an internal staff of investment professionals who are advised by external consultants
who are specialists in various areas of investments.

Actuarial valuation of the Retirement System is a joint effort of the Retirement System and an outside
actuarial firm employed under contract. A valuation of the Retirement System is conducted each year and an
experience study is performed periodically. The latest report was issued in January 2004 as of June 30, 2003.

In November 1980, the voters of San Francisco adopted a change in the method through which the liabilities
of the Retirement System are funded. That method is the entry age normal cost method with a level
percentage supplemental cost element (supplemental costs to be fully amortized over no more than 20 years).
Actuarial gains and losses are amortized over a 15-year period. Assets are calculated based on a 5-year
phase-in of realized and unrealized capital gains and losses.

In fiscal year 1996-97, the City’s dollar contribution decreased to zero due to lowered funding requirements
as determined by the Board’s actuary. Based upon the latest valuation report, as of June 30, 2003, the plan
was over funded by $923.7 million based on actuarial value of assets. However, starting in fiscal year 2004-
05, the City’s will contribute an estimated $44.6 million in employer contribution, which is 4.48% of
pensionable salary.
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APPENDIX B

CITY AND COUNTY OF SAN FRANCISCO
ECONOMY AND GENERAL INFORMATION

Area and Economy

The corporate limits of the City and County of San Francisco (the “City”’) encompass over 93 square miles, of
which 49 square miles are land, with the balance consisting of tidelands and a portion of the San Francisco
Bay (the “Bay”). The City is located on a peninsula bounded by the Pacific Ocean to the west, the Bay on the
east, the entrance to the Bay and the Golden Gate Bridge to the north and San Mateo County to the south.

The City is the economic center of the nine counties contiguous to the Bay: Alameda, Contra Costa, Marin,
Napa, San Francisco, San Mateo, Santa Clara, Solano and Sonoma Counties (the “Bay Area”). The economy
of the Bay Area includes a wide range of industries, supplying local needs as well as the needs of national and
international markets. Its major industries include heavy manufacturing, high technology, semi-conductor
manufacturing, petroleum refining, biotechnology, food processing and production and fabrication of
electronics and aerospace equipment. Non-manufacturing industries, including convention and tourism,
finance and international and wholesale trade, are characteristic of the City and are also major contributors to
economic activity within the Bay Area.

Population and Income

The City had a population estimated by the State of California (the “State”) Department of Finance
Demographic Research Unit, at 791,600 as of January 2003, ranking it the fourth largest city in California
after Los Angeles, San Diego and San Jose. The table below reflects the population and per capita income of
the City and the State between 1999 and 2003.

TABLE B-1
POPULATION AND INCOME
1999 - 2003
San Francisco California
City and County State of Per Capita  Per Capita
Year of San Francisco California Income Income
1999 776,300 33,387,000 49,695 29,856
2000 785,700 34,385,000 57,414 32,225
2001 793,700 35,037,000 55,816 32,702
2002 793,633 35,301,000 N/A * 32,898
2003 791,600 35,591,000 N/A * N/A *
* Note: Information not available. County data are compiled from numerous sources
by the U.S. Department of Commerce, Bureau of Economic Analysis and are
typically released with a significant time lag.
Sources: State of California Department of Finance, Demographic and Finance
Research Units; U.S. Department of Commerce, Bureau of Economic Analysis.
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Conventions and Tourism

During the calendar year 2002 approximately 15.7 million people (130,000 average per day) visited the city,
generating roughly $5.9 billion. On average, these visitors spent about $127 per day and stayed three to four
nights.

Hotel occupancy rates in San Francisco averaged 67.9% in calendar year 2003, an increase of 5.0% over the
previous year; however, hotel room rates continued to decrease throughout 2003. Average daily San
Francisco room rates for fiscal year 2003 were approximately $138 per night, down 5.1% from 2002 levels.

Although visitors who stay in San Francisco hotels account for only 36% of total out-of-town visitors, they
generated 68.1% of total spending by visitors from outside the Bay Area. It is estimated that 44% of visitors
come to the City are on vacation, 30% are convention and trade show attendees, 25% are individual business
travelers and the remaining 1% are en route elsewhere. International visitors make up 36% of all visitors.
Approximately 45% of the City's international visitors are from Europe and the United Kingdom, 31% are
from Asia, 9% are from Canada, 5% are from Australia and New Zealand, 5% are from Central and South
America, 3% are from Mexico, and 2% are from Africa and the Middle East. The following illustrates hotel
occupancy and related spending from calendar years 1999 through 2003.

TABLE B-2

CITY AND COUNTY OF SAN FRANCISCO
San Francisco Overnight Hotel Guests (000s)

Total Visitors Total Hotel Visitor

Calendar  Annual Average Staying in and Convention
Year Hotel Occupancy  Hotels or Motels Related Spending
1999 80.7% 4,180 3,590,000
2000 81.9% 4,300 4,288,000
2001 67.0% 3,550 3,700,000
2002 65.4% 3,470 3,500,000
2003 67.9% N/A N/A

Source: San Francisco Convention & Visitor Bureau.

According to the San Francisco Convention and Visitor Bureau, as of April 1, 2004, convention business is
almost at full capacity at the Moscone Convention Center and is at strong levels at individual hotels providing
self-contained convention services. The City completed construction of an expansion to the Moscone
Convention facilities in Spring 2003. With the expansion, the Moscone Convention Centers offer over
700,000 square feet of exhibit space covering more than 20 acres on three adjacent blocks.

Employment

The City has the benefit of a highly skilled, professional labor force. Key industries include tourism, real
estate, banking and finance, retailing, apparel design and manufacturing. Emerging industries include
multimedia and bioscience. According to the State of California Employment Development Department, the
unemployment rate for San Francisco was 4.4 percent in May 2004, down from a revised 4.8 percent in April
2004. This rate is in comparison with an adjusted unemployment rate of 5.8 percent for California and 5.3
percent for the nation during the same period.

Total citywide employment peaked at just over 586,491 jobs in 2001, an increase of almost 10,000 from
1998. Based on 2002 estimates, total citywide employment is about 548,000 indicating a loss of about 39,000
jobs from 2001.
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TABLE B-3

CITY AND COUNTY OF SAN FRANCISCO
Reported Employment by Land Use Activities 1998-2002 i

1998 1999 2000 #2001 #2002 @

Office 203,512 211,499 224,167 236,959 213,514
Retail 94,220 97,159 103,508 101,505 96,714
Industrial 124,071 120,922 119,922 107,837 98,153
Hotel 19,498 19,522 18,862 17,962 16,447
Cultural/Institutional 134,816 142,064 140,573 122,222 122,714
Other 39 30 1,307 6 -

Total 576,156 591,196 608,339 586,491 547,542

* 2001 and 2002 Sectoral breakdowns except hotel are not comparable with 2000 and earlier

breakdowns. This reflects Employment Development Department classification system.
[

[2

1 Most recent Employment Development Department data available.

12002 Office Land use activity group includes Government employment.

B 2002 is an estimate only.

Source: San Francisco Planning Department- California Employment Development Department.

Taxable Sales

The following table reflects a breakdown of taxable sales for the City from 1998 to 2002. Taxable sales
information for 2003 taxable sales is not yet available. Total retail sales decreased in 2002 by 23% compared

to 2001. When business and personal services and other outlet sales are included, taxable sales decreased by
14% in 2002.
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TABLE B-4

CITY AND COUNTY OF SAN FRANCISCO
Taxable Sales 1998 - 2002
(5000s)
1998 1999 2000 2001 2002""
Retail Stores %!
Apparel $688,770 $722,597 $792,508 $749,391 $737,396
General Merchandise 832,104 908,704 1,166,524 1,078,664 1,051,122
Drug Stores 172,188 187,630 153,291 149,638 143,999
Food 376,229 392,569 416,735 413,650 403,163
Packaged Liquor 70,885 77,452 81,800 81,705 79,757
Eating/Drinking 1,594,872 1,723,368 1,896,054 1,802,057 1,764,628
Furniture & Appliances 475,003 572,425 637,662 513,618 459,529
Building Materials
and Farm Implements 260,749 292,107 321,632 313,277 310,111
Automotive 357,924 387,300 456,851 435,787 419,346
Service Stations 272,036 388,696 549,967 454,149 383,763
Other Retail Stores 1,785,928 2,023,242 2,277,432 1,998,450 1,889,144
Retail Stores Total $6,886,688 $7,676,090 $8,750,456 $7,990,386 $7,641,958
Business and
Personal Services ! $921,855  $1,063,729 $1,226,650 $1,107,028 $1,043,019
All Other Outlets ™ 3.460.146 _ 3.596.942 _ 4,112,820 _ 3.357.822 _ 2,904.463
Total All Outlets ™™ §11,268,689 $12,336,761 $14,089,926 $12,455,236 $11,589,440
1 Most recent data available.
(2] See Table B-5. Taxable Sales in the 272 Largest Cities by Type of Business.
B3] See Table B-3. Taxable Sales in the 36 Largest Counties by Type of Business.
Source: California State Board of Equalization - Annual Reports.

Building Activity

Table B-5 shows a summary of building activity in the City for fiscal years 1998-99 through 2002-03, during
which time approximately 13,578 total housing units were authorized in the City (both market rate and
“affordable housing™). The total value of building permits was $1.3 billion in fiscal year 2002-03.

TABLE B-5

CITY AND COUNTY OF SAN FRANCISCO
Building Activity 1999-2003

Fiscal Year  Authorized

Ended New Value of Building Permits

June 30 Dwelling Units  Residential Non-Residential Total
1999 4,057 $552,300,771 $1,924,558,750  $2,476,859,521
2000 3,357 368,791,123  1,242,879,291 1,611,670,414
2001 3,050 409,427,204  1,850,738,132 2,260,165,336
2002 1,421 289,382,554  1,281,810,827 1,571,193,381
2003 1,693 234,997,191  1,108,463,214 1,343,460,405

Source: San Francisco Department of Building Inspection, Central Permit Bureau.
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Banking and Finance

The City is a leading center for financial activity. The headquarters of the Twelfth Federal Reserve District is
located in the City, as are the headquarters of the Eleventh District Federal Home Loan Bank and the regional
Office of Thrift Supervision. Wells Fargo Bank, First Republic Bank, Union Bank of California, United
Commercial Bank, and Bank of the Orient are headquartered in the City, along with the Pacific Stock
Exchange, and Charles Schwab & Co., the nation's largest discount broker. Investment banks located in the
City include Banc of America Securities LLC, Deutsche Banc Alex Brown, Thomas Weisel Partners LLC,
and Pacific Growth Equities.

Table B-6 below lists the ten largest employers in the City as of December 2003.

TABLE B-6
CITY AND COUNTY OF SAN FRANCISCO
Largest Employers in San Francisco
As of December 2003
Number of
Employer Employees Nature of Business
City and County of San Francisco 28,718 Local government
University of California, San Francisco 8,630 Health services
Wells Fargo & Co. Inc. 7,279 Banks
State of California 7,048 State government
San Francisco Unified School District 6,600 Education
United States Postal Service, San Francisco District 5,295 Mail delivery
AT&T 5,200 Telecommunications
PG&E Corp. 4,700 Energy
SBC Communications Inc. 4,600 Telecommunications
California Pacific Medical Center 3,800 Health care
Source: San Francisco Business Times, Book of Lists 2003.

Commercial Real Estate

According to the 4™ Quarter 2003 Report from Grubb & Ellis, the City’s office market has continued to
experience positive market performance. During 2003, net absorption went from a negative 324,000 square
feet to a positive 139,000 square feet. Vacancy ended the year at 23.4% decreasing from a high point of
24.1% during the second quarter. However, there is currently 14.7 million square feet of vacant space that
will take years to absorb. Market-wide lease rates continued steady at $27.87 per square foot for Class A, and
$20.45 per square foot for Class B space. Total square footage was 62.7 million square feet.

Major Development Projects

The downtown Union Square area is the City’s principal retail area and includes Macy’s, Neiman Marcus,
Saks Fifth Avenue, Levi’s, NikeTown, Disney, Crate and Barrel, Borders Books, Nordstrom, Williams
Sonoma and Virgin Records. The recent completion of the Union Square Improvement Project including
reconstruction of the Union Square Garage has benefited the area in terms of accessibility. The newly
refurbished Union Square Park is now a hub for activities and events, gatherings, rallies, performances, and
art exhibits.
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The construction of the Westfield San Francisco Center (including Bloomingdale’s) on the site of the former
Emporium-Capwell building between Market Street and Mission Street and 4th and 5th Streets is currently
underway. It is estimated that this will be a $410 million project. The 1.2 million square foot retail, office,
and entertainment complex is expected to be complete in 2006. Upon completion the center is expected to
draw much business to the developing area resulting in an estimated $9.7 million in tax revenues. It will
provide approximately 1,900 permanent jobs and roughly 1,000 construction jobs.

Another commercial development project planned in the City is the Fillmore Renaissance Center, a mixed-use
commercial and residential project at Fillmore and Eddy Streets in the Western Addition area of the City
known as the Fillmore Jazz Preservation District. The project will include a Fillmore branch of Oakland’s
Yoshi’s Jazz Club & Restaurant, a soul fusion of restaurants and lounges, approximately eighty condominium
units (15% of which are designated “affordable”) and a public parking garage.

Development has begun at the Mission Bay site, portions of which are owned by the City and the Port of San
Francisco. The development utilizes 303 acres of land and consists of 6,000 residential units, (28% of which
will be affordable units), office and commercial space, 863,637 square feet of retail space, a new public
school, 51-acres of parks and recreational areas, and a 500-room hotel. In addition, the University of
California is constructing a 2,650,000 square foot biotechnology campus on a 43-acre site in Mission Bay.

The Octavia Boulevard Project, begun in 2003, will be a ground-level six-lane boulevard between Market and
Hayes Streets. The redevelopment of this freeway system has opened up approximately 7.2 acres of property
to be used for the construction of 750-900 housing units.

Redevelopment of the former Hunters Point Naval Shipyard on San Francisco's southern waterfront is
expected to begin in the summer of 2004. The 90-acre first phase of development is expected to comprise
1,600 housing units, 300,000 square feet of commercial uses, 34 acres of open space and other community
amenities. Future phases of this 500-acre redevelopment effort will include additional residential and
commercial development, with a focus on light industrial and research and development uses.

Transportation Facilities
San Francisco International Airport

San Francisco International Airport (“SFO”), located approximately 14 miles south of downtown San
Francisco, is a major commercial airport and has been serving the San Francisco Bay Area and Northern
California for over 75 years. Traffic reports submitted by the airlines for fiscal year 2002-03 show that SFO
served over 29 million passengers (enplanements and deplanements), and handled a total of 342,676 flight
operations, 323,363 of which were scheduled air carrier operations. During fiscal year 2002-03, scheduled
passenger aircraft arrivals and departures decreased by 4.5% and total enplanements decreased by 5.7% over
the previous year.

Based on Airports Council International final ranking for calendar year 2002, SFO was ranked the eleventh
most active airport in the United States in terms of total passengers. In fiscal year 2001-02, the most recent
year for which complete data are available, approximately 73% of passenger traffic at the Airport was origin
and destination traffic, which is generally not dependent on airline hubbing practices.

During fiscal year 2002-03, 60 airlines served the Airport with non-stop and one-stop service to 110 cities in
the United States, and 23 of these airlines provided service to 62 international destinations. In fiscal year
2002-03, SFO handled 606,900 thousand metric tons of cargo and was ranked 13™ in the United States in
terms of air cargo volume, according to Airports Council International final ranking for calendar year 2002.
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Following the terrorist events of September 2001 in New York, NY and Washington, DC, management at
SFO developed a detailed financial plan to address the anticipated decline in revenues. Management and staff
at SFO identified numerous expenditure reductions as well as additional funding sources, including the use of
passenger facility charge revenues. Management continues to adhere to these plans and as a result does not
anticipate a large deficit for the current fiscal year.

On December 9, 2002, UAL Corp. (“UAL”), the parent company of United Airlines, filed for protection
under Chapter 11 of the U.S. Bankruptcy Code. UAL accounts for approximately 34% of total operating
revenue at SFO. The filing under Chapter 11 permits a company to continue operations while it develops a
plan of reorganization to address its existing debt, capital and cost structures.

On December 10, 2002, the U.S. Bankruptcy Court approved a series of motions, including a motion ordering
the payment of sales and use taxes, transportation taxes, fees, passenger facilities charges and other similar
government and airport charges. United Airlines therefore has been granted authority to pay certain ongoing
landing fees, passenger facilities charges and similar charges to SFO and other parties, whether incurred prior
to or after the bankruptcy filing. United Airlines has remained current in its payments to the Airport for rents
and landing fees since January 2003.

Table B-7 presents certain data regarding SFO for the last five fiscal years.

TABLE B-7
SAN FRANCISCO INTERNATIONAL AIRPORT
Passenger, Cargo and Mail Data for
Fiscal Years ending June 30, 1999 through 2003
Passengers Cargo Traffic
Fiscal year Enplanements Annual Freight and U.S. and
Ended and Percent Express Air Foreign Mail
June 30 Deplanements Change (Metric Tons) (Metric Tons)
1999 39,158,482 -1.6% 618,334 182,384
2000 40,238,576 2.8% 680,051 190,579
2001 38,723,290 -3.8% 621,434 150,538
2002 30,942,135 -20.1% 467,301 93,953
2003 29,165,073 -5.7% 517,410 89,469
Source: San Francisco Airport Commission.

Port of San Francisco

The Port of San Francisco (the “Port”) consists of 7.5 miles of San Francisco Bay waterfront which are held
in “public trust” on behalf of all the people of California. The State transferred, and the City electorate
accepted, responsibility for the Port to the City in 1969. The Port is committed to promoting a balance of
maritime-related commerce, fishing, recreational, industrial and commercial activities, as well as protecting
the natural resources of the waterfront and developing recreational facilities for public use.

The Port is governed by a five-member Port Commission which is responsible for the operation, management,

development and regulation of the Port. All revenues generated by the Port are to be used for Port purposes
only. The Port receives no operating subsidies from the City, and the Port has no taxing power.
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In fiscal year 2002-03, the Port posted a decrease in net assets of $6.4 million. In the same period, as shown
in the table below, the Port properties generated $54.5 million.

TABLE B-8

PORT OF SAN FRANCISCO

FISCAL YEARS 2002 AND 2003 REVENUES
($000s)

FY 01-02 Percentage of FY 02-03 Percentage of
Business Line Audited Revenue 2002 Revenue  Audited Revenue 2003 Revenue
Commercial & Industrial Rent $32,482 64.3% $32,037 58.8%
Parking 7,380 14.6 7,466 13.7
Cargo 3,797 7.5 5,659 10.4
Fishing 1,488 3.0 1,554 2.8
Ship Repair 1,000 2.0 919 1.7
Harbor Services 915 1.8 967 1.8
Cruise 459 0.9 963 1.8
Other Maritime 1,445 2.9 1,413 2.6
Other 1,528 3.0 3,489 6.4
TOTAL $50,494 100% $54,467 100%
Source: Port of San Francisco Audited Financial Statements.

In June 1997, the Port Commission adopted a Waterfront Land Use Plan (the “Port Plan”), which established
the framework for determining acceptable uses for Port property. The Port Plan calls for a wide variety of
land uses which retain and expand historic maritime activities at the Port, provide revenue to support new
maritime and public improvements, and significantly increase public access.

As a result of the finalization of the Port Plan, there are currently several major development projects in
negotiation and/or construction including: a mixed use recreation and historic preservation project at Piers 27-
31; a hotel development at the corner of Broadway and the Embarcadero; a mixed use historic preservation
and reuse of Piers 1/%-5; an international cruise and mixed use office/retail complex in the South Beach area
of San Francisco that will involve the construction of a condominium tower project, a new cruise terminal, an
office and retail development, and a new waterfront park known as Brannan Street Wharf.

A $100 million renovation of the Ferry Building was completed in 2003. Also completed in 2003 was the
two-acre Rincon Park, a collaborative effort among the Port, the San Francisco Redevelopment Agency and
Gap Inc.

An $18 million project to relocate and expand the Downtown Ferry Terminal, and a $7 million project to
provide new berthing and auxiliary facilities for commercial fisherman at Hyde Street Harbor were both
completed during fiscal year 2001-02.

Other Transportation Facilities

The San Francisco Bay is surrounded by nine counties comprising the Bay Area. Although the Bay itself
creates a natural barrier for transportation throughout the region, several bridges, highways and public
transportation systems connect the counties. The majority of the transportation mechanisms throughout the
Bay utilize San Francisco as a hub, and provide access into the City itself for jobs, entertainment, shopping
and other activities. The major transportation facilities connecting the City to the remainder of the region
include the Golden Gate and Bay Bridges, the Bay Area Rapid Transit rail line, CalTrain, the Valley
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Transportation Authority, and the Alameda-Contra Costa, San Mateo, Santa Clara and Golden Gate Transit
Districts' bus lines. Public and private companies also provide ferry service across the Bay.

Other transportation services connect the Bay Area to the State, national and global economy. In addition to
the San Francisco International Airport, the San Francisco Bay Area is served by two other major airports: the
Oakland International Airport in Alameda County, and the San Jose International Airport in Santa Clara
County. These airports also serve the Bay Area’s air passengers with service to all major domestic cities and
many international cities and are important cargo transportation facilities.

The Port of Oakland is an important cargo and transportation facility to the Bay Area as it provides a strong
link to the Pacific Rim. The Port of Oakland is served by three major railroads with rail lines and/or
connections to the Midwest and beyond.

Public School System

The City is served by the San Francisco Unified School District (the “District”). The District has a board of
seven members who are elected Citywide. Schools within the District are financed from available property
taxes and State, Federal and local funds. The District operates thirty-five child development centers; seventy-
six elementary schools, including sixty-nine K-5 elementary schools, seven K-8 elementary schools, one
charter K-5 and one charter K-8 schools, two charter grade 5-8 schools, and five charter grade 9-12 schools;
eighteen middle schools (grades 6-8); seventeen senior high schools, including fourteen schools serving
grades 9-12, two continuation schools and one independent study alternative high school and various county
school services.

Colleges and Universities

Within the City, the University of San Francisco and California State University at San Francisco offer full
four-year degree programs of study as well as graduate degree programs. The University of California,
San Francisco is a health science campus consisting of the schools of medicine, dentistry, nursing, pharmacy
and graduate programs in health science. The Hastings College of the Law is affiliated with the University of
California. The University of the Pacific's School of Dentistry and Golden Gate University are also located in
the City. City College of San Francisco offers two years of college-level study leading to associate degrees.

The nine-county Bay Area region includes approximately twenty public and private colleges and universities.
Most notable among them are the University of California at Berkeley and Stanford University. Both
institutions offer full curricula leading to bachelors, masters and doctoral degrees, and are known worldwide
for their contributions to higher education.
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APPENDIX C

EXCERPTS* FROM COMPREHENSIVE ANNUAL FINANCIAL REPORT OF THE CITY AND
COUNTY OF SAN FRANCISCO FOR THE YEAR ENDED JUNE 30, 2003

* Includes all material listed on the City’s Comprehensive Annual Financial Report’s Table of Contents
through Note 17 of the Notes to Basic Financial Statements. The City’s Comprehensive Annual
Financial Report may be reviewed on line or downloaded from the City Controller’s website at

http://www.sfgov.org/controller.
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San Francisco City and County Government
(As of June 30, 2003)

MAYOR
A CITY ADMINISTRATOR
E E E E E E
ASSESSOR/ BOARD OF cITY DISTRICT PUBLIC SHERIFF SUPERIOR TREASURER/
RECORDER SUPERVISORS ATTORNEY ATTORNEY DEFENDER COURTS TAX COLLECTOR
1
ASSESSMENT COUNTY A
APPEALS TRANSPORTATION ADULT
BOARD AUTHORITY CONTROLLER PROBATION
YOUTH
COMMISSION
[ I I | I I I |
ACADEMY AGING AND ASIAN BUILDING BUSINESS.
OF ADULT AIRPORTS ARTS ARTS INSPECTION AND ECONOMIC EMERGENCY
SCIENCES SERVICES COMMISSION COMMISSION COMMISSION COMMISSION DEVELOPMENT || [COMMUNICATIONS|
I I I | [ | I |
CHILDREN, CIvViL FINE
ADMINISTRATIVE YOUTH AND THEIR SERVICE ENVIRONMENT ARTS FIRE HEALTH HUMAN
FAMILIES COMMISSION COMMISSION COMMISSION COMMISSION COMMISSION RESOURCES
[ | I 1 I I I I ]
ANIMAL CONVENTION HUMAN HUMAN JUVENILE
careanD | | CONSUMER FACILITIES counTy RIGHTS SERVICES PROBATION Yorroor | | cBRaRY
CONTROL MANAGEMENT COMMISSION COMMISSION COMMISSION TRUSTEES
' ' I I | I |
MEDICAL PURCHASER! REAL C
CONTRACT MUNICIPAL PUBLI
EXAMINER ADMINISTRATION ESTATE TRANSPORTATION POLICE co P’&"Rg UTILITIES PUBLIC
AGENCY COMMISSION MMISSION COMMISSION WORKS
I | I I ]
RECREATION RENT RETIREMENT STATUS OF TAXI
S < S S - AND PARK STABILIZATION SYSTEM WOMEN COMMISSION
APPEALS L ECTIONS ETHICS B LANNING SSUPPORT COMMISSION BOARD BOARD COMMISSION
BOARD commission | | commission COMMISSION SERVICES
| TELECOMMUNICATIONS| WAR MEMORIAL
AND INFORMATION BOARD OF REDi\eEéSgcﬂENT “{DEEQ/SEULZEIMS;:?D
A Appointed by Mayor and confirmed by Board of Supervisors TRUSTEES AUTHORITY
E Elected

S Shared - appointed by various elected officials

Certificate of
Achievement
for Excellence

inancial
Reporting

in F

Presented to
City and County of
San Francisco, California

Financial Report
for the Fiscal Year Ended

For its Comprehensive Annual

June 30, 2002
A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Officers
Association of the United States and Canada to
government units and public employee retirement

systerns whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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CITY AND COUNTY OF SAN FRANCISCO

Statement of Net Assets - Proprietary Funds

June 30, 2003

(with summarized financial information as of June 30, 2002)

(In Thousands)

tvoe A

yp i - Funds
Other
Major Funds Fund
San Hetch
Francisco Hetchy General Governmental
Interna- Water Municipal Hospital Clean Port of Laguna Activities-Internal
tional Water and Transportation Medical Water San Honda Market Total Service Funds
Airport Department Power enc! Center Program Francisco Hospital Corporation 2003 2002 2003 2002
ASSETS
Current Assets:
Deposits and investments with City Treasury.. $ 271,646 $ 189,359 § 83,317 § 9,110 § 874 § 49,007 $ 52,842 § - $ - $ 656,155 $ 754,778 $ 9,105 §$ 14,499
Deposits and investments outside City Treasury. 10 40 10 6,764 10 - 9 1 1,164 8,008 3,508 23,155 51,732
Receivables (net of allowance for
uncollectible amounts of $23,093 and
$13,462 in 2003 and 2002, respectively):
Federal and state grants and subventions. - - 32 41,720 3,474 35 439 - - 45,700 39,306 - -
Charges for services. 38,969 25,959 9,855 3,354 29,041 20,923 2,885 18,524 28 149,538 156,220 - -
Interest and other. 1,899 3,068 420 6,377 48,948 550 849 - - 62,111 68,364 461 1,251
Loan and capital lease receivables. - - 85 - - - - - - 85 - 16,980 16,922
Due from other funds.. - - 6,869 60,395 48 - - - - 67,312 13,529 - -
Inventori 120 1,687 237 36,250 4,612 - 1,193 915 - 45,014 37,801 - -
Deferred charges and other assets.... 1,979 - - 5,212 - - 1,322 - 21 8,534 6,266 294 390
Total current assets.... 314,623 220,113 _100,825 169,182 87,007 70,515 59,539 19,440 1,213 1,042,457 1,079,772 49,995 84,794
Restricted assets:
Deposits and investments with City Treasury.. 255,301 112,680 - 45,614 - 85,356 3,859 51,492 - 554,302 601,351 - -
Deposits and investments outside City Treasury. 273,329 13,504 - 23,630 26 32,649 11,360 296 102 354,896 390,938 - -
Grants and other receivables. 17,372 734 - 6,001 - 289 - 813 - 25,209 33,960 - -
Total restricted assets.... 546,002 126,918 - 75,245 26 118,294 15,219 52,601 102 934,407 _ 1,026,249 - -
Noncurrent assets:
Deferred charges and other assets. . 45,980 4,223 - 4,414 - 2,765 8,059 - - 65,441 65,756 2,510 2,266
Loan and capital lease receivables. . - - 767 - - - - - - 767 - 236,263 241,863
Capital assets:
Land and other assets not being depreciated........ 109,283 135,425 61,879 216,434 2,869 30,692 142,221 41,424 - 740,227 1,454,905 - -
Facilities, Infrastructrure, and
equipment, net of depreciation. 3,862,056 573912 _ 188,919 1,586,137 56,835 1,295265 _ 105,434 7,279 5,507 7,681,344 6,730,919 2,620 3,597
Total capital assets.... 48,703 5,507 8,421,571 8,185,824 2,620 3,597
Total noncurrent assets. ... 4,017,319 713,560 _ 251,565 1,806,985 59,704 1,328,722 255,714 48,703 5,507 8,487,779 8,251,580 241,393 247,726
Total asset: 4,877,944 1,060,591 352,390 2,051,412 146,737 1,517,531 330,472 120,744 6,822 10,464,643 10,357,601 291,388 332,520
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CITY AND COUNTY OF SAN FRANCISCO
Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds

Year ended June 30, 2003
(with summarized financial information for the year ended June 30, 2002)

(In Thousands)

type Activities - Funds
Other
Major Funds Fund
San Hetch Parking
Francisco Hetchy General Garages Governmental
Interna- Water Municipal Hospital Clean Portof  Laguna and Activities-Internal
tional Water and Transportation Medical Water San Honda Market Total Service Funds
Airport Department  Power Agency Center Program Francisco Hospital Corporation 2003 2002 2003 2002
Operating revenues:
Aviation. $ 347998 § - $ - $ - % - % -8 -8 - $ - § 347,998 § 318772 § -3 -
Water and power service. - 157,727 131,963 - - - - - - 289,690 260,712 - -
Passenger fees........... - - - 97,764 - - - - - 97,764 97,162 - -
Net patient service revenue. - - - - 296,974 - - 116,431 - 413,405 398,782 - -
Sewer service.... - - - - - 130,013 - - - 130,013 129,925 - -
Rents and concession: 62,790 8,611 227 14,460 3,183 - 43,512 - - 132,783 117,913 8 31
Parking and transportation. 49,367 - - 29,803 - - 7,466 - - 86,636 96,111 - -
Charges for services... - - - 668 - - - - 668 - 96,334 102,331
Other revenues.... 39,961 3.915 - 12,961 12,190 4,732 350 1,296 78,894 59,855 - -
Total operating revenues. 500,116 170,253 132,190 155,656 312,347 134,745 116,781 1,296 1,577,851 1,479,232 96,342 102,362
Operating expenses:
Personal services.............. 152,586 50,859 19,406 428,362 238,130 37,480 50,103 132,359 170 1,109,455 1,005,778 42,030 39,819
C service: 54,713 5,168 4,072 32,890 105,475 5,432 - 3,187 346 211,283 221,118 33,010 37,216
Light, heat and power. 21,028 - 43,118 1,179 - - - - 79 65,404 87,812 - -
Materials and supplies. 6,519 6,842 1,914 25,344 38,349 7,288 - 11,666 3 97,925 112,823 15,100 16,331
D iation and i g 148,294 31,430 9,572 69,332 6,432 38,369 8,655 1,260 272 313,616 286,834 1,438 2,709
General and administrative................ 4,304 22,685 11,941 30,155 870 11,974 - - 6 81,935 89,280 889 1,737
Services provided by other
10,837 30,496 2,857 25,627 18,080 20,656 - 3,740 - 112,293 100,449 2,832 2,985
Other. 48,725 20,043 2,530 9,778 - 7.978 - 90 2 89,146 35,511 1,888 2,778
Total operating 447,006 167,523 95,410 622,667 407,336 129,177 58,758 152,302 878 2,081,057 1,939,605 97,187 103,575
Operating income (loss).... 53,110 2,730 36,780 (467,011) _ (94,989) 5,568 (4,291) (35521 418 503,206 (460,373) (845) (1.213)
Nonoperating revenues (expense:
Operating grants:
Federal - 230 565 18,667 - - - - 19,462 5,151 -
State / other. - - 632 75,426 68,702 35 - - 144,795 162,654 - -
Interest and investment income. 33,137 7,576 1,365 2,223 - 4,123 1,774 - 17 50,215 63,530 4,258 7,003
Interest expense. (194,030) (19,056) 7) (5,513) (1,807)  (24,668) (2,316) (228) (16) (247,651) (243,480) (4,333) (7.432)
Other, net 54,060 5,264 855 124,107 6,190 623 (2,313) 906 - 188,446 199,679 - 18
Total nonoperating revenues
) (106,833) (5.986) 3,400 214910 73,085 _(21,133) _ (2,855) 678 1 155,267 187,534 (75) @1
Income (loss) before capital
contributions, transfers and special items.. (53,723) (3,256) 40,180 (252,101)  (21,904) (15,565) (7,146) (34,843) 419 (347,939) (272,839) (920) (1,624)
Capital C 20,678 - - 162,712 - - 726 20,635 - 204,751 251,747 - -
Transfers in.. - - - 260,459 89,943 - - 33,110 - 383,512 214,381 197 512
Transfers out. (16,823) - - (54,531) _ (73,307) - - - (59,860) (204,521) (89,982) - .
Net income (loss) before special item.. (49,868) (3.256) 40,180 116,539 (5,268) (15,565)  (6,420) 18,902 (59,441) 35,803 103,307 (723) (1,112)
Special item. - - 33,000 - - - - - - 33,000 - - -
Change in net assef (49,868) (3,256) 73,180 116,539 (5,268) (15,565)  (6,420) 18,902 (59,441) 68,803 103,307 (723) (1,112)
Net assets (deficit) at of year. 561,472 452,104 261,326 1,563,140 48,679 950,380 274,492 65,937 4,230,010 4,126,703 (4.4086) (3.294)
Net assets (deficit) atend of year......................... 511,604 $ 448848 $334506 $ 1669679 §$ 43411 $934,815 $268,072 $ 6,496 $4,298,813 $4,230010 §$ (5129) $ (4.406)
The notes to the financial statements are an integral part of this statement.
CITY AND COUNTY OF SAN FRANCISCO
Statement of Net Assets - Proprietary Funds (Continued)
June 30, 2003
(with summarized financial information as of June 30, 2002)
(In Thousands)
Business-type Activities - Enterprise Funds
Other
Major Funds Fund
San Hetch
Francisco Hetchy General Governmental
Interna- Water Municipal Hospital Clean Port of Laguna Activities-Internal
tional Water and Transportation Medical Water San Honda Market Total Service Funds
Airport Department Power Agency Center Program Francisco Hospital Corporation 2003 2002 2003 2002
LIABILITIES
Current liabilities:
Accounts payable. 13,566 8,718 11,423 48,562 12,874 4,071 2,396 2,762 168 104,540 119,989 4,713 6,814
Accrued payroll 8,824 6,508 1,302 24,452 13,711 2,298 1,463 8,233 - 66,791 61,174 2,464 2,315
Accrued vacation and sick leave pay... 5,757 3,894 880 13,857 7,484 1,986 1,006 4,702 - 39,566 38,811 1,833 1,434
Accrued workers' compensation.... 1,305 2,074 384 24,841 5,007 829 644 2,862 - 37,946 30,476 244 250
i claims payable. 209 1,025 38 10,754 - 260 1,500 - - 13,786 16,668 - -
Due to other funds..... 320 1,043 - 1,600 23,009 - 2,000 5,882 - 33,854 44,314 48 2,027
Deferred credits and other liabilitie: 37,602 42,412 550 6,826 15,663 - 7,260 184 45 110,542 107,474 28,772 58,752
Accrued interest payable. . - 4,136 17 589 - 10,255 149 - - 15,146 12,381 1,095 2,997
Bonds, loans, capital leases, and other payables... 58,858 13,345 103 6,705 787 14,929 518 222 - 95,467 185,185 17,931 16,094
Total current liabilities. . 126,441 83,155 14,697 138,186 78,535 34,628 16,936 24,847 213 517,638 616,472 57,100 90,683
Liabilities payable from
restricted assets:
Bonds, loans, capital leases, and other payables... 11,772 - - - - - 3,595 - - 15,367 12,115 - -
Accrued interest payable..... 37,037 - - - - - 940 - - 37,977 42,666 - -
Other. 26,666 10,522 - 904 26 638 4,130 951 - 43,837 63,404 - -
Total liabilities payable from restricted assets.. 75,475 10,522 - 904 26 638 8,665 951 - 97,181 118,185 - -
Noncurrent liabilities:
Accrued vacation and sick leave pay. 5,400 3,923 705 10,177 5,355 1,637 2,982 - 31,063 30,617 1,754 1,382
Accrued workers' compensation..... 4,454 7,747 1,509 84,212 17,418 3,001 10,582 - 131,210 96,928 835 762
Estimated claims payable.... 250 2,798 105 16,918 - 714 - - 21,185 28,618 - -
Deferred credits and other liabilitie - 3,997 - 36,876 - 91 - 13 44,036 52,929 - -
Bonds, loans, capital leases, and other payables... 4,154,320 499,601 868 94,460 1,992 542,007 - - 5,323,517 5,183,842 236,828 _ 244,099
Total noncurrent liabilities... 4,164,424 518,066 3,187 242,643 24,765 _547,450 13,564 113 5,551,011 5,392,934 239,417 246,243
Total liabilitie 4,366,340 611,743 17,884 381,733 103,326 582,716 39,362 326 6,165,830 _ 6,127,591 296,517 336,926
NET ASSETS
Invested in capital assets, net of related debt............ (13,205) 273,644 250,798 1,652,327 56,925 782,268 222,211 48,481 - 3,273,449 3,115,392 2,620 4,164
Restricted:
Debt service. 224,521 14,712 - 679 - 33,330 - - - 273,242 334,747 - -
Capital projects. 8,550 20,611 - 3,887 - 66,679 - 47,966 - 147,693 141,154 - -
Other purpose: - - - 57,346 26 - 2,128 2,116 - 61,616 70,118 - -
Unrestricted (deficit). 291,738 139,881 83,708 (44,560) _ (13,540) 52,538 43,733 (17,181) 6,496 542,813 568,599 7,749 8,570
Total net assets (deficit)...... $ 511,604 § 448848 § 334506 $ 1,669,679 § 43,411 $934,815 $268072 $ 81,382 $ 6496 $4,298,813 $4,230010 $ (5129) § (4,406)

The notes to the financial statements are an integral part of this statement.
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CITY AND COUNTY OF SAN FRANCISCO

Statement of Cash Flows
Proprietary Funds

Year ended June 30, 2003

(with summarized financial information for the year ended June 30, 2002)

(In Thousands)

Business-type Activities - Funds
Other
Major Funds Fund
San Hetch Parking
Francisco Hetchy General Garages Governmental
Interna- Water Municipal Hospital Clean Port of Laguna and Activities-Internal
tional Water and Transportation ~ Medical Water San Honda Market Total Service Funds
Airport Department Power Agency Center Program  Francisco  Hospital C 2003 2002 2003 2002
Cash flows from operating activities:
Cash received from including cash deposit: $ 490,743 § 150,814 § 131,142 § 157,585 §$ 315041 § 135992 § 7,081 § - $ 1,296 $1,389,694 $1,359,427 $ 111,900 $ 115302
Cash received from patients and third party payors. - - - - - - - 120,371 - 120,371 103,145 - -
Cash received from tenants for rent. - 8,611 227 16,971 3,183 - 43,998 - - 72,990 57,802 - -
Cash paid to for service: (151,608) (43,845) (20,258) (395,833)  (236,562) (35,222) (19,995)  (134,106) (170) (1,037,599) (942,718) (41,043) (38,873)
Cash paid to suppliers for goods and services.... (99,443) (77,363) (71,560) (147,144)  (162,419) (54,969) (19,271) (19,860) (443) (652,472) (665,031) (95,268) (155,795)
Cash paid for j and claim - (4,141) (2,295) (6,963) - (1,158) - - - (14,557) __ (12,414) - -
Net cash provided by (used in) operating activities.... 239,692 34,076 37,256 (375,384) 80,757) 44,643 11,813 33,595 683 121,573 (99,789) (24,411 79,366)
Cash flows from noncapital financing activities:
Operating grant: 2,541 230 1,344 182,294 65,228 - - - - 251,637 287,158 - -
Transfers in. - - - 202,465 86,271 - - 33,110 - 321,846 214,381 197 512
Transfers out. (16,823) - - (54,531) (73,307) - - - (1,866) (146,527) (89,982) - -
Transit Impact Dt fees received. - - - 3,199 - - - - - 3,199 7,062 - -
Other noncapital increase: - - - - 6,190 - - - - 6,190 5,224 - -
Other i - - - [(4)) - - - - - 171 536) - -
Net cash provided by (used in)
noncapital financing activitie: ST 14,282) 230 1,344 333,256 84,382 - - 33,110 1,866 436,174 423,307 197 512
Cash flows from capital financing activities:
Capital grant: 27,523 - - 128,360 - - 1,145 - - 157,028 272,423 - -
Transfers in - - - - - - - - - - - - 145,791
Bond sale proceeds and loans received. 507 164,665 971 66,988 - 32,998 - - (251) 265,878 200,623 11,070 7.928
Proceeds from sale of capital assets.......... . 13 1,200 - 661 - - - - - 1,874 1,868 - -
Loss from di ition of fixed asset . - - - (69) - - - - - (69) - - -
Proceeds from ial paper - - - - - - - - - - 260,847 - -
Loans received. - - - - - - - - - - - 2,001 3,541
Proceeds from facility charge: 53,435 - - - - - - - - 53,435 X - -
isition of capital assets. (124,385)  (115997)  (18,712) (225,585) (2437)  (15,14)  (14,448)  (20,269) (134) (537,081)  (676,185) (339) (3.627)
Retirement of capital leases, bonds and loan: (52,260  (11,789) - (3,609) - (69,871) (4,720 (210) - (142,459) (48,184) (16,869) (16,902)
i of ial paper N (90,000) - - - - - - - (90,000) (85,000) - -
Bond issue costs paid. (736) - - - - - - - - (736) (3,764) (264) (67)
Interest paid on long term debt. (221,220) (21,655) - (4,686) (1,807) (15,820) (2,253) (228) (153) (267,822)  (342,736) (6,129) (7,468)
Other capital financing increases.. - - - - - - 437 20,635 - 21,072 65,769 - -
Other capital financing (4,358) - - (2,650) - - 5,968) - - (12,976) (12,528) - -
Net cash provided by (used in) capital financing activities.... (321,481) (73,576) (17,741) (40,590) (4,244) 67,807) (25,807) 72, 538, 551,856) (336,261 10,440, 129,196
Cash flows from investing activities:
of i with trustee: (2,157,006)  (205,149) - (1,376) - (58,390) - - 24 (2,421,897) (2,057,219) - -
Proceeds from sale of i with trustees. 2,166,717 204,945 - 4,600 - 68,372 5,359 - - 2,449,993 1,959,929 - -
Purchases of restricted deposits and investments.... . (119,357) - - - - - - - - (119,357)  (608,085) - -
Proceeds from sale of restricted deposits and investments....... 324,859 - - - - - - - - 324,859 1,063,255 - -
Interest income received. 33,519 6,958 1,353 2,310 - 3,072 2,083 1,047 17 50,359 63,904 789 8,178
Other investing activities - 4,064 855 7,969 - (573) - 33 - 12,282 10,552 106 85)
Net cash provided by investing activitie: 248,732 10,818 2,208 13,503 - 12,481 7,442 1,014 a1 296,239 432,336 683 8,093
Net increase (decrease) in cash and cash equivalents. 152,661 (28,452) 23,067 (69,215) (619)  (10,683) (6,552) 457 (1,680) 58,984 419,593 (33,971) 58,435
Cash and cash equi beginning of year. 347,602 330,531 60,260 130,864 1,503 145,046 73,270 50,284 2,844 1,142,204 722,611 66,231 7,796
Cash and cash d of year $ 500263 $ 302079 $ 83327 $ 61649 $ 884 $ 134363 $ 66718 $ 50741 § 1164 $1201,188 $1.142204 $ 32260 §$ 66,231

The notes to the financial statements are an integral part of this statement.
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CITY AND COUNTY OF SAN FRANCISCO
Statement of Cash Flows (Continued)

Proprietary Funds
Year ended June 30, 2003

(with summarized financial information for the year ended June 30, 2002)

(In Thousands)

Business-type Activities - Enterprise Funds

Major Funds
San Hetch
Francisco Hetchy General
Interna- Water Municipal Hospital Clean Port of Laguna
tional Water and Transportation  Medical Water San Honda Total
Airport  Department  Power Agency Center Program  Francisce Hospital 2003 2002
Reconciliation of operating income (loss) to
net cash provided by (used in) operating activities:
Operating income (loss). $ 53,110 2,730 § 36780 §$ (467,011) $ (94,989 5568 $ (4291) $ (35521 $ (503,206) $ (460,373,
Adjustments for non-cash activities:
D iation and izati 151,334 31,430 9,572 69,332 6,432 38,369 8,655 1,260 316,656 289,211
Provision for 39,917 - - 2 31,351 461 365 946 73,042 28,788
Write off of capital asset: - 4,076 - - - - - - 4,076 5,822
Other. - (561) (162) - - 147 (831) - (1,407) (1,475)
Changes in assets/liabilities:
i net. (8,793) 711 (1,315) 2,104 (24,268) 786 25 4,410 (26,340) (70,553)
Due from other fund: - - (6,663) - 754 - - - (5,909) (802)
i 255 291 30 (6,452) (942) - (40) (20) (6.878) 5,439
Deferred charges and other assets...... - - - (2,646) 2,742 - 3,766 - 3,855 (5,549)
Accounts payable. (4,601) 2,939 3,360 (5,193) (6,452) 2,508 1,166 (1,079) (7,455) 4,728
Accrued payroll. 978 854 222 2,767 87 55 66 38 5,967 2,057
Accrued vacation and sick leave pay................... - 733 (159) 3,051 584 168 95 187 4,659 3,409
Accrued workers' { - 2,514 268 26,711 7,749 1,135 461 2,557 41,395 24,209
Estimated claims payable. - (1,145) (3,477) (1,039) 3,980 (3,754) 300 - (5,135) (9,060)
Due to other fund: 14 1,043 (1,200) 1,600 (8,684) (800) 2,000 (4,532) (10,459) 41,878
Deferred credits and other liabilities. 7,468 11,539, - 1,390 1) - 76 (1,841) (4,434) 42,482
Total 186,582 31,346 476 91,627 14,232 39,075 16,104 1,926 381,633 360,584
Net cash provided by (used in) operating
activities $_ 239,692 34,076 $__ 37,256 $ (375,384) $__(80,757) $__ 44,643 $__ 11,813 $__ (33,595 $_(121573) § (99,789,
Reconciliation of cash and cash equivalents
to the balance sheet:
Deposits and investments with City Treasury:
Unrestri $ 271,646 189,359 § 83,317 § 9,110 § 874 § 49007 $§ 52842 § - $ 656,155 § 754,778
i 255,301 112,680 - 45,614 - 85,356 3,859 51,492 554,302 601,351
Unrestricted deposits and investments outside
City Treasur) 10 40 10 6,764 10 - 9 1 8,008 3,508
Total deposits and i 526,957 302,079 83,327 61,488 884 134,363 56,710 51,493 1,218,465 1,359,637
Add: Restricted deposits outside City Treasury
meeting the definition of cash equivalents......... - - - 161 - - 10,567 100 10,828 15,322
Less: Deposits and investments not meeting
the definition of cash equivalents................... (26,694) - - - - - (559) 852) 28,105) 232,755)
Cash and cash equivalents at end of year
on statement of cash flow: $ 500,263 §$ 302,079 § 83327 § 61,649 § 884 $ 134,363 $ 66,718 $ 50,741 $1,201,188  § 1,142,204

The notes to the financial statements are an integral part of this statement.

Governmental

Activities-Internal
Servi

Funds

$ (845) $ 1,213)

1,438 2,709
13,937 13,327
(95) (387)
(2,101) 1573
149 246
77 266
67 434

37,732 96,321
23,566) 78,153

$__(24411) §__ (79,366)

$ 9,105 § 14,499
23,155 51,732
32,260 66,231

$_32260 § 66231
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