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(See “CERTIFICATE INSURANCE” and “RATINGS” herein)

In the opinion of Greenberg Traurig, LLP, Santa Monica, California, Special Counsel, subject, however, to certain qualifications described herein, under
existing law, and assuming, among other matters, the accuracy of certain representations and compliance with certain covenants set forth in the documents
and instruments pertaining to the Certificates and requirements of the Internal Revenue Code of 1986, as amended (the “Code”), as described herein, the
portion of the Lease Payments designated as and comprising interest and received by the owners of the Certificates is excluded from gross income for federal
income tax purposes and is not an item of tax preference for purposes of calculating the federal alternative minimum tax imposed on individuals and
corporations; although, for the purpose of computing the alternative minimum tax imposed on certain corporations (as defined for federal income tax
purposes), such interest is taken into account in determining certain income and earnings. In the further opinion of Special Counsel, such interest is exempt
from California personal income taxes. See “TAX MATTERS” herein.
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Dated: Date of Delivery Due: January 1, as shown on inside cover page

THIS COVER PAGE CONTAINS CERTAIN INFORMATION FOR GENERAL REFERENCE ONLY AND IS NOT A SUMMARY OF THIS ISSUE
OR THE SECURITY FOR THE CERTIFICATES. INVESTORS ARE ADVISED TO READ THE ENTIRE REOFFERING MEMORANDUM TO OBTAIN
INFORMATION ESSENTIAL TO THE MAKING AN INFORMED INVESTMENT DECISION.

This is a reoffering of the above-captioned City of Pacifica (the “City”) Certificates of Participation (the “Certificates”) that were initially offered (the
“Original Certificates”) and executed pursuant to a Trust Agreement dated as of May 1, 2006 (the “Original Trust Agreement”), by and among the City, the City
of Pacifica Financing Authority (the “Authority”) and Wells Fargo Bank, National Association, as trustee thereunder (the “2006 Trustee”). In connection with the
interest rate conversion described herein (the “Conversion”), the Original Trust Agreement will be amended and restated by the Amended and Restated Trust
Agreement, dated as of August 1, 2008 (together with the Original Trust Agreement and the amendments and supplements hereto, the “Trust Agreement”), by
and among the City, the Authority and Deutsche Bank National Trust Company (the “Trustee”). The Certificates were originally executed and delivered for the
principal purpose of refunding certain City debt obligations which were originally issued to finance the acquisition, construction and equipping of certain City
public improvement projects (collectively, the “Original Improvements”). See “THE FINANCING PLAN” herein.

The Original Certificates were initially executed and delivered as auction rate securities on May 16, 2006 in the aggregate principal amount of $15,725,000
with a final maturity date of January 8, 2037, with interest rates correspondingly changing from time to time in conjunction with the auction rate market. In
connection with the reoffering of the Certificates pursuant to this Reoffering Memorandum, the interest rates applicable to the Certificates are being fixed to their
respective maturities at their respective rates shown on the inside front cover page hereof. Such interest will be payable on January 1 and July 1 of each year,
commencing January 1, 2009.

The Project (as defined herein) has been undertaken by the City for the purpose of issuing the Certificates, the proceeds of which are anticipated to be used
to (i) fund an escrow to cause the mandatory tender of all outstanding Original Certificates necessary to cause the Fixed Rate Conversion thereof, (ii) provide
funds relating to the acquisition, construction and equipping of certain City public street improvement projects (the “2008 Improvements™), (iii) fund certain
costs relating to termination of a swap agreement relating to the Original Certificates, (iv) fund capitalized interest, (v) fund or provide for satisfaction of the
Reserve Fund Requirement, and (vi) pay the costs incurred in connection with the execution, delivery and sale of the Certificates. See “THE FINANCING
PLAN” herein.

Upon Conversion, the Certificates represent direct, undivided fractional interests of the owners thereof in the lease payments (the “Lease Payments” and
each a “Lease Payment”) to be made by the City to the Authority for the use and occupancy of the Site and Facilities as described in the First Amended and
Restated Lease Agreement, dated as of May 1, 2006, by and between the Authority and the City (the “Original Lease Agreement”), as amended by the
Amendment to First Amended and Restated Lease Agreement, dated as of August 1, 2008 (together with the Original Lease Agreement and the amendments and
supplements hereto, the “Lease Agreement”), by and between the City and the Authority. Pursuant to the Lease Agreement, the Authority will lease to the City
the Site and Facilities, as more particularly set forth in the Lease Agreement (the “Site and Facilities”). Prior to Conversion, proceeds of the Certificates, in an
amount necessary to convert the Original Certificates as set forth herein, will be deposited in a designated escrow fund and held in escrow as collateral security
for the Certificates until the Conversion Date. See “THE CERTIFICATES” and “THE FINANCING PLAN” herein.

The Certificates are being executed and delivered in denominations of $5,000 and integral multiples thereof in book-entry form only and, when executed
and delivered, will be registered in the name of Cede & Co., as nominee of The Depository Trust Company, New York, New York. Purchasers of the Certificates
will not receive certificates representing their beneficial ownership thereof but will receive credit balances on the books of their respective nominees. The
principal of and interest evidenced by the Certificates are payable by the Trustee to Cede & Co.; and such interest and principal payments are to be disbursed to
the beneficial owners of the Certificates through their nominees. See “BOOK-ENTRY ONLY SYSTEM” herein.

The Certificates are subject to optional, mandatory and special prepayment prior to their respective maturities, in accordance with the terms of
the Trust Agreement. See “PREPAYMENT PROVISIONS” herein.

The scheduled payment of principal of and interest on the Original Certificates when due is guaranteed under a financial guaranty insurance policy No.
25296BE effective as of May 16, 2006 (the “Original Policy”), issued by Ambac Assurance Corporation (the “Insurer” or the “Certificate Insurer”), which
Original Policy continues, along with a certain Financial Guaranty Insurance Policy issued by the Certificate Insurer effective simultaneously with the original
delivery of the Certificates ( the “2008 Policy” together with the Original Policy, the “Policy” or “Certificate Insurance Policy”), to guaranty the payment of
principal of and interest on the Certificates. The City has not reviewed the financial condition of the Insurer and makes no representation as to such Policy or
financial condition of the Insurer. Prospective purchasers of the Certificates should rely on the City’s ability to make Lease Payments in determining whether to
invest in the Certificates. See “THE CERTIFICATE INSURANCE POLICY” and “RISK FACTORS” herein.

Ambac

The City is, subject to abatement as described herein, legally required under the Lease Agreement to make Lease Payments in an amount sufficient to pay,
when due, the principal and interest with respect to Certificates in each year in consideration of the use and occupancy of the Sites and Facilities from any source
of legally available funds. The City has covenanted under the Lease Agreement to take such action as may be necessary to include all Lease Payments in its
annual budgets and to make the necessary annual appropriations therefore.

MATURITY SCHEDULE
(See inside front cover page)

THE OBLIGATION OF THE CITY TO PAY LEASE 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 OR OTHER FAITH AND CREDIT OF THE CITY. NEITHER THE CERTIFICATES NOR THE OBLIGATION OF
THE CITY TO PAY LEASE PAYMENTS CONSTITUTES A DEBT OF THE CITY, THE STATE OF CALIFORNIA OR ANY OF ITS POLITICAL
SUBDIVISIONS WITHIN THE MEANING OF THE CONSTITUTION OF THE STATE OF CALIFORNIA OR OTHERWISE.

The Certificates are reoffered, when, as and if executed, delivered to and received by the Underwriter, subject to approval of legality by Greenberg
Traurig, LLP, Santa Monica, California, Special Counsel. Certain legal matters will be passed upon for the City and the Authority by their general counsel,
respectively. Certain legal matters will be passed upon for the City by its Disclosure Counsel, The Weist Law Firm, A Professional law Corporation, Scotts
Valley, California. It is anticipated that the Certificates in book-entry form, will be available for delivery in New York, New York on or about July 31, 2008 for
deposit with DTC.

NOLLENBERGER

CAPITAL PARTNERS

Dated: July 28, 2008




MATURITY DATES, PRINCIPAL AMOUNTS, INTEREST RATES AND YIELDS

$19,815,000
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Evidencing Direct, Undivided Fractional Interests of the Owners Thereof
In Lease Payments to be Made by the
CITY OF PACIFICA
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CITY OF PACIFICA FINANCING AUTHORITY

MATURITY SCHEDULE
(Base CUSIP' No. 695096)

$9,300,000 Serial Maturities

Maturity Date Principal Interest
(January 1) Amount Rate Yield CUSIP?
2010 $510,000 3.000% 2.700% DCS8
2011 455,000 3.250 3.200 DD6
2017 580,000 4.250 4.400 DKO
2018 555,000 4.375 4.550 DLS
2019 625,000 4.500 4.700 DM6é6
2020 625,000 4.625 4.850 DN4
2023 650,000 5.000 5.100 DRS
2024 700,000 5.000 5.150 DS3
2025 700,000 5.000 5.200 DT1
2026 750,000 5.000 5.250 DUS
2027 725,000 5.125 5.300 DVe
2028 800,000 5.125 5.350 DW4
2029 825,000 5.250 5.400 DX2
2030 800,000 5.375 5.500 DYO0

$1,050,000 4.500% Term Certificates Due January 1, 2013 - Yield 3.700% CUSIP} No. DF1
$1,590,000 4.500% Term Certificates Due January 1, 2016 — Yield 4.200% CUSIP} No. DJ3
$1,275,000 5.000% Term Certificates Due January 1, 2022 - Yield 5.000% CUSIP{ No. DQ7
$6,600,000 5.375% Term Certificates Due January 1, 2037 — Yield 5.600% CUSIP+ No. DZ7

T Copyright 2008, American Bankers Association. CUSIP data herein is provided by Standard and Poor’s, CUSIP Service Bureau, a division of The McGraw-Hill
Companies, Inc. This data is not intended to create a database and does not serve in any way as a substitute for the CUSIP Service. CUSIP numbers are provided for
convenience of reference only. None of the City, the Authority, or the Underwriter take any responsibility for the accuracy of such CUSIP numbers. The CUSIP
number for a specific maturity is subject to being changed after the issuance of the Certificates as a result of various subsequent actions including, but not limited to,
a refunding in whole or in part of such maturity.



The Underwriter has provided the following sentence for inclusion in this Reoffering Memorandum: The Underwriter has reviewed
the information in this Reoffering Memorandum in accordance with, and as part of, its responsibilities to investors under the federal securities
laws as applied to the facts and circumstances of this transaction, but the Underwriter does not guarantee the accuracy or completeness of
such information. In making an investment decision investors must rely on their own examination of the terms of the offering, including the
merits and risks involved. These securities have not been recommended by any federal or state securities commission or regulatory authority.
Furthermore, neither the foregoing authorities nor Special Counsel or Disclosure Counsel have confirmed the accuracy or determined the
adequacy of this document. Any representation to the contrary is a criminal offense.

This Reoffering Memorandum does not constitute an offer to sell the Certificates or the solicitation of an offer to buy, nor shall
there be any sale of the Certificates by any person in any state or other jurisdiction to any person to whom it is unlawful to make such offer,
solicitation or sale in such state or jurisdiction. No dealer, broker, salesman or any other person has been authorized by the City of Pacifica
(the “City™) or Underwriter to give any information or to make any representation other than those contained herein in connection with the
offering of the Certificates and, if given or made, such information or representation must not be relied upon as having been authorized by the
City, Underwriter or any other person.

The Execution and delivery of the Certificates has not been registered under the Securities Act of 1933 in reliance upon an
exemption thereunder. This Reoffering Memorandum is not to be construed as a contract with the purchasers of the Certificates. Statements
contained in this Reoffering Memorandum which involve estimates, projections, 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 relating to book-entry and to the Depository Trust Company (“DTC”), New York, New York has
been obtained from DTC and the information herein relating to the Certificate Insurer and to the Certificate Insurance Policy has been
obtained from the Insurer. Such information is believed to be reliable, but it is not guaranteed as to accuracy or completeness and is not to be
construed as representation by the City, the Authority or respective counsel. All other information set forth herein has been furnished by the
City and other sources believed to be reliable. Such information is not guaranteed as to accuracy or completeness and is not to be construed as
a representation by the Underwriter, its counsel, Disclosure Counsel or Special Counsel.

When used in this Reoffering Memorandum and in any continuing disclosure by the City in any press release and in any oral
statement made with the approval of an authorized officer of the City or any other entity described or referenced in this Reoffering
Memorandum, the words or phrases “will likely result,” “are expected to,” “will continue,” “is anticipated,” “estimate,” “project,” “forecast,”
“expect,” “intend,” and similar expressions identify “forward looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995. Such statements are subject to risks and uncertainties that could cause actual results to differ materially from those
contemplated in such forward-looking statements. Any forecast is subject to such uncertainties. Inevitably, some assumptions used to
develop the forecasts will not be realized and unanticipated events and circumstances may occur. Therefore, there are likely to be differences

between forecasts and actual results, and those differences may be material.

This Reoffering Memorandum speaks only as of its date, and the information and expressions of opinion herein are subject to
change without notice and neither the delivery of this Reoffering Memorandum nor any sale of the Certificates made hereunder shall, under
any circumstances, create any implication that there has been no change in the affairs of the City, or any other party described herein since the
date hereof. Further, all summaries contained herein of the Trust Agreement, the Lease Agreement and other related documents are expressly
made subject to the provisions of such documents and instruments and do not purport to be complete, comprehensive or definitive summaries
of any or all of such provisions. This Reoffering Memorandum is submitted in connection with the sale of the Certificates and may not be
reproduced or used, in whole or in part, for any other purpose.

IN CONNECTION WITH THE OFFERING OF THE CERTIFICATES, THE UNDERWRITER MAY OVERALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF THE CERTIFICATES OFFERED
HEREBY AT LEVELS ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF
COMMENCED, MAY BE DISCONTINUED AT ANY TIME. THE UNDERWRITER MAY OFFER AND SELL THE CERTIFICATES
TO CERTAIN DEALERS, INSTITUTIONAL INVESTORS AND OTHERS AT PRICES LOWER THAN THE PUBLIC OFFERING
PRICES STATED ON THE COVER PAGE THEREOF AND SAID PUBLIC OFFERING PRICES MAY BE CHANGED FROM TIME TO
TIME BY THE UNDERWRITER.
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$19,815,000
CERTIFICATES OF PARTICIPATION
(2008 Conversion of 2006 Auction Rate Certificates)
Evidencing Direct, Undivided Fractional Interests of the Owners Thereof
In Lease Payments to be Made by the
CITY OF PACIFICA
As the Rental for Certain Property Pursuant to a Lease Agreement with the
CITY OF PACIFICA FINANCING AUTHORITY

INTRODUCTORY STATEMENT

The summaries or references to the Trust Agreement, the Lease Agreement, the Site Lease,
Assignment Agreement, Escrow Agreement and other documents, agreements and statutes referred to
herein (the “Principal Legal Documents™), and the description of the Certificates included in this Reoffering
Memorandum, do not purport to be comprehensive or definitive, and such summaries, references and
descriptions are qualified in their entirety by reference to each such document or statute. All capitalized
terms used in this Reoffering Memorandum (unless otherwise defined herein) shall have the meanings set
forth in the Principal Legal Documents, some of which are summarized in “APPENDIX B - SUMMARY
OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS - Certain Definitions.”

This Reoffering Memorandum, which includes the cover page and the appendices hereto (the
“Reoffering Memorandum”), has been prepared under the direction of the City of Pacifica (the “City”) and
provides certain information concerning the execution and delivery of the above-captioned $19,815,000 the
City of Pacifica, Certificates of Participation (2008 Conversion of 2006 Auction Rate Certificates) (the
“Certificates”).

Certain information regarding the Certificates has been provided directly by the City and is
believed to be reliable, but it is not guaranteed as to accuracy or completeness and is not to be construed as
representation by the City, the Authority or respective counsel. All other information set forth herein has
been furnished by other sources believed by the City to be reliable; however, such information is not
guaranteed as to accuracy or completeness and is not to be construed as a representation by the Underwriter,
its counsel, Disclosure Counsel or Special Counsel.

Any statements in this Reoffering Memorandum involving matters of opinion, whether or not
expressly so stated, are intended as such and not as representations of fact. This Reoffering Memorandum is
not to be construed as a contract or agreement between the City and the purchasers or Owners of any of the
Certificates.

The following Introduction does not purport to be complete, but rather is intended only as a brief
summary of certain terms of the Certificates being offered and a brief description of the Reoffering
Memorandum. All statements contained in this Introduction are qualified in their entirety by more
complete and detailed information contained in the entire Reoffering Memorandum, including the cover
page and appendices hereto, and the documents summarized or described herein. A full review should be
made of the entire Reoffering Memorandum. The sale and delivery of the Certificates to potential
investors is made only by means of the entire Reoffering Memorandum.



INTRODUCTION
THE CERTIFICATES

The Original Certificates were executed and delivered in book-entry only form pursuant to a Trust
Agreement dated as of May 1, 2006 (the “Original Trust Agreement”), by and among the City, the City of
Pacifica Financing Authority (the “Authority”) and Wells Fargo Bank, National Association, as trustee
thereunder (the “2006 Trustee”). In connection with the interest rate conversion described herein, the
Original Trust Agreement will be amended and restated by the Amended and Restated Trust Agreement,
dated as of August 1, 2008 (together with the Original Trust Agreement and the amendments, supplements
and restatements thereto, collectively the “Trust Agreement”) by and among the City, the Authority and
Deutsche Bank National Trust Company, as Trustee (the “Trustee”). The Trust Agreement was authorized
by City Resolution, adopted on June 23, 2008. See “APPENDIX B - SUMMARY OF CERTAIN
PROVISIONS OF THE LEGAL DOCUMENTS - The Trust Agreement” herein.

PURPOSE

The proceeds of the Certificates are being used to (i) fund an escrow to cause the mandatory tender
and Conversion (as described below) of all outstanding City of Pacifica, 2006 Certificates of Participation
originally executed and delivered in the principal amount of $15,725,000 on May 16, 2006 (the “Original
Certificates”), as originally described in the official statement relating thereto dated May 9, 2006 (the
“Original Official Statement”), (ii) provide funds relating to the acquisition, construction and equipping of
certain City public street improvement projects (the “2008 Improvements”), (iii) fund certain costs relating
to termination of a swap agreement relating to the Original Certificates, (iv) fund capitalized interest, (V)
fund or otherwise satisfy the Reserve Fund Requirement, and (vi) pay the costs incurred in connection with
the execution, delivery and sale of the Certificates. See “THE FINANCING PLAN" herein.

The Original Certificates were executed and delivered primarily to refund and defease three (3) of
the City’s previously issued lease obligations, and also to finance the acquisition, construction and
equipping of certain previous City public improvement projects (collectively, the “Original
Improvements”), as further described under the caption “THE FINANCING PLAN” herein. Proceeds
derived from the sale of the Original Certificates were also used: (i) to obtain an insurance policy (the
“Certificate Insurance Policy”) issued by Ambac Assurance Corporation (the “Certificate Insurer”)
guaranteeing the scheduled payments of principal of and interest with respect to the Original Certificates
(including the Certificates), (ii) to finance a reserve fund surety, and (iii) to pay the costs of executing and
delivering the Original Certificates. See “THE FINANCING PLAN” herein.

THE CONVERSION

The Original Certificates were initially executed and delivered at an Auction Rate, bearing variable
rates of interest established in accordance with certain Auction Procedures set forth in the Original Trust
Agreement (the “Auction Mode”). The Certificates are primarily being reoffered to finance the conversion
of the Original Certificates from an Auction Mode to a Fixed Rate (as defined in the Original Trust
Agreement), resulting in the interest rate applicable to the Certificates becoming fixed to the respective
maturity dates of the Certificates at the interest rates indicated on the inside front cover page hereof, as more
specifically set forth in the Trust Agreement (the “Conversion™).



In accordance with the Original Trust Agreement, all Original Certificates, whether or not tendered
for purchase on or prior to the Conversion, will be deemed purchased on the Conversion Date at a price of
one hundred percent (100%) of the principal amount thereof, plus accrued and unpaid interest to such date.
See “THE FINANCING PLAN” herein.

SECURITY

Upon Conversion, the Certificates represent direct, undivided fractional interests of the owners
thereof in the lease payments (the “Lease Payments”) to be made by the City to the Authority for the use
and occupancy of the Site and Facilities as described in the First Amended and Restated Lease Agreement,
dated as of May 1, 2006, by and between the Authority and the City (the “Original Lease Agreement”), as
amended by the amendment to the First Amended and Restated Lease Agreement, dated as of August 1,
2008 (together with the Original Lease Agreement and the amendments and supplements hereto, the “Lease
Agreement”), by and between the City and the Authority. Prior to Conversion, a portion of the proceeds of
the Certificates, in an amount necessary to convert the Original Certificates in full on the Conversion Date,
will be deposited with the Trustee and invested in strict accordance with the Conversion Fund Escrow
Agreement (as defined in the Trust Agreement), and will be held in trust as collateral security for the
Certificates until the Conversion Date, all as specifically set forth in the Trust Agreement. See “THE
FINANCING PLAN” and “APPENDIX B - SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL
DOCUMENTS” herein.

The Authority, pursuant to the Assignment Agreement, will assign substantially all of its rights
under the Lease Agreement, including its right to receive Lease Payments from the City as well as its right
to enforce the Lease Agreement, to the Trustee for the benefit of the registered owners of the Certificates.

The City is required under the Lease Agreement, subject to abatement as described in the Lease
Agreement, to make Lease Payments in each year in consideration for the use and occupancy of the Leased
Property (as described below) from any source of legally available funds in an amount sufficient to pay,
when due, the annual principal, prepayment price (expressed as a percentage of the principal amount of the
Certificates to be prepaid), and interest with respect to the Certificates. See “RISK FACTORS -
Abatement” herein.

The City and the Authority have determined that 25.235% (the “Allocable Share”) of each Lease
Payment is payable from and ratably secured by a pledge of and lien on (the “Revenue Pledge™) the Gas
Tax Revenues (as defined in the Trust Agreement). The City has covenanted to deposit all of the Gas Tax
Revenues into a special fund to be held and administered by the City. On or before each January 1 and July
1, commencing January 1, 2009 (each a “Lease Payment Date™), the City will withdraw from such special
fund and pay to the Trustee the Allocable Share of the Lease Payment and Additional Payments which are
then coming due and payable. See “SECURITY AND SOURCES OF PAYMENT FOR THE
CERTIFICATES - Administration and Maintenance of Gas Tax Revenues” herein.

THE OBLIGATION OF THE CITY TO PAY THE LEASE PAYMENTS DOES NOT CONSTITUTE
A DEBT OF THE CITY OR THE STATE OF CALIFORNIA (THE “STATE”) OR OF ANY POLITICAL
SUBDIVISION THEREOF WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY
DEBT LIMIT OR RESTRICTION, AND DOES NOT CONSTITUTE AN OBLIGATION FOR WHICH THE
CITY OR THE STATE IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR
WHICH THE CITY OR THE STATE HAS LEVIED OR PLEDGED ANY FORM OF TAXATION.



THE LEASED PROPERTY

The Certificates represent direct, undivided fractional interests of the registered owners (the
“Owners”) thereof in Lease Payments to be made by the City to the Authority for the right to the use and
occupancy of certain real property and improvements, including the City’s Public Safety Building and its
related site, and the City’s Community Center and its related site (collectively, the “Leased Property”). For
a more complete description, see “THE PROJECT - The Leased Property” herein. The Leased Property
will be leased by the City from the Authority pursuant to the Lease Agreement. To facilitate the conveyance
accomplished by the Lease Agreement, the City has leased the Leased Property to the Authority pursuant to
a First Amended and Restated Site Lease, dated as of May 1, 2006 (the “Site Lease™).

FORM OF CERTIFICATES AND DENOMINATION

The Certificates are being executed and delivered in denominations of $5,000 and integral multiples
thereof in book-entry form only and, when executed and delivered, will be registered in the name of Cede &
Co., as nominee of The Depository Trust Company, New York, New York. Purchasers of the Certificates
will not receive certificates representing their beneficial ownership thereof but will receive credit balances
on the books of their respective nominees. The principal of and interest evidenced by the Certificates are
payable by the Trustee to Cede & Co.; and such interest and principal payments are to be disbursed to the
beneficial owners of the Certificates through their nominees. See “BOOK-ENTRY ONLY SYSTEM”
herein.

REGISTRATION, TRANSFERS AND EXCHANGES

The Certificates will be executed and delivered as fully registered bonds, registered in the name of
Cede & Co., as nominee of The Depository Trust Company, New York, New York (“DTC”), or such other
name as may be requested by an authorized representative of DTC and will be available to actual purchasers
of the Certificates (the “Beneficial Owners”) in the denominations set forth above, under the Book-Entry
system maintained by DTC, only through brokers and dealers who are or act through DTC Participants as
described herein. Beneficial Owners will not be entitled to receive physical delivery of the Certificates. In
the event that the Book-Entry Only system described herein is no longer used with respect to the
Certificates, the Certificates will be registered and transferred in accordance with the Trust Agreement. See
“BOOK-ENTRY ONLY SYSTEM” herein.

FINANCIAL GUARANTY INSURANCE PoLicy

The scheduled payment of principal of and interest on the Original Certificates when due is
guaranteed under a financial guaranty insurance policy No. 25296BE effective as of May 16, 2006 (the
“Original Policy™), issued by Ambac Assurance Corporation (the “Insurer” or the “Certificate Insurer”),
which Original Policy continues, together with a certain Financial Guaranty Insurance Policy issued by the
Certificate Insurer effective simultaneously with the original delivery of the Certificates ( the “2008 Policy”
together with the Original Policy, the “Policy” or “Certificate Insurance Policy”), to guaranty the payment of
principal of and interest on the Certificates. See “APPENDIX F - SPECIMEN CERTIFICATE
INSURANCE POLICY™ herein. The Certificate Insurer makes no representation regarding the Certificates
or the advisability of investing in the Certificates and makes no representation regarding this Reoffering
Memorandum other than the information supplied by the Certificate Insurer and presented under the



heading “THE CERTIFICATE INSURANCE POLICY.” See “RISK FACTORS - The Certificate Insurer
and the Certificate Insurance Policy” herein.

DESCRIPTION OF THE CERTIFICATES

The Certificates are being executed and delivered in denominations of $5,000 or any integral
multiple thereof. Interest will accrue on the principal components of each Certificate at the applicable
interest rate (as set forth on the inside front cover page hereof) from the date of original delivery thereof
until its date of maturity or prior prepayment, with interest becoming payable on each January 1 and July 1,
commencing January 1, 2009. The Certificates are subject to prepayment as described in this Reoffering
Memorandum. See “THE CERTIFICATES” herein.

The Certificates evidence fractional and undivided interests in the right to receive Lease Payments
and prepayments thereof to be made by the City to the Authority under the Lease Agreement. The Lease
Payments are designed to pay, when due, the principal and interest with respect to the Certificates. The City
has covenanted in the Lease Agreement that it will take such action as may be necessary to include the
Lease Payments and other payments due under the Lease Agreement in its annual budgets and to make the
necessary annual appropriations therefor. The City’s obligation to make Lease Payments is subject to
abatement in the event of the taking of, damage to or loss of use and possession of the Leased Property. See
“RISK FACTORS - Abatement” herein

PREPAYMENT

The Certificates will be subject to optional and mandatory prepayment, in whole or in part, prior to
their stated maturity as set forth herein under the section entitled “PREPAYMENT PROVISIONS.”

CONTINUING DISCLOSURE

The City has covenanted for the benefit of the Owners and beneficial owners of the Certificates to
provide, or cause to be provided, certain financial information and operating data relating to the City by not
later than nine (9) months (i.e., no later than March, 31st) following the end of the City’s fiscal year (which
fiscal year currently ends on June 30), commencing with the report for the 2007-08 Fiscal Year (the
“Annual Report”), and to provide notices of the occurrence of certain enumerated events, if material. The
specific nature of the information to be contained in the Annual Report or the notices of material events is
set forth in “APPENDIX E — FORM OF CONTINUING DISCLOSURE AGREEMENT.” These covenants
have been made in order to assist the Underwriter in complying with Securities and Exchange Commission
Rule 15¢2-12(b)(5). The City has never failed to comply, in all material respects, with an undertaking
pursuant to said Rule. See “CONTINUING DISCLOSURE” herein.

LIMITED OBLIGATIONS OF THE CITY

THE OBLIGATION OF THE CITY TO MAKE LEASE PAYMENTS UNDER THE LEASE
AGREEMENT IS AS SET FORTH THEREIN AND DOES NOT CONSTITUTE AN OBLIGATION OF THE CITY
FOR WHICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION. THE
OBLIGATION OF THE CITY TO PAY LEASE PAYMENTS DOES NOT CONSTITUTE A DEBT OF THE CITY,
THE STATE OF CALIFORNIA, OR ANY OF ITS POLITICAL SUBDIVISIONS, AND DOES NOT
CONSTITUTE AN INDEBTEDNESS WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY
DEBT LIMITATION OR RESTRICTION.



NEITHER THE CITY OFFICERS, EMPLOYEES AND AGENTS NOR ANY PERSONS EXECUTING
THE LEASE AGREEMENT SHALL BE LIABLE PERSONALLY ON THE LEASE AGREEMENT OR SUBJECT
TO ANY PERSONAL LIABILITY OR ACCOUNTABILITY BY REASON OF THE AUTHORIZATION,
EXECUTION OR DELIVERY THEREOF.

THE OBLIGATION OF THE CITY TO MAKE LEASE PAYMENTS IS NOT SECURED BY A
MORTGAGE ON THE LEASED PROPERTY OR ANY OTHER PROPERTY, REAL OR PERSONAL, OF THE
CITY.

OFFERING AND DELIVERY OF THE CERTIFICATES

The Certificates are issued when, as and if executed and delivered to and received by the
Underwriter, subject to the approval of legality by Greenberg Traurig, LLP, Santa Monica, California,
Special Counsel. Certain legal matters will be passed upon for the City and the Authority by its counsel.
Certain legal matters will be passed upon for the City by its Disclosure Counsel, The Weist Law Firm, A
Professional Law Corporation, Scotts Valley, California. It is anticipated that the Certificates will be
available for delivery in New York, New York on or about July 31, 2008.

THE CITY

The City is located in San Mateo County (the “County”) on the California coast approximately 10
miles south of the City of San Francisco. The estimated population of the City as of 2006 is approximately
40,401. The City was incorporated on November 22, 1957 under the general laws of the State of California
and has a council-manager form of government. There are five Council Members who serve overlapping
terms of four years, and the Council, in turn, selects one of the Council Members to serve as Mayor for one
year. The legislative body selects a City Manager to administer the affairs of the City. The City provides
public safety (police, fire and civil defense), highways and street, sanitation, health and social services,
culture/recreation, public improvements, planning and zoning and general administrative services. See
“THE CITY” and “APPENDIX C - GENERAL INFORMATION REGARDING THE CITY OF
PACIFICA AND SURROUNDING AREA” herein.

THE AUTHORITY

The City of Pacifica Financing Authority (the “Authority”) was created on October 14, 1996 by the
City and the Redevelopment Agency of the City of Pacifica under a Joint Exercise of Powers Agreement to
assist the City and the Redevelopment Agency in financing capital improvement projects. The members of
the City Council serve as the governing board of the Authority. The Joint Exercise of Powers Agreement
was entered into under the provisions of the Joint Powers Act. The Authority is a separate entity
constituting a public instrumentality of the State. See “THE AUTHORITY” herein.

ASSIGNMENT AGREEMENT

Pursuant to an Assignment Agreement, dated as of May 1, 2006 (the “Assignment Agreement”), by
and between the Authority and the Trustee, the Authority will continue to assign to the Trustee, for the
benefit of the Owners, certain of its rights under the Lease Agreement, including (i) its right to receive
amounts payable by the City under the Lease Agreement, and (ii) its rights to enforce amounts payable
under the Lease Agreement upon default.



LEASE PAYMENTS

In general, the City is required under the Lease Agreement to make aggregate Lease Payments each
year in consideration of the use and occupancy of the Leased Property, from any legally available funds of
the City or otherwise, in an amount designed to be sufficient to pay, when due, the annual principal and
interest due with respect to the outstanding Certificates delivered pursuant to the Trust Agreement, subject
to abatement of such payments resulting from damage, destruction or condemnation of all or a portion of
the Leased Property. The City has covenanted under the Lease Agreement that as long as the Leased
Property is available for the City’s use and occupancy, it will take such action as may be necessary to
include all Lease Payments in its annual budgets and to make the necessary appropriations therefor. See
“RISK FACTORS” and “APPENDIX B - SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL
DOCUMENTS” herein.

The Lease Agreement is, in the opinion of Special Counsel, a valid and binding obligation of the
City enforceable against the City in accordance with its terms, except to the extent enforceability thereof
may be limited by bankruptcy, insolvency, moratorium and other similar laws affecting creditors’ rights
heretofore or hereinafter enacted and may be subject to the exercise of judicial discretion in accordance with
general principles of equity or otherwise in appropriate cases. See “RISK FACTORS - Limited Recourse
on Default” herein.

THE OBLIGATION OF THE CITY TO PAY LEASE PAYMENTS DOES NOT CONSTITUTE
AN OBLIGATION FOR WHICH THE CITY IS OBLIGATED TO LEVY OR PLEDGE ANY FORM OF
TAXATION OR FOR WHICH THE CITY HAS PLEDGED ANY FORM OF TAXATION. THE
OBLIGATION OF THE CITY TO PAY LEASE PAYMENTS DOES NOT CONSTITUTE A DEBT OR
LIABILITY OF THE STATE OF CALIFORNIA OR OF ANY POLITICAL SUBDIVISION THEREOF
WITHIN THE MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR
RESTRICTION.

ADDITIONAL PAYMENTS

In addition to the Lease Payments, the City is obligated under the Lease Agreement to pay when
due, as additional rental for the Leased Property under the Lease Agreement, all costs and expenses incurred
by the City under the Lease Agreement or under the Trust Agreement, or incurred by the Authority to
comply with the provisions of the Trust Agreement, including without limitation all Costs of Issuance (to
the extent not paid from amounts on deposit in the Costs of Issuance Fund), annual compensation due to the
Trustee and all of its reasonable costs and expenses (including amounts payable to the Trustee by virtue of
indemnification) payable as a result of the performance of and compliance with its duties under the Trust
Agreement, and all reasonable costs and expenses of attorneys, auditors, engineers and accountants engaged
by the Authority or the Trustee in connection with the Leased Property or the performance of their duties
under the Lease Agreement or under the Trust Agreement (the “Additional Payments™).

CERTIFICATE RESERVE FUND

A Certificate Reserve Fund has been established under the Trust Agreement to be held by the
Trustee to further secure the timely payment of principal and interest with respect to the Certificates. Except
as described below, amounts in the Certificate Reserve Fund are to be used only to make Lease Payments
with respect to the Certificates to the extent the amounts in the Lease Payment Fund are insufficient for



such purpose. In the event that the Certificate Reserve Fund is less than the Reserve Requirement, all
interest or income received on the investment of the Certificate Reserve Fund is required to be retained in
the Certificate Reserve Fund and to the extent the Reserve Requirement is satisfied, all surplus interest or
income received on the investment of the Certificate Reserve Fund will be applied to the Lease Payment
Fund. See SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES - Certificate Reserve
Fund” herein.

In addition, the Financial Guaranty Insurer has made a commitment to issue a financial guaranty
insurance policy for the Certificate Reserve Fund with respect to the Certificates (the “Reserve Fund
Insurance Policy™) in an amount equal to the Reserve Requirement. See SECURITY AND SOURCES OF
PAYMENT FOR THE CERTIFICATES - Certificate Reserve Fund” herein.

MAINTENANCE, UTILITIES, TAXES AND ASSESSMENTS

Throughout the term of the Lease Agreement, as part of the consideration for the rental of the
Leased Property, all improvement, repair and maintenance of the Leased Property are the sole responsibility
of the City, and the City has agreed to pay for or otherwise arrange for the payment of all utility services
supplied to the Leased Property, which may include, without limitation, janitor service, security, power,
gas, telephone, light, heating, water and all other utility services, and shall pay for or otherwise arrange for
the payment of the cost of the repair and replacement of the Leased Property resulting from ordinary wear
and tear or want of care on the part of the City or any assignee or sublessee thereof.

The City has also agreed to pay or cause to be paid all taxes and assessments of any type or nature,
if any, charged to the Authority or the City affecting the Leased Property or the respective interests or
estates therein; provided that with respect to special assessments or other governmental charges that may
lawfully be paid in installments over a period of years, the City is obligated to pay only such installments as
are required to be paid during the term of the Lease Agreement as and when the same become due.

The City may, at the City's expense and in its name, in good faith contest any such taxes,
assessments, utility and other charges and, in the event of any such contest, may permit the taxes,
assessments or other charges so contested to remain unpaid during the period of such contest and any appeal
therefrom unless the Authority notifies the City that, in its reasonable opinion, by nonpayment of any such
items the interest of the Authority in the Leased Property will be materially endangered or the Leased
Property or any part thereof will be subject to loss or forfeiture, in which event the City shall promptly pay
such taxes, assessments or charges or provide the Authority with full security against any loss which may
result from nonpayment, in form satisfactory to the Authority and the Trustee.

MODIFICATION OF LEASED PROPERTY

The City has the right, at its own expense, to make additions, modifications and improvements to
the Leased Property or any portion thereof. All additions, modifications and improvements to the Leased
Property will thereafter comprise part of the Leased Property and become subject to the provisions of the
Lease Agreement. The City has agreed not to permit any mechanic's or other lien to be established or
remain against the Leased Property for labor or materials furnished in connection with any remodeling,
additions, modifications, improvements, repairs, renewals or replacements made by the City under the
Lease Agreement; provided that if any such lien is established and the City first notifies the Authority of the
City's intention to do so, the City may in good faith contest any lien filed or established against the Leased



Property, and in such event may permit the items so contested to remain undischarged and unsatisfied
during the period of such contest and any appeal therefrom and shall provide the Authority with full security
against any loss or forfeiture which might arise from the nonpayment of any such item, in form satisfactory
to the Authority. The Authority will cooperate fully in any such contest, upon the request and at the expense
of the City.

PuBLIC LIABILITY AND PROPERTY DAMAGE INSURANCE

The City has agreed to maintain or cause to be maintained, throughout the term of this Lease
Agreement, comprehensive general insurance in protection of the Authority, the City and their respective
members, officers, agents, employees and assigns. Such insurance must provide for indemnification of said
parties against direct or contingent loss or liability for damages for bodily and personal injury, death or
property damage occasioned by reason of the operation of the Leased Property. Such insurance must
provide coverage in such liability limits and be subject to such deductibles as the City deems adequate and
prudent. Such insurance may be maintained as part of or in conjunction with any other insurance coverage
carried by the City, and may be maintained in whole or in part in the form of a program of self-insurance by
the City, or in the form of the participation by the City in a joint powers authority or other program
providing pooled insurance. The City will apply the proceeds of such insurance toward extinguishment or
satisfaction of the liability with respect to which the net proceeds are paid.

CASUALTY INSURANCE

The City has agreed to procure and maintain, or cause to be procured and maintained, at all times
throughout the term of the Lease Agreement, casualty insurance against loss or damage to the insured
buildings, facilities and other improvements constituting any part of the Leased Property, in an amount at
least equal to the lesser of (a) the replacement value of such buildings, facilities and improvements, or (b)
the aggregate principal amount of the Outstanding Certificates. Such insurance must, as nearly as
practicable, cover loss or damage by fire, explosion, windstorm, riot, aircraft, vehicle damage, smoke and
such other hazards as are normally covered by such insurance, and must include earthquake coverage if
such coverage is available at reasonable cost from reputable insurers in the reasonable determination of the
City, whose determination is final and conclusive. Such insurance may be subject to such deductibles as the
City deems prudent. Such insurance may be maintained as part of or in conjunction with any other
insurance coverage carried by the City, and may be maintained in whole or in part in the form of the
participation by the City in a joint powers authority or other program providing pooled insurance; provided
that such insurance may not be maintained by the City in the form of self-insurance.

RENTAL INTERRUPTION INSURANCE

The City will procure and maintain, or cause to be procured and maintained, at all times throughout
the term of the Lease Agreement, rental interruption or use and occupancy insurance to cover loss, total or
partial, of the use of the buildings, facilities and other improvements constituting any part of the Leased
Property, as a result of any of the hazards covered in the insurance required by the Lease Agreement, in an
amount at least equal to the maximum Lease Payments coming due and payable during any two consecutive
Fiscal Years during the remaining term of the Lease Agreement. Such insurance may be maintained as part
of or in conjunction with any other insurance coverage carried by the City, and may be maintained in whole
or in part in the form of the participation by the City in a joint powers authority or other program providing
pooled insurance; provided that such insurance may not be maintained by the City in the form of self-



insurance. The Net Proceeds of such insurance, if any, shall be paid to the Trustee and deposited in the
Lease Payment Fund, and shall be credited towards the payment of the Lease Payments allocable to the
insured improvements as the same become due and payable.

TITLE INSURANCE

The City will, at its expense, cause the Site Lease, the Assignment Agreement and the Lease
Agreement to be recorded in the office of the San Mateo County Recorder on or before the delivery of the
Certificates. Concurrent with such recordation, the City will obtain a CLTA title insurance policy insuring
the City's leasehold estate in the Leased Property, in an amount at least equal to the aggregate principal
amount of the Certificates. All Net Proceeds received under such title insurance policy will be deposited
with the Trustee in the Lease Payment Fund and credited towards the prepayment of the Lease Payments.

TERMINATION OR ABATEMENT DUE TO EMINENT DOMAIN

If the Leased Property is taken permanently under the power of eminent domain or sold to a
government threatening to exercise the power of eminent domain, the term of the Lease Agreement will
cease with respect thereto as of the day possession is so taken. If less than all of the Leased Property is
taken permanently, or if the Leased Property is taken temporarily, under the power of eminent domain, (a)
the Lease will continue in full force and effect with respect thereto and will not be terminated by virtue of
such taking and the parties waive the benefit of any law to the contrary, and (b) there will be a partial
abatement of Lease Payments allocated thereto, in an amount to be determined by the City such that the
resulting Lease Payments represent fair consideration for the use and occupancy of the remaining usable
portions of the Leased Property.

Notwithstanding the foregoing, the Lease Payments will not be abated to the extent that amounts in
the Certificate Reserve Fund or the proceeds of Gas Tax Revenues are available to pay Lease Payments
which would otherwise be abated, it having been declared by the City that such proceeds and amounts
constitute a special fund for the payment of the Lease Payments.

ABATEMENT DUE TO DAMAGE OR DESTRUCTION

The amount of Lease Payments will be abated during any period in which by reason of damage or
destruction (other than by eminent domain which was described above) there is substantial interference with
the use and occupancy by the City of the Leased Property or any portion thereof. The amount of such
abatement shall be determined by the City such that the resulting Lease Payments represent fair
consideration for the use and occupancy of the portions of the Leased Property not damaged or destroyed.
Such abatement shall continue for the period commencing with such damage or destruction and ending with
the substantial completion of the work of repair or reconstruction. In the event of any such damage or
destruction, the Lease Agreement will continue in full force and effect and the City has waived any right to
terminate the Lease agreement by virtue of any such damage and destruction.

Notwithstanding the foregoing, there shall be no abatement of Lease Payments under the Lease
agreement to the extent that the proceeds of hazard insurance, rental interruption insurance or amounts in
the Certificate Reserve Fund, or the proceeds of Gas Tax Revenues, are available to pay Lease Payments
which would otherwise be abated, it having been declared by the City that such proceeds and amounts
constitute a special fund for the payment of the Lease Payments.
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FORWARD LOOKING STATEMENTS

Certain statements included or incorporated by reference in the following information constitute
“forward-looking statements.” Such statements are generally identifiable by the terminology used, such as
“plan,” “expect,” “estimate,” “budget” or other similar words. The achievement of certain results or other
expectations contained in such forward-looking statements involve known and unknown risks, uncertainties
and other factors which may cause actual results, performance or achievements described to be materially
different from any future results, performance or achievements expressed or implied by such forward-
looking statements. No assurance is given that actual results will meet the City’s forecasts in any way,
regardless of the level of optimism communicated in the information.

FINANCIAL INFORMATION

For certain financial information with respect to the City, see “THE CITY” and “APPENDIX A -
AUDITED FINANCIAL STATEMENTS FOR FISCAL YEAR 2006-2007" herein. For a discussion of
certain amendments to the Constitution of the State and recent initiatives, and their impact on the City, see
the heading “CONSTITUTIONAL AND STATUTORY PROVISIONS AFFECTING CITY REVENUES
AND APPROPRIATIONS” and “RISK FACTORS” herein.

THE FINANCING PLAN

THE ORIGINAL CERTIFICATES

The Original Certificates were executed and delivered on May 16, 2006, in the principal amount of
$15,725,000, of which $15,725,000 remains outstanding and will be prepaid with the proceeds of the
Certificates. The Original Certificates were executed and delivered primarily to provide funds for the
refunding of three (3) separate prior City debt obligations which were originally issued to finance the
acquisition, construction and reimbursement of certain capital improvement projects of the City
(collectively, the “Original Improvements”).

THE 2008 IMPROVEMENTS

A portion of the proceeds of the Certificates will be used to fund the Construction Fund, in the
amount set forth in Table 1, to partially fund one or more capital improvement projects of the City, which
include (i) the reconstruction of certain City streets, including sidewalks, curbs and curb ramps; (ii)
installation of retaining walls; (iii) pavement rehabilitation; (iv) street light replacement; (iv) drainage
improvements; and (v) other City approved public infrastructure and public facilities (the “2008
Improvements”).

THE FIXED RATE CONVERSION

The Original Certificates were initially executed and delivered at an Auction Rate, bearing variable
rates of interest established in accordance with certain Auction Procedures set forth in the Original Trust
Agreement (the “Auction Mode”). In addition to financing the costs of the 2008 Improvements, the
Certificates are primarily being reoffered to finance the conversion of the Original Certificates from an
Auction Mode to a Fixed Rate (as defined in the Original Trust Agreement), resulting in the interest rate
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applicable to the Certificates becoming fixed to the respective maturity dates of the Certificates at the
interest rates indicated on the inside front cover page hereof, as specifically set forth in the Trust Agreement
(the “Conversion”). Such interest will be payable on January 1 and July 1 of each year, commencing
January 1, 2009.

In accordance with the Original Trust Agreement, all Original Certificates, whether or not tendered
for purchase on or prior to Conversion Date, will be deemed purchased on the Conversion Date at a price of
one hundred percent (100%) of the principal amount thereof, plus accrued and unpaid interest to such date,
as set forth in the Trust Agreement. Prior to Conversion, a portion of the proceeds of the Certificates, in an
amount necessary to convert the Original Certificates in full on the Conversion Date, will be deposited and
invested in strict accordance with the Conversion Fund Escrow Agreement (as defined in the Trust
Agreement), and will be held in trust as collateral for the Certificates until the Conversion Date, all as
specifically set forth in the Trust Agreement.

ESTIMATED SOURCES AND USES OF FUNDS

The proceeds to be received from the sale and delivery of the Certificates are projected to be
applied as summarized in the following table:

Table 1
CITY OF PACIFICA
(2008 CONVERSION OF 2006 AUCTION RATE CERTIFICATES)

ESTIMATED SOURCES AND USES OF PROCEEDS

SOURCES
Sources of Funds:
Principal Amount of Certificates $19,815,000.00
Less: Original Issue Discount (298,299.05)
Total Sources of Funds $19,516,700.95
USES
Uses of Funds:
Construction Fund $1,500,000.00
Capitalized Interest 401,279.34
Escrow Fund 15,882,250.00
Swap Termination Payment 1,106,844.00
Costs of Issuance™ 626,327.61
Total Uses of Funds $19,516,700.95

(1) Includes fees and expenses of Special Counsel, Disclosure Counsel and Trustee, Underwriter’s Discount, Certificate
Insurance Policy premium, rating agency fees, printing costs of the Reoffering Memorandum, contingency, and certain other
miscellaneous expenses.
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THE PROJECT
IN GENERAL

Pursuant to the Site Lease, the City will lease the Leased Property to the Authority, and pursuant to
the Lease Agreement, the Authority will, in turn, lease the Leased Property back to the City in return for the
Lease Payments. Pursuant to the Agency Agreement, the Authority will appoint the City as its agent to
implement the development of the 2008 Improvements. Pursuant to the Assignment Agreement, the
Authority is assigning to the Trustee, for the benefit of the Owners, certain of its rights under the Lease
Agreement, including (i) its right to receive amounts payable by the City under the Lease Agreement, and
(ii) its rights to enforce amounts payable under the Lease Agreement upon default (the “Project”).

THE LEASED PROPERTY

The Leased Property consists of the land and improvements which comprise the existing Public
Safety Building and the Community Center. Such property is described as follows:

Public Safety Building. The Public Safety Building located at 2705 Coast Highway in the City,
including the site and all related improvements, constitutes a portion of the Leased Property. The City owns
fee title to the land on which the Public Safety Building is located, which consists of approximately 5.1
acres. The Public Safety Building consists of a single building of approximately 20,000 square feet, and
includes a radio communications center, emergency operating center and public use room, facilities for
processing and storage of evidence and property, prisoner processing and short-term holding facility, police
records processing and storage facilities, police administrative offices, parking and vehicle fueling areas,
and related facilities. Construction of the Public Safety Building was completed in October 2003 and the
total cost of the construction project was approximately $10 million. Based on the purchase price of the land
plus the 2003 insurance value of the improvements, as adjusted for inflation, the City estimates that the
value of the Public Safety Building is approximately $12.4 million.

Community Center. The Community Center, located at Coast Highway and Crespi Drive in the
City, including the site and all related improvements, constitutes a portion of the Leased Property. The City
owns fee title to the land on which the Community Center is located, which consists of approximately 5
acres. The Community Center consists of a single building of approximately 18,000 square feet, which is
used by the City for various community-related purposes. Based on the 2003 land value plus the 2003
insurance value of the improvements, as adjusted for inflation, the City estimates that the value of the
Community Center is approximately $5.2 million.

PURPOSE OF THE CERTIFICATES

The purpose of the Certificates is to provide funds which will, together with other available
moneys, are anticipated to be used to (i) fund an escrow to cause the mandatory tender of all outstanding
Original Certificates necessary to cause the Fixed Rate Conversion thereof, (ii) provide funds relating to the
acquisition, construction and equipping of the 2008 Improvements, (iii) fund certain costs relating to
termination of a swap agreement relating to the Original Certificates, (iv) fund capitalized interest, (v) fund
or otherwise satisfy the Reserve Fund Requirement, and (vi) pay the costs incurred in connection with the
execution, delivery and sale of the Certificates. See “THE FINANCING PLAN” herein.
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THE CERTIFICATES
General

The Certificates will be executed in the aggregate principal amount of $19,815,000. The
Certificates will be dated the date of delivery (the “Date of Delivery”), and will be executed as registered
Certificates, without coupons, in denominations of $5,000 principal amount or any integral multiple thereof.

Interest with respect to the Certificates will be payable each January 1 and July 1, commencing
January 1, 2009 (each, a “Certificate Payment Date”), at the rate per annum set forth on the inside front
cover page hereof. If a Certificate is executed: (i) as of a Certificate Payment Date, interest with respect
thereto will be payable from the date thereof; (ii) after the close of business on the fifteenth day of the
month preceding each Certificate Payment Date (whether or not a business day) (each, a “Record Date™)
and before the following Certificate Payment Date, interest with respect thereto will be payable from such
following Certificate Payment Date; or (iii) prior to or on December 15, 2008, interest with respect thereto
will be payable from the Date of Delivery.

Interest with respect to the Certificates will be computed on the basis of a 360-day year comprised
of twelve 30-day months. Owners of Certificates in an aggregate principal amount of $1,000,000 or more
may, by providing written request to the Trustee, receive interest with respect to the Certificates by wire
transfer to a bank account within the United States that is on record with the Trustee as of the Record Date.

The Certificates evidence and represent fractional and undivided interests of the Owners thereof in
the Lease Payments to be made by the City. To the extent Lease Payments are abated or not made under the
Lease, all Certificate Owners will receive a proportionate reduction in their payments. If the Lease is
prepaid in part, for any reason, the Certificate Owner will be entitled only to the remaining Lease Payments.

Principal and premium, if any, with respect to the Certificates will be payable upon surrender by the
Owners thereof at the principal office of the Trustee. Interest with respect to the Certificates will be payable
by check mailed by first class mail to the Owners of record at the address shown on the Certificate
registration books maintained by the Trustee for such purpose.

SOURCES OF PAYMENT FOR THE CERTIFICATES

Upon Conversion, each Certificate represents the direct, undivided fractional interest of the Owners
in the Lease Payments to be made by the City under the Lease Agreement. Prior to Conversion, a portion of
the proceeds of the Certificates, in an amount necessary to convert the Original Certificates in full on the
Conversion Date, will be deposited with the Trustee and invested in strict accordance with the Conversion
Fund Escrow Agreement (as defined in the Trust Agreement), and will be held in trust as collateral security
for the Certificates until the Conversion Date, all as specifically set forth in the Trust Agreement. See “THE
FINANCING PLAN” and “APPENDIX B - SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL
DOCUMENTS” herein.

The Authority, pursuant to the Assignment Agreement, will assign substantially all of its rights

under the Lease Agreement, including its right to receive Lease Payments from the City as well as its right
to enforce the Lease Agreement, to the Trustee for the benefit of the registered owners of the Certificates.
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The City is required under the Lease Agreement, subject to abatement as described in the Lease
Agreement, to make Lease Payments in each year in consideration for the use and occupancy of the Leased
Property from any source of legally available funds in an amount sufficient to pay, when due, the annual
principal, prepayment price (expressed as a percentage of the principal amount of the Certificates to be
prepaid), if any, and interest with respect to the Certificates. See “RISK FACTORS - Abatement” herein.

The City has covenanted under the Lease Agreement to take such action as may be necessary to
include all Lease Payments in its annual budget, and to make the necessary annual appropriations therefore.
The Lease Payments are equivalent to the annual principal and interest represented by the Certificates. The
obligation of the City to make Lease Payments under the Lease Agreement is as set forth herein and 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 pay Lease
Payments does not constitute a debt of the City, the State of California, or any of its political subdivisions,
and does not constitute an indebtedness within the meaning of any constitutional or statutory debt limitation
or restriction. Pursuant to the terms of the Lease Agreement, the covenant of the City to budget for and
make necessary appropriations for the payment of the Lease Payments will be deemed a ministerial duty
imposed by law.

PLEDGE OF GAS TAX REVENUES

The City and the Authority have determined that 25.235% (the “Allocable Share”) of each Lease
Payment is payable from and ratably secured by a pledge of and lien on (the “Revenue Pledge”) the Gas
Tax Revenues (as defined in the Trust Agreement). As part of the Revenue Pledge the City has covenanted
to deposit all of the Gas Tax Revenues into a special fund to be held and administered by the City. On or
before each Lease Payment Date, the City will withdraw from such special fund and pay to the Trustee the
Allocable Share of the Lease Payment and Additional Payments which are then coming due and payable.
See “SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES - Administration and
Maintenance of Gas Tax Revenues” and “RISK FACTORS - Gas Tax Revenues Uncertain” herein.

ASSIGNMENT OF RIGHTS IN LEASE AGREEMENT

The Authority has, pursuant to the Assignment Agreement, transferred, assigned and set over to the
Trustee for the benefit of the Owners and the Certificate Insurer, certain of its rights in the Lease
Agreement, including, but not limited to, all of the Authority’s rights to receive and collect all of the Lease
Payments and all other amounts required to be deposited in the Lease Payment Fund pursuant to the Lease
Agreement and the Trust Agreement.

All Lease Payments and such other amounts to which the Authority may at any time be entitled
shall be paid directly to the Trustee, and all of the Lease Payments collected or received by the Authority
will be deemed to be held and to have been collected or received by the Authority as the agent of the
Trustee, and if received by the Authority at any time will be deposited with the Trustee on the same day, if
practicable but in no event later than one (1) Business Day after the receipt thereof, and all such Lease
Payments and such other amounts will be forthwith deposited by the Trustee upon the receipt thereof in the
Lease Payment Fund.
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BUDGET AND APPROPRIATION OF LEASE PAYMENTS

During the term of the Lease Agreement, so long as the Leased Property or a component thereof, is
available for the City’s use, the City is required under the terms of the Lease Agreement to make Lease
Payments for the Leased Property or a component thereof from any source of legally available funds of the
City. The City has covenanted in the Lease Agreement to take such action as may be necessary to include
(from all lawfully available money of the City) all Lease Payments due under the Lease Agreement as a
separate line item in each of its annual budgets during the term of the Lease Agreement and to make the
necessary annual appropriations for the actual amount of all such Lease Payments due and any other
payments due under the Lease Agreement. The covenants of the City will be deemed to be duties imposed
by law, and it will be the duty of each and every public official of the City to take such action and do such
things as are required by law in the performance of the official duty of such officials to enable the City to
carry out and perform such covenants. See “RISK FACTORS” herein.

The Trustee has no obligation or liability to the Owners of the Certificates for the obligation of the
City to make Lease Payments or for the payment of the principal or interest or prepayment premiums, if
any, represented by the Certificates; but rather, the Trustee’s sole obligations are to administer, for the
benefit of the City, the Authority and the Owners of the Certificates, the various funds and accounts
established under the Trust Agreement and to receive and apply money which it receives for credit to such
funds, as provided in the Trust Agreement, including the application of moneys received for the payment of
principal and interest due with respect to the Certificates.

SUBSTITUTION OF LEASED PROPERTY

The City has the option under the Lease Agreement at any time with the prior written consent of the
Certificate Insurer, to substitute other real property (the “Substitute Property”) for the Leased Property, or
any portion thereof (the “Former Property”), or any portion thereof, provided that the City must satisfy
certain requirements, including the following:

(@) No Event of Default (as defined in the Lease Agreement) has occurred and is continuing;

(b) The City files with the Authority, the Trustee and the Certificate Insurer, and caused to be
recorded in the office of the San Mateo County Recorder sufficient memorialization of, an
amendment to the Lease Agreement which adds a description of such Substitute Property and
deletes therefrom the description of such Former Property;

(c) The City has filed with the Authority, the Trustee and the Certificate Insurer an appraisal of an
M.A.1. appraiser demonstrating that the fair market value of the Substitute Property is at least
equal to the fair market value of the Former Property;

(d) The City has obtained a CLTA policy of title insurance which insures the City’s leasehold
estate hereunder in such Substitute Property, subject only to Permitted Encumbrances, in an
amount at least equal to the estimated fair market value thereof;

(e) The City has certified in writing to the Authority, the Trustee and the Certificate Insurer that

such Substitute Property serves the municipal purposes of the City and constitutes property
which the City is permitted to lease under the laws of the State of California, and has been
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determined to be essential to the proper, efficient and economic operation of the City and to
serve an essential governmental function of the City;

(f) The Substitute Property does not cause the City to violate any of its covenants, representations
and warranties made in the Lease Agreement or in the Trust Agreement; and

(g) The City has mailed written notice of such substitution to each rating agency which then
maintains a rating on the Certificates.

RELEASE OF PROPERTY

The City has the option at any time and from time to time to release any portion of the Leased
Property from the Lease Agreement and the Site Lease (the "Released Property") provided that the City has
satisfied all of the following requirements which are hereby declared to be conditions precedent to such
release:

(@) No Event of Default has occurred and is continuing;

(b) The City has filed with the Authority and the Trustee, and caused to be recorded in the office of
the San Mateo County Recorder sufficient memorialization of, an amendment hereof which
removes the Released Property from the Lease Agreement and the Site Lease;

(c) The City has certified in writing to the Authority and the Trustee that the fair market value of
the property which remains subject to the Lease Agreement and the Site Lease following such
removal is at least equal to the aggregate original principal amount of the Certificates, and the
fair rental value of the property which remains subject to the Lease Agreement and the Site
Lease following such removal is at least equal to the Lease Payments thereafter coming due
and payable under the Lease Agreement; and

(d) The City has mailed written notice of such release to each rating agency which then maintains a
rating on the Certificates.

Upon the satisfaction of all such conditions precedent, the term of the Lease Agreement will
thereupon end as to the Released Property. The City is not entitled to any reduction, diminution, extension
or other modification of the Lease Payments whatsoever as a result of such release. The Authority and the
City will execute, deliver and cause to be recorded all documents required to discharge the Lease
Agreement and the Site Lease of record against the Released Property.

TRUSTEE, CERTIFICATE REGISTRAR

Deutsche Bank National Trust Company, located in San Francisco, California, will act as the
Trustee. As long as DTC’s book-entry method is used for the Certificates, the Trustee will send any notice
of prepayment or other notices to owners only to DTC. Any failure of DTC to advise any DTC Participant,
or of any DTC Participant to notify any Beneficial Owner, of any such notice and its content or effect will
not affect the validity or sufficiency of the proceedings relating to the prepayment of the Certificates called
for prepayment of any other action premised on such notice.
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The Trustee, the City, the Authority, the Certificate Insurer and the Underwriter of the Certificates
have no responsibility or liability for any aspects of the records relating to or payments made on account of
beneficial ownership, or for maintaining, supervising or reviewing any records relating to beneficial
ownership, of interest in the Certificates.

DEFEASANCE

If all or a specified portion of Certificates shall be paid and discharged in any one or more of the
following ways:

(i) by paying or causing to be paid the principal and interest and prepayment premiums (if any)
with respect to all outstanding Certificates, as and when the same become due and payable; or

(i) by irrevocably depositing with the Trustee, or an escrow holder selected by the City, in trust
for the payment of Lease Payments as they become due,

then, notwithstanding that any Certificates will not have been surrendered for payment, all
obligations of the City, the Trustee and the Authority with respect to all Outstanding Certificates will cease
and terminate, except only the obligation of the Trustee to pay or cause to be paid to the owners of the
Certificates all sums due and the obligation of the City to pay the Trustee the amounts owing to the Trustee
pursuant to the Trust Agreement.

TRANSFER AND EXCHANGE OF CERTIFICATES

The Trustee will keep or cause to be kept a Certificate Register, which shall at all times upon
responsible notice be open to inspection by the City and the Authority; and, upon presentation for such
purpose, the Trustee will, register or transfer or cause to be registered or transferred, on the Certificate
Register, Certificates as provided by the Trust Agreement.

In the event that the book-entry system as described above is no longer used with respect to the
Certificates, the following provision will govern the registration, transfer, and exchange of the Certificates.

Any Certificate may be transferred upon the Registration Books by the person in whose name it is
registered upon surrender of such Certificate for cancellation at the Principal Office of the Trustee,
accompanied by delivery of a written instrument of transfer in a form acceptable to the Trustee, duly
executed. Whenever a Certificate is surrendered for registration of transfer, or exchange, the Trustee will
execute and deliver a new Certificate or Certificates for like aggregate principal amount in authorized
denominations. The Trustee may require the payment by the Certificate Owner requesting such transfer of
any tax or other governmental charge required to be paid with respect to such transfer. The City will pay
the cost of printing Certificates and any services rendered or expenses incurred by the Trustee in connection
with any transfer. The Trustee will not be required to transfer or exchange any Certificates during the period
between the date fifteen (15) days prior to the date of selection of Certificates for prepayment and such date
of selection; or any Certificates selected for prepayment.

Certificates may be exchanged, upon surrender thereof, at the Principal Office of the Trustee for a
like aggregate principal amount of Certificates of other authorized denominations of the same maturity.

18



MUTILATED, LOST, DESTROYED, OR STOLEN CERTIFICATES

In the event that the book-entry system as described herein under the section entitled “BOOK-
ENTRY ONLY SYSTEM” is no longer used with respect to the Certificates, the following provision will
govern the registration, transfer, and exchange of the Certificates.

If any Certificate shall become mutilated, the Trustee, at the expense of the owner of said
Certificate, shall execute and deliver a new Certificate of like tenor, maturity and amount in exchange and
substitution for the Certificate so mutilated, but only upon surrender to the Trustee of the Certificate so
mutilated. Every mutilated Certificate so surrendered to the Trustee shall be canceled by it and destroyed in
accordance with its retention policy then in effect, with a certificate of destruction furnished to the City. If
any Certificate are lost, destroyed or stolen, evidence of such loss, destruction or theft must be submitted to
the Trustee, and, if such evidence is satisfactory to the Trustee and such Owner provides an indemnity to the
Trustee satisfactory to the Trustee, the Trustee, at the expense of the Certificate Owner, will execute and
deliver a new Certificate of like tenor, maturity and amount and numbered as the Trustee shall determine in
lieu of and in substitution for the Certificate so lost, destroyed or stolen. The Trustee may require payment
of the expenses by the Owner that may be incurred by the Trustee, the City or the Authority in connection
with the issuance of a new Certificate. Any Certificate executed and delivered in lieu of any Certificate
alleged to be lost, destroyed or stolen will be equally and fractionally entitled to the benefits of the Trust
Agreement with all other Certificates secured by the Trust Agreement. The Trustee will not be required to
treat both the original Certificate and any replacement Certificate as being Outstanding for the purpose of
determining the principal amount of Certificates which may be executed and delivered or for the purpose of
determining any percentage of Certificates Outstanding, but both the original and replacement Certificate
will be treated as one and the same. In lieu of executing and of delivering a new Certificate in exchange for
a Certificate which has been mutilated, lost, destroyed or stolen, and which has matured or has been called
for prepayment, the Trustee may make payment with respect to such Certificate upon receipt of the
aforementioned indemnity.

MAINTENANCE, UTILITIES, TAXES AND ASSESSMENTS

Throughout the term of the Lease, as part of the consideration for the rental of the Leased Property,
all improvement, repair and maintenance of the Leased Property are the sole responsibility of the City, and
the City has agreed pay for or otherwise arrange for the payment of all utility services supplied to the
Leased Property, which may include, without limitation, janitor service, security, power, gas, telephone,
light, heating, water and all other utility services, and shall pay for or otherwise arrange for the payment of
the cost of the repair and replacement of the Leased Property resulting from ordinary wear and tear or want
of care on the part of the City or any assignee or sublessee thereof.

The City has also agreed to pay or cause to be paid all taxes and assessments of any type or nature,
if any, charged to the Authority or the City affecting the Leased Property or the respective interests or
estates therein; provided that with respect to special assessments or other governmental charges that may
lawfully be paid in installments over a period of years, the City is obligated to pay only such installments as
are required to be paid during the term of the Lease Agreement as and when the same become due.

The City may, at the City's expense and in its name, in good faith contest any such taxes,

assessments, utility and other charges and, in the event of any such contest, may permit the taxes,
assessments or other charges so contested to remain unpaid during the period of such contest and any appeal
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therefrom unless the Authority notifies the City that, in its reasonable opinion, by nonpayment of any such
items the interest of the Authority in the Leased Property will be materially endangered or the Leased
Property or any part thereof will be subject to loss or forfeiture, in which event the City shall promptly pay
such taxes, assessments or charges or provide the Authority with full security against any loss which may
result from nonpayment, in form satisfactory to the Authority and the Trustee.

MODIFICATION OF LEASED PROPERTY

The City has the right, at its own expense, to make additions, modifications and improvements to
the Leased Property or any portion thereof. All additions, modifications and improvements to the Leased
Property will thereafter comprise part of the Leased Property and become subject to the provisions of the
Lease Agreement. Such additions, modifications and improvements may not in any way damage the Leased
Property, or cause the Leased Property to be used for purposes other than those authorized under the
provisions of state and federal law; and the Leased Property, upon completion of any additions,
modifications and improvements made thereto under the Lease Agreement, must be of a value which is not
substantially less than the value thereof immediately prior to the making of such additions, modifications
and improvements. The City has agreed not permit any mechanic's or other lien to be established or remain
against the Leased Property for labor or materials furnished in connection with any remodeling, additions,
modifications, improvements, repairs, renewals or replacements made by the City under the Lease
Agreement; provided that if any such lien is established and the City first notifies the Authority of the City's
intention to do so, the City may in good faith contest any lien filed or established against the Leased
Property, and in such event may permit the items so contested to remain undischarged and unsatisfied
during the period of such contest and any appeal therefrom and shall provide the Authority with full security
against any loss or forfeiture which might arise from the nonpayment of any such item, in form satisfactory
to the Authority. The Authority will cooperate fully in any such contest, upon the request and at the expense
of the City.

PusLIC LIABILITY AND PROPERTY DAMAGE INSURANCE

The City has agreed to maintain or cause to be maintained, throughout the term of the Lease
Agreement, comprehensive general insurance in protection of the Authority, the City and their respective
members, officers, agents, employees and assigns. Such insurance must provide for indemnification of said
parties against direct or contingent loss or liability for damages for bodily and personal injury, death or
property damage occasioned by reason of the operation of the Leased Property. Such insurance must
provide coverage in such liability limits and be subject to such deductibles as the City deems adequate and
prudent. Such insurance may be maintained as part of or in conjunction with any other insurance coverage
carried by the City, and may be maintained in whole or in part in the form of a program of self-insurance by
the City, or in the form of the participation by the City in a joint powers authority or other program
providing pooled insurance. The City will apply the proceeds of such insurance toward extinguishment or
satisfaction of the liability with respect to which the net proceeds are paid.

CASUALTY INSURANCE
The City has agreed to procure and maintain, or cause to be procured and maintained, at all times
throughout the term of the Lease Agreement, casualty insurance against loss or damage to the insured

buildings, facilities and other improvements constituting any part of the Leased Property, in an amount at
least equal to the lesser of (a) the replacement value of such buildings, facilities and improvements, or (b)
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the aggregate principal amount of the Outstanding Certificates. Such insurance must, as nearly as
practicable, cover loss or damage by fire, explosion, windstorm, riot, aircraft, vehicle damage, smoke and
such other hazards as are normally covered by such insurance, and must include earthquake coverage if
such coverage is available at reasonable cost from reputable insurers in the reasonable determination of the
City, whose determination is final and conclusive. Such insurance may be subject to such deductibles as the
City deems prudent. Such insurance may be maintained as part of or in conjunction with any other
insurance coverage carried by the City, and may be maintained in whole or in part in the form of the
participation by the City in a joint powers authority or other program providing pooled insurance; provided
that such insurance may not be maintained by the City in the form of self-insurance.

RENTAL INTERRUPTION INSURANCE

The City has agreed to procure and maintain, or cause to be procured and maintained, at all times
throughout the term of the Lease Agreement, rental interruption or use and occupancy insurance to cover
loss, total or partial, of the use of the buildings, facilities and other improvements constituting any part of
the Leased Property, as a result of any of the hazards covered in the insurance required by the Lease
Agreement, in an amount at least equal to the maximum Lease Payments coming due and payable during
any two consecutive Fiscal Years during the remaining term of the Lease Agreement. Such insurance may
be maintained as part of or in conjunction with any other insurance coverage carried by the City, and may
be maintained in whole or in part in the form of the participation by the City in a joint powers authority or
other program providing pooled insurance; provided that such insurance may not be maintained by the City
in the form of self-insurance. The Net Proceeds of such insurance, if any, shall be paid to the Trustee and
deposited in the Lease Payment Fund, and shall be credited towards the payment of the Lease Payments
allocable to the insured improvements as the same become due and payable.

TITLE INSURANCE

The City will, at its expense, cause the Site Lease, the Assignment Agreement and the Lease
Agreement to be recorded in the office of the San Mateo County Recorder on or before the delivery of the
Certificates. Concurrent with such recordation, the City will obtain a CLTA title insurance policy insuring
the City's leasehold estate in the Leased Property, in an amount at least equal to the aggregate principal
amount of the Certificates. All Net Proceeds received under such title insurance policy will be deposited
with the Trustee in the Lease Payment Fund and credited towards the prepayment of the Lease Payments.

TERMINATION OR ABATEMENT DUE TO EMINENT DOMAIN

If the Leased Property is taken permanently under the power of eminent domain or sold to a
government threatening to exercise the power of eminent domain, the term of the Lease Agreement will
cease with respect thereto as of the day possession is so taken. If less than all of the Leased Property is
taken permanently, or if the Leased Property is taken temporarily, under the power of eminent domain, (a)
the Lease will continue in full force and effect with respect thereto and will not be terminated by virtue of
such taking and the parties waive the benefit of any law to the contrary, and (b) there will be a partial
abatement of Lease Payments allocated thereto, in an amount to be determined by the City such that the
resulting Lease Payments represent fair consideration for the use and occupancy of the remaining usable
portions of the Leased Property.
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Notwithstanding the foregoing, the Lease Payments will not be abated to the extent that amounts in
the Certificate Reserve Fund or the proceeds of Gas Tax Revenues are available to pay Lease Payments
which would otherwise be abated, it having been declared by the City that such proceeds and amounts
constitute a special fund for the payment of the Lease Payments.

ABATEMENT DUE TO DAMAGE OR DESTRUCTION

The amount of Lease Payments will be abated during any period in which by reason of damage or
destruction (other than by eminent domain which was described above) there is substantial interference with
the use and occupancy by the City of the Leased Property or any portion thereof. The amount of such
abatement shall be determined by the City such that the resulting Lease Payments represent fair
consideration for the use and occupancy of the portions of the Leased Property not damaged or destroyed.
Such abatement shall continue for the period commencing with such damage or destruction and ending with
the substantial completion of the work of repair or reconstruction. In the event of any such damage or
destruction, the Lease Agreement will continue in full force and effect and the City has waived any right to
terminate the Lease agreement by virtue of any such damage and destruction.

Notwithstanding the foregoing, there shall be no abatement of Lease Payments under the Lease
Agreement to the extent that the proceeds of hazard insurance, rental interruption insurance, amounts in the
Certificate Reserve Fund, or the Allocable Share of Gas Tax Revenues, are available to pay Lease Payments
which would otherwise be abated, it having been declared by the City that such proceeds and amounts
constitute a special fund for the payment of the Lease Payments.

REENTERING AND RELETTING

If the City defaults in the performance of its obligations under the Lease Agreement, the Trustee, as
assignee of the Authority, may re-enter and relet the Leased Property and may enforce the Lease Agreement
and hold the City liable for all Lease Payments on an annual basis while re-entering and reletting the Leased
Property. Such re-entry and reletting shall not effect a surrender of the Lease Agreement. The City has
agreed to pay all costs, loss or damage howsoever occurring.

PREPAYMENT PROVISIONS
OPTIONAL PREPAYMENT

The Certificates maturing on or before January 1, 2016 are not subject to call and prepayment prior
to maturity. The Certificates maturing on or after January 1, 2017 shall be subject to call and prepayment
prior to maturity, at the option of the City, from the proceeds of optional prepayments of Lease Payments
made by the City pursuant to the Lease Agreement, among maturities as shall be determined by the City,
and by lot within each maturity, as a whole or in part, on any date on or after January 1, 2016, at the
optional prepayment prices set forth below, calculated as a percentage of the principal amount thereof, with
accrued interest to the date of prepayment:

Prepayment Period Prepayment Price
January 1, 2016 through December 31, 2017 102%
January 1, 2017 through December 31, 2018 101%
January 1, 2018 and thereafter 100%
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EXTRAORDINARY PREPAYMENT

The Certificates may be prepaid, in whole or in part, in any integral multiple of an Authorized
Denomination, on any Interest Payment Date, from Net Proceeds received by the City of insurance, or
condemnation awards with respect to the Leased Property, which Net Proceeds are deposited in the Lease
Payment Fund and credited towards the prepayment of the Lease Payments made by the City pursuant to
the Lease Agreement, at a prepayment price equal to the principal amount of the Certificates to be prepaid,
together with accrued interest to the date fixed for prepayment, without premium.

MANDATORY SINKING FUND PREPAYMENT

The Certificates maturing on January 1, 2013 are subject to mandatory sinking fund prepayment, in
part, as set forth below on January 1 in the years set forth below to the extent of the principal components of
scheduled Lease Payments required to be paid by the City pursuant to the Lease Agreement with respect to
each such prepayment date, commencing January 1, 2012 at a prepayment price equal to the principal
amount thereof, together with accrued interest thereon to the date of prepayment, without premium, as
follows:

Sinking Fund Principal Amount
Prepayment Date of Certificates
Januaryl to be Prepaid
2012 $525,000
2013 (Maturity) 525,000

In the event that the Trustee shall prepay Certificates maturing on January 1, 2014 in part but not in
whole, the amount of the Certificates to be prepaid in each subsequent year will be reduced proportionately
to correspond to the principal components of the Lease Payments remaining following such prepayment,
determined as set forth in the Lease Agreement such that approximately equal Lease Payments prevail
following each such prepayment.

The Certificates maturing on January 1, 2016 are subject to mandatory sinking fund prepayment, in
part, as set forth below on January 1 in the years set forth below to the extent of the principal components of
scheduled Lease Payments required to be paid by the City pursuant to the Lease Agreement with respect to
each such prepayment date, commencing January 1, 2014 at a prepayment price equal to the principal
amount thereof, together with accrued interest thereon to the date of prepayment, without premium, as
follows:

Sinking Fund Principal Amount
Prepayment Date of Certificates
Januaryl to be Prepaid
2014 $505,000
2015 555,000
2016 (Maturity) 530,000

In the event that the Trustee shall prepay Certificates maturing on January 1, 2016 in part but not in
whole, the amount of the Certificates to be prepaid in each subsequent year will be reduced proportionately
to correspond to the principal components of the Lease Payments remaining following such prepayment,
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determined as set forth in the Lease Agreement such that approximately equal Lease Payments prevail
following each such prepayment.

The Certificates maturing on January 1, 2022 are subject to mandatory sinking fund prepayment, in
part, as set forth below on January 1 in the years set forth below to the extent of the principal components of
scheduled Lease Payments required to be paid by the City pursuant to the Lease Agreement with respect to
each such prepayment date, commencing January 1, 2021 at a prepayment price equal to the principal
amount thereof, together with accrued interest thereon to the date of prepayment, without premium, as
follows:

Sinking Fund Principal Amount
Prepayment Date of Certificates
Januaryl to be Prepaid
2021 $600,000
2022 (Maturity) 675,000

In the event that the Trustee shall prepay Certificates maturing on January 1, 2022 in part but not in
whole, the amount of the Certificates to be prepaid in each subsequent year will be reduced proportionately
to correspond to the principal components of the Lease Payments remaining following such prepayment,
determined as set forth in the Lease Agreement such that approximately equal Lease Payments prevail
following each such prepayment.

The Certificates maturing on January 1, 2037 are subject to mandatory sinking fund prepayment, in
part, as set forth below on January 1 in the years set forth below to the extent of the principal components of
scheduled Lease Payments required to be paid by the City pursuant to the Lease Agreement with respect to
each such prepayment date, commencing January 1, 2031 at a prepayment price equal to the principal
amount thereof, together with accrued interest thereon to the date of prepayment, without premium, as
follows:

Sinking Fund Principal Amount

Prepayment Date of Certificates
Januaryl to be Prepaid

2031 $850,000

2032 880,000

2033 930,000

2034 930,000

2035 980,000

2036 1,005,000

2037 (Maturity) 1,025,000

In the event that the Trustee shall prepay Certificates maturing on January 1, 2037 in part but not in
whole, the amount of the Certificates to be prepaid in each subsequent year will be reduced proportionately
to correspond to the principal components of the Lease Payments remaining following such prepayment,
determined as set forth in the Lease Agreement such that approximately equal Lease Payments prevail
following each such prepayment.
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SELECTION OF CERTIFICATES FOR PREPAYMENT

All or a portion of any Certificate may be prepaid, but only in a principal amount equal to an
Authorized Denomination. In the event that part, but not all, of the Certificates are to be redeemed (except
for mandatory sinking fund prepayment), the Certificates to be redeemed will be selected by the Trustee
among maturities as designated in writing by the City and by lot within a maturity; provided, however, that,
as shall be set forth in a Written Request of the City, the Certificates may be redeemed by any maturity or
maturities selected by the City to correspond with Lease Payments prepaid by the City, and by lot within a
maturity. The Trustee will promptly notify the City in writing of the numbers of the Certificates so selected
for prepayment on such date. For purposes of such selection, any Certificate may be redeemed in part in
Authorized Denominations.

In the event of a prepayment for which the Trustee does not have monies available to redeem the
entire amount scheduled for prepayment, the Trustee will redeem Certificates of the applicable maturity or
maturities by lot up to a principal amount equal to the available monies.

NOTICE OF PREPAYMENT

The Trustee will give to the Certificate Owners notice of the prepayment of the Certificates. Such
notice will be given not less than thirty (30) and no more than sixty (60) days prior to the date fixed for
prepayment to each Owner of the Certificate or Certificates to be redeemed. When prepayment of the
Certificates is authorized pursuant to the Trust Agreement, the Trustee will give notice, at the expense of the
City, of the prepayment of the Certificates.

While the Certificates are subject to DTC’s Book-Entry system, the Trustee will be required to give
notice of prepayment only to DTC as provided in the letter agreement between the City and DTC, and the
Trustee will not be required to give any such notice of prepayment to any other person or entity other than
certain securities depositories and information repositories as identified in the Trust Agreement. DTC and
the Participants will have sole responsibility for providing any such notice of prepayment to the beneficial
owners of the Certificates to be prepaid. Any failure of DTC to notify any Participant, or any failure of
Participants to notify the Beneficial Owner of any Certificates to be prepaid, of a notice of prepayment or its
content or effect will not affect the validity of the notice of prepayment, or alter the effect of prepayment
described below under “Effect of Prepayment.”

During any period in which the Certificates are not subject to the Book-Entry system, notice of
prepayment of any Certificates to be prepaid will be given to the respective Owners of Certificates
designated for prepayment by first-class mail, postage prepaid, at their addresses appearing on the
registration books of the Trustee, at least 30 but not more than 60 days prior to the prepayment date. Such
notice must also be given to each of certain specified securities depositories and to certain other specified
services.

EFFECT OF PREPAYMENT
If notice of prepayment has been duly given as provided in the Trust Agreement and moneys for the
payment of the prepayment price of the Certificates to be prepaid are held by the Trustee, then on the

prepayment date designated in such notice, the Certificates so called for prepayment will become payable at
the prepayment price specified in such notice; and from and after the date so designated, interest evidenced
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by the Certificates so called for prepayment will cease to accrue, such Certificates will cease to be entitled
to any benefit or security under the Trust Agreement and the Owners of such Certificates will have no rights
in respect thereof except to receive payment of the prepayment price thereof, and such moneys will be
pledged to such prepayment. All Certificates prepaid pursuant to the provisions of the Trust Agreement will
be canceled by the Trustee and will not be redelivered.

SECURITY AND SOURCES OF PAYMENT FOR THE CERTIFICATES
NATURE OF THE CERTIFICATES

Each Certificate evidences and represents a direct, undivided fractional interest in the principal
component of the Lease Payments due under the Lease Agreement on the payment date or prepayment date
of such Certificate, and the interest component of all Lease Payments (based on the stated interest rate with
respect to such Certificate) to accrue from its date of delivery to its payment date or prepayment date, as the
case may be. Under the Assignment Agreement, the Authority will assign to the Trustee for the benefit of
the Owners of the Certificates, the Authority’s right to receive Lease Payments to be paid by the City, to
enforce collection of the Lease Payments, and to receive the Available Proceeds of any insurance or
eminent award with respect to the Leased Property. The City will pay Lease Payments directly to the
Trustee, as assignee of the Authority. See “Lease Payments” below.

SOURCE OF PAYMENTS; BUDGET AND APPROPRIATION

The Lease Payments and Additional Payments due under the Lease Agreement are payable from
any source of available funds of the City. The City has covenanted in the Lease Agreement to take such
actions as may be necessary to include all estimated Lease Payments and all estimated Additional Payments
due under the Lease Agreement in each of its final approved budgets. The City has further covenanted to
make all necessary appropriations (including any supplemental appropriations) from any source of legally
available funds of the City for all the actual amount of Lease Payments and Additional Payments which
come due and payable during the period covered by such budget.

PLEDGE OF GAS TAX REVENUES

The City and the Authority have determined that 25.235% (the “Allocable Share”) of each Lease
Payment is payable from and ratably secured by a pledge of and lien on (the “Revenue Pledge™) the Gas
Tax Revenues (as defined in the Trust Agreement). As part of the Revenue Pledge the City has covenanted
to deposit all of the Gas Tax Revenues into a special fund to be held and administered by the City. On or
before each Lease Payment Date, the City will withdraw from such special fund and pay to the Trustee the
Allocable Share of the Lease Payment and Additional Payments which are then coming due and payable.
See “RISK FACTORS - Gas Tax Revenues Uncertain” herein.

LEASE PAYMENTS
The Lease Agreement requires the City to pay the Lease Payments which are evidenced by the
Certificates, for use of the Leased Property. The Lease Payments shall be payable on the Interest Payment

Dates, and the amount of each Lease Payment due on any Interest Payment Date shall be equal to the
aggregate amount of principal and interest coming due and payable on the Certificates on such Interest
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Payment Date as determined in accordance with the Trust Agreement. The Lease Payment coming due and
payable on any Interest Payment Date shall be deposited by the City with the Trustee on the Lease Payment
Date immediately preceding such Interest Payment Date. See “LEASE PAYMENT SCHEDULE” above for
a description of the amount of the Lease Payments.

THE OBLIGATION OF THE CITY TO PAY THE LEASE PAYMENTS DOES NOT CONSTITUTE A
DEBT OF THE CITY OR THE STATE OR OF ANY POLITICAL SUBDIVISION THEREOF WITHIN THE
MEANING OF ANY CONSTITUTIONAL OR STATUTORY DEBT LIMIT OR RESTRICTION, AND DOES
NOT CONSTITUTE AN OBLIGATION FOR WHICH THE CITY OR THE STATE OF CALIFORNIA IS
OBLIGATED TO LEVY OR PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE CITY OR THE
STATE OF CALIFORNIA HAS LEVIED OR PLEDGED ANY FORM OF TAXATION.

ADDITIONAL PAYMENTS

In addition to the Lease Payments, the City is obligated under the Lease Agreement to pay when
due, as additional rental for the Leased Property under the Lease Agreement, all costs and expenses incurred
by the City under the Lease Agreement or under the Trust Agreement, or incurred by the Authority to
comply with the provisions of the Trust Agreement, including without limitation all Costs of Issuance (to
the extent not paid from amounts on deposit in the Costs of Issuance Fund), annual compensation due to the
Trustee and all of its reasonable costs and expenses (including amounts payable to the Trustee by virtue of
indemnification) payable as a result of the performance of and compliance with its duties under the Trust
Agreement, and all reasonable costs and expenses of attorneys, auditors, engineers and accountants engaged
by the Authority or the Trustee in connection with the Leased Property or the performance of their duties
under the Lease Agreement or under the Trust Agreement.

THE LEASE PAYMENT FUND

The Trustee will establish a fund designated as the “Lease Payment Fund” as a fund separate and
apart from all other funds and accounts held by the Trustee. All moneys at any time deposited by the
Trustee in the Lease Payment Fund will be held by the Trustee in trust for the benefit of the Owners of the
Certificates and the Insurer. So long as any Certificates are Outstanding, neither the City nor the Authority
shall have any beneficial right or interest in the Lease Payment Fund or the moneys deposited therein,
except only as provided in the Trust Agreement, and such moneys will be used and applied by the Trustee
as set forth in the Trust Agreement.

Within the Lease Payment Fund the Trustee will establish an account designated as the “Capitalized
Interest Account” as an account separate and apart from all other funds and accounts held by the Trustee.
The funds in the Capitalized Interest Account will be applied to satisfy interest with respect to the Lease
Payments as provided in the Lease Agreement, and to satisfy the Trustee’s fees and costs incurred in
connection with the Certificates to the extent funds within the Delivery Costs Fund are insufficient.

There will be deposited in the Lease Payment Fund all Lease Payments received by the Trustee,
including any moneys received by the Trustee for deposit therein pursuant to the Lease Agreement or
pursuant to the Trust Agreement (except moneys deposited for Certificate Reserve Fund purposes). There
shall be deposited in the Capitalized Interest Account of the Lease Payment Fund the proceeds of sale of the
Certificates required to be deposited therein pursuant to the Trust Agreement representing the interest
component coming due on the first Interest Payment Date.
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ADMINISTRATION AND MAINTENANCE OF GAS TAX REVENUES

Under the Lease Agreement, the City is obligated to hold and administer the Gas Tax Revenues in
such a manner that permits the Allocable Share of the Lease Payments and Additional Payments to be paid
from the Gas Tax Revenues when due. Subject to such general covenant to pay the Allocable Share, the
City has full discretion to expend Gas Tax Revenues for any authorized purposes from time to time,
including but not limited to the payment of authorized costs of street improvements. The City has
covenanted to take all actions as may be required to receive and collect the full amount of Gas Tax
Revenues to which the City is entitled under the laws of the State of California, at all times during the Term
of the Lease Agreement.

The City has the right from time to time to issue its bonds, notes or other obligations, or enter into
leases, installment sale agreements or other contracts, which are secured by a Revenue Pledge of and lien on
the Gas Tax Revenues which is on a parity with the lien established under the Lease Agreement, so long as
the amount of Gas Tax Revenues received for the preceding Fiscal Year are at least equal to 150% of the
maximum amount of Lease Payments and debt service on all such bonds, notes, leases, installment sale
agreements, obligations or contracts coming due in the current or any future Fiscal Year. See “APPENDIX
B - SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL DOCUMENTS” and “RISK FACTORS
— Gas Tax Revenues Uncertain” herein.

ACTION ON DEFAULT

If the City defaults under the Lease Agreement, the Trustee, as assignee of the Authority, may
exercise any and all remedies available under law or granted under the Lease Agreement; provided,
however, that notwithstanding anything in the Lease Agreement or in the Trust Agreement to the contrary,
there is no right under any circumstances to accelerate the Lease Payments or otherwise declare any Lease
Payments not then in default to be immediately due and payable. The Authority and the Trustee (as assignee
of the Authority) have the right to re-enter or re-let the Leased Property and the right to terminate the Lease
Agreement. See “RISK FACTORS - Limited Recourse on Default” herein. For a description of the events
of default and permitted remedies of the Trustee (as assignee of the Authority) contained in the Lease
Agreement and the Trust Agreement, see “APPENDIX B - SUMMARY OF CERTAIN PROVISIONS OF
THE LEGAL DOCUMENTS” herein.

CERTIFICATE RESERVE FUND

The Trustee will establish a fund designated as the “Certificate Reserve Fund” as a fund separate
and apart from all other funds and accounts held by the Trustee. All moneys at any time deposited by the
Trustee in the Certificate Reserve Fund will be held by the Trustee in trust for the benefit of the Owners of
the Certificates and the Insurer. So long as any Certificates are Outstanding, neither the City nor the
Authority will have any beneficial right or interest in the Certificate Reserve Fund or the moneys deposited
therein, except only as provided in the Trust Agreement, and such moneys will be used and applied by the
Trustee as set forth in the Trust Agreement.

The Trust Agreement provides that on the Closing Date, the Certificate Reserve Fund will initially
be satisfied with the acquisition of a debt service surety bond to be issued by the Certificate Insurer (the
“Reserve Fund Surety Bond”). By the terms of the Reserve Fund Surety Bond, the Trustee will be entitled
to draw amounts thereunder in the event and to the extent a payment is required to be made from the
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Reserve Fund. see “APPENDIX B - SUMMARY OF CERTAIN PROVISIONS OF THE LEGAL
DOCUMENTS - Trust Agreement” herein.

If the Certificate Reserve Fund Requirement is maintained in the Certificate Reserve Fund at any
time in the form of a combination of cash and the Reserve Fund Surety Bond, the Trustee shall apply the
amount of such cash to make any payment required to be made from the Certificate Reserve Fund before
the Trustee shall draw any moneys under the Reserve Fund Surety Bond for such purpose. If the Trustee at
any time draws funds under the Reserve Fund Surety Bond to make any payment then required to be made
from the Certificate Reserve Fund, the Lease Payments thereafter received by the Trustee, to the extent
remaining after making provision for payment of principal or interest represented by the Certificates then
due and payable, must be used first to reinstate the Reserve Fund Surety Bond (including the amount drawn
thereunder and including accrued interest on such draw at the rate set forth in the Reserve Fund Surety
Bond) and second, to replenish the amount of cash in the Certificate Reserve Fund.

Interest earnings, if any, accruing in the Certificate Reserve Fund and amounts deposited in the
Certificate Reserve Fund in excess of the Certificate Reserve Fund Requirement will be transferred first, to
the Delivery Costs Fund to fund any unfunded costs of Conversion, then to the Lease Payment Fund.

Amounts available in the Certificate Reserve Fund will be used and withdrawn by the Trustee
solely for the purposes set forth in the Trust Agreement. If, on any Interest Payment Date, the amount on
deposit in the Lease Payment Fund is insufficient to pay the interest due with respect to the Certificates on
such Interest Payment Date, the Trustee will transfer from the Certificate Reserve Fund and deposit in the
Lease Payment Fund an amount sufficient to make up such deficiency. If, on any Payment Date, the amount
on deposit in the Lease Payment Fund is insufficient to pay the principal due with respect to the Certificates
on such date, the Trustee will transfer from the Certificate Reserve Fund and deposit in the Lease Payment
Fund an amount sufficient to make up such deficiency. Moneys, if any, on deposit in the Certificate Reserve
Fund will be withdrawn and applied by the Trustee for the final payment on the Certificates.

In any event of any transfer from the Certificate Reserve Fund, the Trustee will, within five
(5) days thereafter, provide written notice to the City and the Insurer of the amount and the date of such
transfer. If the sum of the amount on deposit in the Certificate Reserve Fund is less than the Certificate
Reserve Fund Requirement, the Lease Payments thereafter received from the City not needed to pay the
interest or principal components payable to the Owners on the next Interest Payment Date will be used to
increase the amount on deposit in the Certificate Reserve Fund to an amount which will equal the
Certificate Reserve Fund Requirement.

APPLICATION OF MONEYS

The Trustee will, on each Payment Date, draw from the Lease Payment Fund, an amount equal to
the aggregate principal, prepayment price (but not premium) and interest due with respect to the Certificates
on such Payment Date. The Trustee will make all payments on account of principal, prepayment price and
interest with respect to the Certificates first from funds derived from the Lease Payment Fund, then from the
Certificate Reserve Fund. The Trustee will make all payments on account of principal, prepayment price
and interest with respect to the Certificates directly to the Owners thereof.

Amounts on hand in the Lease Payment Fund will be applied to the payment of the principal and
interest with respect to the Certificates to Certificate Owners. If on any Interest Payment Date amounts on
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deposit in the Lease Payment Fund are insufficient to pay the full amount of principal and interest then due
and payable with respect to the Certificates then the Trustee will withdraw moneys from the Certificate
Reserve Fund and apply such amounts first to the payment of interest past due, pro rata if necessary, and
second to the payment of principal past due, pro rata, if necessary.

When amounts on deposit in the Capitalized Interest Account of the Lease Payment Fund are
depleted, the Trustee will close such account and all payments shall be made through the use of the Lease
Payment Fund. Any surplus remaining in the Lease Payment Fund after prepayment or payment in full of (i)
all Certificates, including premiums and accrued interest (if any), and (ii) any applicable fees and expenses
to the Trustee and any amounts due to the Insurer, will be withdrawn by the Trustee and remitted to the
City.

BOOK-ENTRY ONLY SYSTEM
GENERAL

The following description of the procedures and record-keeping with respect to the beneficial
ownership interests in the Certificates, payment of principal, interest and other payments with respect to the
Certificates to Owners, confirmation and transfer of beneficial ownership interests in such Certificates and
other related transactions by and between the Depository Trust Company (“DTC”), New York, New York,
and the Owners is based solely on information provided by DTC. Accordingly, no representations can be
made concerning these matters and the Owners should not rely on the following information with respect to
such matters, but, instead should confirm the same with DTC or the Owners, as the case may be.

DTC will act as the initial depository for the Certificates. Cede & Co., will be the initial Nominee
of DTC. The Certificates will be initially executed and delivered in the form of a single, fully registered
Certificate for each maturity (which may be typewritten). Upon initial execution and delivery, the
ownership of such Certificate(s) will be registered in the Certificate Register in the name of the Nominee
identified below as the nominee of DTC.

LiMITED PURPOSE TRUST COMPANY

DTC, the world’s largest depository, is a limited-purpose trust company organized under the New
York Banking Law, a “banking organization” within the meaning of the New York Banking Law, a member
of the Federal Reserve System, a “clearing corporation” within the meaning of the New York Uniform
Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section 17A of the
Securities Exchange Act of 1934. DTC holds and provides asset servicing for over 2 million issues of U.S.
and non-U.S. equity, corporate and municipal debt issues, and money market instrument from over 85
countries that DTC’s participants (“Direct Participants™) deposit with DTC. DTC also facilitates the post-
trade settlement among Direct Participants of sales and other securities transactions in deposited securities
through electronic computerized book-entry transfers and pledges between Direct Participants’ accounts.
This eliminates the need for physical movement of securities certificates. Direct Participants include both
U.S. and non-U.S. securities brokers and dealers, banks, trust companies, clearing corporations, and certain
other organizations. DTC is a wholly-owned subsidiary of The Depository Trust & Clearing Corporation
(“DTCC”). DTCC, in turn, is owned by a number of Direct Participants of DTC and Members of the
National Securities Clearing Corporation Government Securities Clearing Corporation, MBS Clearing
Corporation, and Emerging Markets Clearing Corporation (NSCC, GSCC, MBSCC, and EMCC, also
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subsidiaries of DTCC), as well as by the New York Stock Exchange, Inc., the American Stock Exchange
LLC, and the National Association of Securities Dealers, Inc. Access to the DTC system is also available to
others such as both U.S. and non-U.S. securities brokers and dealers, banks, trust companies, and clearing
corporations that clear through or maintain a custodial relationship with a Direct Participant, either directly
or indirectly (“Indirect Participants”). DTC has Standard & Poor’s highest rating: AAA. The DTC Rules
applicable to its Participants are on file with the Securities and Exchange Commission. More information
about DTC can be found at www.dtcc.com.

Purchases of Certificates under the DTC system must be made by or through Direct Participants,
which will receive a credit for the Certificates on DTC’s records. The ownership interest of each actual
purchaser of each Certificate (“Beneficial Owner”) is in turn to be recorded on the Direct and Indirect
Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase.
Beneficial Owners are, however, expected to receive written confirmations providing details of the
transaction, as well as periodic statements of their holdings, from the Direct or Indirect Participant through
which the Beneficial Owner entered into the transaction. Transfers of ownership interests in the Certificates
are to be accomplished by entries made on the books of Direct and Indirect Participants acting on behalf of
Beneficial Owners. Beneficial Owners will not receive certificates representing their ownership interests in
Certificates, except in the event that use of the book-entry system for the Certificates is discontinued.

To facilitate subsequent transfers, all Certificates deposited by Direct Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co. or such other name as may be requested
by an authorized representative of DTC. The deposit of Certificates with DTC and their registration in the
name of Cede & Co. or such other nominee do not effect any change in beneficial ownership. DTC has no
knowledge of the actual Beneficial Owners of the Certificates; DTC’s records reflect only the identity of the
Direct Participants to whose accounts such Certificates are credited, which may or may not be the
Beneficial Owners. The Direct and Indirect Participants will remain responsible for keeping account of their
holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any statutory or regulatory requirements
as may be in effect from time to time. Beneficial Owners of Certificates may wish to take certain steps to
augment transmission to them of notices of significant events with respect to the Certificates, such as
prepayments, tenders, defaults, and proposed amendments to the security documents. For example,
Beneficial Owners of Certificates may wish to ascertain that the nominee holding the Certificates for their
benefit has agreed to obtain and transmit notices to Beneficial Owners, in the alternative, Beneficial Owners
may wish to provide their names and addresses to the registrar and request that copies of the notices be
provided directly to them.

Prepayment notices will be sent to DTC. If less than all of the Certificates within an issue are being
redeemed, DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such
issue to be redeemed. Neither DTC nor Cede & Co. (nor such other DTC nominee) will consent or vote
with respect to the Certificates unless authorized by a Direct Participant in accordance with DTC’s
Procedures. Under its usual procedures, DTC mails an Omnibus Proxy to City as soon as possible after the
record date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct
Participants to whose accounts the Certificates are credited on the record date (identified in a listing
attached to the Omnibus Proxy).
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Prepayment proceeds, distributions, and dividend payments on the Certificates will be made to
Cede & Co., or such other nominee as may be requested by an authorized representative of DTC. DTC’s
practice is to credit Direct Participants” accounts, upon DTC’s receipt of funds and corresponding detail
information from City or Trustee on payable date in accordance with their respective holdings shown on
DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instructions
and customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC (nor its
nominee), Trustee, or City, subject to any statutory or regulatory requirements as may be in effect from time
to time. Payment of prepayment proceeds, distributions, and dividend payments to Cede & Co. (or such
other nominee as may be requested by an authorized representative of DTC) is the responsibility of City or
Trustee, disbursement of such payments to Direct Participants will be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect
Participants.

AS LONG AS CEDE & CO., OR ITS SUCCESSOR AS A NOMINEE OF DTC, IS THE
OWNER OF THE CERTIFICATES, REFERENCES HEREIN TO THE OWNERS OF THE
CERTIFICATES SHALL MEAN CEDE & CO., AS AFORESAID, AND SHALL NOT MEAN THE
BENEFICIAL OWNERS OF THE CERTIFICATES. THE BENEFICIAL OWNERS WILL NOT
RECEIVE CERTIFICATES REPRESENTING THEIR BENEFICIAL OWNERSHIP INTERESTS
IN THE CERTIFICATES. IT IS ANTICIPATED THAT EACH BENEFICIAL OWNER WILL
RECEIVE A WRITTEN CONFIRMATION OF THE OWNERSHIP INTEREST ACQUIRED BY
SUCH BENEFICIAL OWNER IN THE CERTIFICATES FROM THE PERSON OR ENTITY
FROM WHOM SUCH OWNERSHIP INTEREST IS ACQUIRED.

DTC may discontinue providing its services as securities depository with respect to the Certificates
at any time by giving reasonable notice to City or Trustee. Under such circumstances, in the event that a
successor securities depository is not obtained, Certificates are required to be printed and delivered.

City may decide to discontinue use of the system of book-entry-only transfers through DTC (or a
successor securities depository). In that event, Certificates will be printed and delivered to DTC.

The information in this section concerning DTC and DTC’s book-entry system has been obtained
from sources that City believes to be reliable, but City takes no responsibility for the accuracy thereof.

Set forth below is a brief summary of certain information concerning Ambac Assurance
Corporation (the *“Certificate Insurer”) and the terms of the Insurer’s financial guaranty insurance policy
(the “Certificate Insurance Policy’). Information with respect to the Insurer has been supplied to the City
by the Certificate Insurer. The following discussion does not purport to be complete and is qualified in its
entirety by reference to the Certificate Policy. No representation is made by the City as to the accuracy of
adequacy of the following information or as to the absence of material adverse changes in such
information subsequent to the date hereof, or that the information contained and incorporated herein by
reference is correct. The following information has been furnished by the Insurer for use in the Reoffering
Memorandum. Reference is made to APPENDIX F hereto for a specimen of the Certificate Insurance
Policy.
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THE CERTIFICATE INSURANCE POLICY
PAYMENT PURSUANT TO CERTIFICATE INSURANCE PoLICY

The Certificate Insurer has previously issued a Certificate Insurance Policy, effective as of the date
of issuance of the Original Certificates. Under the terms of the Certificate Insurance Policy, the Certificate
Insurer will pay to The Bank of New York, in New York, New York, or any successor thereto (the
“Insurance Trustee”), that portion of the principal of and interest on the Certificates that will become Due
for Payment but shall be unpaid by reason of Nonpayment by the Obligor (as such terms are defined in the
Certificate Insurance Policy). The Certificate Insurer will make such payments to the Insurance Trustee on
the later of the date on which such principal and/or interest becomes Due for Payment or within one
business day following the date on which The Certificate Insurer shall have received notice of Nonpayment
from the Trustee. The insurance will extend for the term of the Certificates and, once issued, cannot be
canceled by the Certificate Insurer.

The Certificate Insurance Policy will insure payment only on stated maturity dates and on
mandatory sinking fund installment dates, in the case of principal, and on stated dates for payment, in the
case of interest. If the Certificates become subject to mandatory prepayment and insufficient funds are
available for prepayment of all outstanding Certificates, the Certificate Insurer will remain obligated to pay
the principal of and interest on outstanding Certificates on the originally scheduled interest and principal
payment dates, including mandatory sinking fund prepayment dates. In the event of any acceleration of the
principal of the Certificates, the insured payments will be made at such times and in such amounts as would
have been made had there not been an acceleration, except to the extent that the Certificate Insurer elects, in
its sole discretion, to pay all or a portion of the accelerated principal and interest accrued thereon to the date
of acceleration (to the extent unpaid by the Obligor). Upon payment of all such accelerated principal and
interest accrued to the acceleration date, Certificate Insurer’s obligations under the Certificate Insurance
Policy shall be fully discharged.

In the event the Trustee has notice that any payment of principal of or interest on the Certificates
that has become Due for Payment and that is made to a Owner by or on behalf of the Obligor has been
deemed a preferential transfer and theretofore recovered from its registered owner pursuant to the United
States Bankruptcy Code in accordance with a final, nonappealable order of a court of competent
jurisdiction, such registered owner will be entitled to payment from the Certificate Insurer to the extent of
such recovery if sufficient funds are not otherwise available.

The Certificate Insurance Policy does not insure any risk other than Nonpayment (as set forth in the
Certificate Insurance Policy). Specifically, the Certificate Insurance Policy does not cover:

1. Payment on acceleration, as a result of a call for prepayment (other than mandatory sinking
fund prepayment) or as a result of any other advancement of maturity;

2. Payment of any prepayment, prepayment or acceleration premium; and

3. Nonpayment of principal or interest caused by the insolvency or negligence of the Trustee,
Paying Agent or Bond Registrar, if any.
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If it becomes necessary to call upon the Certificate Insurance Policy, payment of principal requires
surrender of the Certificates to the Insurance Trustee together with an appropriate instrument of assignment
so as to permit ownership of such Certificates to be registered in the name of the Certificate Insurer to the
extent of the payment under the Certificate Insurance Policy. Payment of interest pursuant to the Certificate
Insurance Policy requires proof of Owner entitlement to interest payments and an appropriate assignment of
the Owner’s right to payment to the Certificate Insurer.

Upon payment of the insurance benefits, The Certificate Insurer will become the owner of the
Certificate(s), appurtenant coupon, if any, or right to payment of the principal of or interest on such
Certificate(s) and will be fully subrogated to the surrendering Owner’s rights to payment.

The Certificate Insurance Policy does not insure against loss relating to payments to the purchase
price of the Certificates upon tender by a registered owner thereof or any preferential transfer relating to
payments of the purchase price of the Certificates upon tender by a registered owner thereof.

In the event that the Certificate Insurer were to become insolvent, any claims arising under the
Certificate Insurance Policy would be excluded from coverage by the California Insurance Guaranty
Association, established pursuant to the laws of the State of California.

THE CERTIFICATE INSURER

The Certificate Insurer is a Wisconsin-domiciled stock insurance corporation regulated by the
Office of the Commissioner of Insurance of the State of Wisconsin, and is licensed to do business in 50
states, the District of Columbia, the Territory of Guam, the Commonwealth of Puerto Rico and the U.S.
Virgin Islands, with admitted assets of approximately $12,282,000,000 (unaudited) and statutory capital of
approximately $6,806,000,000 (unaudited) as of March 31, 2008. Statutory capital consists of Ambac
Assurance’s policyholders’ surplus and statutory contingency reserve.

The Certificate Insurer has been assigned the following financial strength ratings by the following
rating agencies: Aa3, with negative outlook, by Moody’s Investors Service, Inc., and AA, on CreditWatch
with negative implications, by Standard and Poor’s Ratings Services, a division of The McGraw-Hill
Companies, Inc.

The Certificate Insurer has obtained a ruling from the Internal Revenue Service to the effect that the
insuring of an obligation by the Certificate Insurer will not affect the treatment for federal income tax
purposes of interest on such obligation and that insurance proceeds representing maturing interest paid by
the Certificate Insurer under policy provisions substantially identical to those contained in the Certificate
Insurance Policy shall be treated for federal income tax purposes in the same manner as if such payments
were made by the Obligor. No representation is made by the Certificate Insurer regarding the federal
income tax treatment of payments that are made by the Certificate Insurer under the terms of the
Certificate Insurance Policy due to non-appropriation of funds by the Lessee.

The Certificate Insurer makes no representation regarding the Certificates or the advisability of
investing in the Certificates and makes no representation regarding, nor has it participated in the preparation
of, this Reoffering Memorandum other than the information supplied by the Certificate Insurer and
presented under the heading “THE CERTIFICATE INSURANCE POLICY.”
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AVAILABLE INFORMATION

The parent company of the Certificate Insurer, Ambac Financial Group, Inc. (the “Company”), is
subject to the informational requirements of the Securities Exchange Act of 1934, as amended, and in
accordance therewith files reports, proxy statements and other information with the Securities and Exchange
Commission (the “SEC”). These reports, proxy statements and other information can be read and copied at
the SEC’s public reference room at 100 F Street, N.E., Room 1580, Washington, D.C. 20549. Please call
the SEC at 1-800-SEC-0330 for further information on the public reference room. The SEC maintains an
internet site at http://www.sec.gov that contains reports, proxy and information statements and other
information regarding companies that file electronically with the SEC, including the Company.

These reports, proxy statements and other information can also be read at the Certificate Insurer’s
internet website at www.ambac.com and at the offices of the New York Stock Exchange, Inc., 20 Broad
Street, New York, New York 10005.

Copies of the Certificate Insurer’s financial statements prepared on the basis of accounting
practices prescribed or permitted by the State of Wisconsin Office of the Commissioner of Insurance are
available without charge from the Certificate Insurer. The address the Certificate Insurer ‘s administrative
offices is One State Street Plaza, 19th Floor, New York, New York 10004, and its telephone number is
(212) 668-0340.

INCORPORATION OF CERTAIN DOCUMENTS BY REFERENCE

The following documents filed by the Company with the SEC (File No. 1-10777) are incorporated
by reference in this Reoffering Memorandum:

1. The Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007 and
filed on February 29, 2008,;

The Company’s Current Report on Form 8-K dated and filed on March 7, 2008;
The Company’s Current Reports on Form 8-K dated and filed on March 12, 2008;
The Company’s Current Report on Form 8-K dated and filed on April 23, 2008; and
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The Company’s Quarterly Report on Form 10-Q for the fiscal quarterly period ended March
31, 2008 and filed on May 12, 2008.

The Company’s Current Report on Form 8-K dated and filed on May 9, 2008;
The Company’s Current Report on Form 8-K dated and filed on May 28, 2008;
The Company’s Current Report on Form 8-K dated and filed on June 4, 2008;
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The Company’s Current Report on Form 8-K dated and filed on June 5, 2008;
10. The Company’s Current Report on Form 8-K dated and filed on June 19, 2008;
11. The Company’s Current Report on Form 8-K dated and filed on June 20, 2008;
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12. The Company’s Current Report on Form 8-K dated June 26, 2008 and filed on June 27, 2008;
and

13. The Company’s Current Report on Form 8-K dated July 7, 2008 and filed on July 8, 2008.

The Certificate Insurer’s consolidated financial statements and all other information relating to the
Certificate Insurer and subsidiaries included in the Company’s periodic reports filed with the SEC
subsequent to the date of this Reoffering Memorandum and prior to the date of closing of the Certificates
shall, to the extent filed (rather than furnished pursuant to Item 9 of Form 8-K), be deemed to be
incorporated by reference into this Reoffering Memorandum and to be a part hereof from the respective
dates of filing of such reports.

Any statement contained in a document incorporated in this Reoffering Memorandum by reference
shall be modified or superseded for the purposes of this Reoffering Memorandum to the extent that a
statement contained in a subsequently filed document incorporated by reference herein modifies or
supersedes such statement. Any statement so modified or superseded shall not be deemed, except as so
modified or superseded, to constitute a part of this Reoffering Memorandum.

Copies of all information regarding the Certificate Insurer that is incorporated by reference in this
Reoffering Memorandum are available for inspection in the same manner as described above in “Available
Information.”

All documents subsequently filed by the Company pursuant to the requirements of the Exchange
Act after the date of this Reoffering Memorandum will be available for inspection in the same manner as
described above in “Available Information.”

RISK FACTORS

The purchase of the Certificates involves certain investment risks that are discussed throughout this
Reoffering Memorandum. Accordingly, the following factors, along with the other information in the
Reoffering Memorandum, should be considered by potential investors in making an independent evaluation
regarding the prudence of purchasing any Certificates. However, such listed factors do not purport to be an
exhausting listing of risks and other considerations that may be relevant to an investment in the
Certificates. In addition, the order in which the following factors are presented is not intended to reflect the
relative importance of any such risks. Any one or more of the risk factors discussed below, among others,
could lead to a decrease in the market value and/or in the marketability of the Certificates. There can be
no assurance that other risk factors not discussed herein will not become material in the future.

FINANCIAL CONDITION OF THE CITY

With respect to the financial condition of the City as of June 30, 2007, see “APPENDIX A -
AUDITED FINANCIAL STATEMENTS FOR FISCAL YEAR 2006-2007" herein.

SECURITY FOR THE CERTIFICATES; LIMITED OBLIGATION OF THE CITY

THE OBLIGATION OF THE CITY TO BUDGET FOR AND TO PAY THE LEASE PAYMENTS
UNDER THE LEASE AGREEMENT DOES NOT CONSTITUTE AN OBLIGATION OF THE CITY OR THE
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STATE OF CALIFORNIA OR OF ANY POLITICAL SUBDIVISION THEREOF WITHIN THE MEANING OF
ANY CONSTITUTIONAL OR STATUTORY DEBT LIMIT OR RESTRICTION, AND DOES NOTCONSTITUTE
AN OBLIGATION FOR WHICH THE CITY OR THE STATE OF CALIFORNIA IS OBLIGATED TO LEVY OR
PLEDGE ANY FORM OF TAXATION OR FOR WHICH THE CITY OR THE STATE OF CALIFORNIA HAS
LEVIED OR PLEDGED ANY FORM OF TAXATION.

NEITHER THE CERTIFICATES NOR THE OBLIGATION OF THE CITY TO MAKE LEASE
PAYMENTS UNDER THE LEASE AGREEMENT CONSTITUTES A DEBT OF THE CITY, THE STATE OF
CALIFORNIA, OR ANY POLITICAL SUBDIVISION THEREOF WITHIN THE MEANING OF ANY
CONSTITUTIONAL OR STATUTORY DEBT LIMITATION OR RESTRICTION OF THE STATE OF
CALIFORNIA OR A PLEDGE OF THE FULL FAITH AND CREDIT OF SUCH PARTIES. NEITHER BOARD
OF TRUSTEE NOR ANY PERSONS EXECUTING THE CERTIFICATES, NOR ANY OFFICER OR EMPLOYEE
OF THE CITY SHALL BE PERSONALLY LIABLE ON THE CERTIFICATES OR SUBJECT TO ANY
PERSONAL LIABILITY OR ACCOUNTABILITY BY REASON OF THE EXECUTION THEREOF.

Except as noted herein, although the Lease Agreement does not create a pledge, lien or
encumbrance upon the funds of the City, the City is obligated under the Lease Agreement to pay the Lease
Payments from any source of legally available funds and the City has covenanted in the Lease Agreement
that it will take such action as may be necessary to include all Lease Payments due under the Lease
Agreement in its annual budgets and to make necessary annual appropriations for all such rental payments.
The City is currently liable and may become liable on other obligations payable from general revenues,
some of which may have a priority over the Lease Payments. However, the City may incur obligations
payable from general revenues which have a priority over the Lease Payments, and the Lease Agreement
does not prohibit the City from incurring additional obligations payable from general revenues on a parity
with the Lease Payments. In the event the City’s revenue sources are less than its total obligations, the City
could choose to fund other municipal services before making Lease Payments and other payments due
under the Lease Agreement, except from amounts on deposit in the Lease Payment Fund. The City’s ability
to collect, budget and appropriate various revenues is subject to current and future State laws and
constitutional provisions, and it is possible that the interpretation and application of these provisions could
result in an inability of the City to pay Lease Payments when.

NO LIMITATION ON INCURRING ADDITIONAL OBLIGATIONS

The City has the capacity to enter into other obligations which may constitute additional charges
against its general revenues. To the extent that additional obligations are incurred by the City, the funds
available to make Lease Payments may be decreased. In the event the City’s revenue sources are less than
its total obligations, the City could choose to fund other activities before making Lease Payments and other
payments due under the Lease Agreement. No assurance is given that the City would not fund any such
other activities.

ABATEMENT

In the event of substantial interference with the City’s right to use and occupy any portion of the
Leased Property by reason of damage to, or destruction or condemnation of the Leased Property, or any
defects on title to the Leased Property which causes the City not to have the use and possession of all or a
substantial use of the Leased Property, the City’s obligation to make Lease Payments will be subject to
abatement. See “THE CERTIFICATES - Budget and Appropriation of Lease Payments,” herein. In the
event that such portion of the Leased Property, if damaged or destroyed by an insured casualty, could not be
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replaced during the period of time in which proceeds of the City’s rental interruption insurance will be
available in lieu of Lease Payments, plus the period for which funds are available from the funds and
accounts established under the Trust Agreement, or in the event that casualty insurance proceeds are
insufficient to provide for complete repair or replacement of such portion of the Leased Property or
prepayment of the Certificates, there could be insufficient funds to make payments with respect to the
Certificates and therefore to pay Owners in full.

Notwithstanding the foregoing, there shall be no abatement of Lease Payments under the Lease
Agreement by reason of damage, destruction, noncompletion or unavailability of all or a portion of the
Leased Property to the extent that: (i) the fair rental value of the portions of the Leased Property not
damaged, destroyed, or otherwise unavailable for use and occupancy by the City is equal to or greater than
the unpaid principal component of the Lease Payments; (ii) proceeds of Gas Tax Revenues, to the extent of
the Allocable Share, are available to pay Lease Payments or (iii) (A) the proceeds of rental interruption
insurance or (B) amounts in the Insurance and Condemnation Fund and/or the Lease Payment fund are
available to pay Lease Payments which would otherwise be abated.

LIMITED RECOURSE ON DEFAULT

If the City defaults on its obligations to make Lease Payments, the Insurer assumes the risk of
nonpayment. However, should the Insurer fail to honor its obligations under the Certificate Insurance
Policy, then the Trustee, as assignee of the Authority, may exercise its remedies under the Lease Agreement
and hold the City liable for all Lease Payments on an annual basis and will have the right to re-enter and re-
let the Leased Property. In the event such re-letting occurs, the City would be liable for any resulting
deficiency in Lease Payments. Alternatively, the Trustee may terminate the Lease Agreement and proceed
against the City to recover damages pursuant to the Lease Agreement.

No assurances can be given that the Trustee would be able to re-let the Leased Property so as to
provide rental income sufficient to make principal and interest payments with respect to the Certificates in a
timely manner, and the Trustee is not empowered to sell the fee interest in the Leased Property for the
benefit of the Owners of the Certificates. Due to the essential government function of the property it is not
certain whether a court would permit the exercise of the remedies of repossession and re-letting of the
Leased Property. Any suit for money damages would be subject to limitations on legal remedies against
cities in the State, including a limitation on enforcement of judgments against funds needed to serve the
public welfare and interest. Moreover, there can be no assurance that such re-letting will not adversely
affect the exclusion of any interest component of Lease Payments from federal or state income taxation.

IN THE EVENT OF A DEFAULT UNDER THE LEASE AGREEMENT, THERE IS NO
AVAILABLE REMEDY OF ACCELERATION OF THE TOTAL LEASE PAYMENTS DUE OVER THE
TERM OF THE LEASE AGREEMENT. THE CITY WILL ONLY BE LIABLE FOR LEASE PAYMENTS
ON AN ANNUAL BASIS AS THEY COME DUE, AND THE TRUSTEE WOULD BE REQUIRED TO SEEK
SEPARATE JUDGMENTS FOR THE LEASE PAYMENTS AS THEY COME DUE. IN ADDITION, ANY
SUCH SUIT FOR MONEY DAMAGES COULD BE SUBJECT TO LIMITATIONS ON LEGAL REMEDIES
AGAINST PUBLIC AGENCIES IN CALIFORNIA, INCLUDING A LIMITATION ON ENFORCEMENT OF
JUDGMENTS AGAINST FUNDS NEEDED TO SERVE THE PUBLIC WELFARE AND INTEREST AND A
LIMITATION ON ENFORCEMENT OF JUDGMENTS AGAINST FUNDS OF A FISCAL YEAR OTHER
THAN THE FISCAL YEAR IN WHICH THE LEASE PAYMENTS WERE DUE.
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THE CERTIFICATE INSURER AND THE CERTIFICATE INSURANCE PoOLICY

Recent Developments Concerning Certificate Insurer. \When the Original Certificates were
issued and delivered, payment of the principal of and interest on the Original Certificates when due was
insured by the Policy issued by the Certificate Insurer, which Policy remains in effect for the Certificates by
virtue of the Conversion. However, recent developments which have been the subject of substantial
discussion in the financial press and which affect the bond insurance business, including that of the
Certificate Insurer, have had a serious adverse effect on the financial condition of a number of bond
insurers, weakening their credit status as reflected in their credit ratings, including a recent downgrade of
the Certificate Insurer. The Certificate Insurer has recently been assigned the following financial strength
ratings by the following rating agencies: Aa3, with negative outlook, by Moody’s Investors Service, Inc.,
and AA, on CreditWatch with negative implications, by Standard and Poor’s Ratings Services, a division of
The McGraw-Hill Companies, Inc.

No review of the business or affairs of the Certificate Insurer has been conducted in connection
with the change in mode of the Original Certificates to the Certificates. This Reoffering Memorandum does
not contain any financial information about the Certificate Insurer and does not refer to any such
information that may be available elsewhere, except information provided by the Certificate Insurer. No
assurance can be given by the City or the Authority as to the Certificate Insurer’s ability to pay claims under
the Certificate Insurance Policy. See “THE CERTIFICATE INSURANCE POLICY” herein and
APPENDIX F hereto for further information concerning the Certificate Insurer and the Certificate Insurance
Policy, including instructions for obtaining certain financial information concerning the Certificates Insurer.

Therefore, when making an investment decision on the Certificates a prospective Owner of
Certificates should look principally to the Underlying Rating and ability of the City to pay principal and
interest on the Certificates and not simply to the Certificate Insurer's ability to pay claims under the
Certificate Insurance Policy.

Creditworthiness of the Certificate Insurer. The long-term ratings on the Certificates are
dependent, in part, on the claims paying ability or financial strength ratings, as applicable, of the Certificate
Insurer. The Certificate Insurer's current claims paying ability or financial strength ratings are predicated
upon a number of factors which could change over time and could result in continued downgrading of the
ratings on the Certificates insured by the Certificate Insurer. Such further downgrades could adversely affect
the market price for, and marketability of, the Certificates. The Certificate Insurer is not contractually bound
to maintain its present claims paying ability or financial strength ratings in the future.

In the event that the Certificate Insurer is unable to make payments of principal of and interest on the
Certificates as such payments become due, the Certificates are payable solely from moneys received by the
Trustee pursuant to the Trust Agreement.

The Certificate Insurer's obligations under the Certificate Insurance Policy is a general obligation of
the Certificate Insurer. Default by the Certificate Insurer may result in insufficient funds being available to
pay the principal of and interest on the Certificates. In such event, the remedies available to the Trustee may
be limited by, among other things, certain risks related to bankruptcy proceedings, and may also have been
altered prior to a default by the Certificate Insurer, which has the right, acting with the Trustee, without
Certificate Owner consent, to amend the applicable provisions of the Trust Agreement governing defaults
and remedies and to direct the Trustee to direct certain remedies.
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Certificate Insurer Rights and Remedies. Both before and after the occurrence or nonoccurrence
of a payment or other default by the City in respect of the Certificates, the Certificate Insurer may be
entitled to exercise certain rights and remedies in a manner that could adversely affect the interests of the
Owners of Certificates.

While the Certificate Insurance Policy remains in effect, and so long as the Certificate Insurer is not
in default with respect to its obligations thereunder, the Certificate Insurer will be entitled to consent to
changes in documents, control the exercise of remedies by the Trustee and exercise certain other rights in
lieu of the exercise of the same or similar rights by the Owners of the Certificates.

Under certain circumstances, the interests of the Certificate Insurer and the interests of the Owners
of the Certificates may not be aligned with respect to the exercise of these rights and remedies.
Consequently, such rights of the Certificate Insurer and the manner in which they are exercised could
adversely affect the interests of the Owners of the Certificates. In the event that the Certificate Insurer is
required to pay principal of or interest with respect to the Certificates, no representation or assurance is
given or can be made that such event will not adversely affect the market price for or marketability of the
Certificates.

GAS TAX REVENUES UNCERTAIN
Recent Legislation

On February 16, 2008, Governor Arnold Schwarzenegger signed legislation designed to trim
expenses and delay a variety of payments in the FY2007-08 year as a first significant step toward
addressing the State's projected $16 billion shortfall through the FY2008-09 year. Among the cash
management solutions signed into law is a delay in five monthly Gas Tax Revenues disbursements for local
streets and roads.

The new law (ABX3 7) delays payment of approximately $500 million of payments of Gas Tax
Revenues (also called the Gasoline Excise Tax or the Highway Users Tax allocated among local
governments and state transportation funds pursuant to California Streets & Highways Code §8§2104-2108)
payments to cities and counties, about $100 million per month over five months beginning in April 2008.
The funds will be repaid in full without interest in September 2008.

The authority for such a delay in the payment of gas tax revenues is found in Section 6 Article XIX
of the California Constitution, which permits borrowing of these funds under certain conditions but requires
repayment either within 30 days of the adoption of the budget bill for the subsequent fiscal year or - under
specific conditions - within three years.

The City estimates that the five month delay in Gas Tax Revenues allocations will impact the loss
of interest income and budgetary adjustments. The allocations made pursuant to Streets and Highways Code
Sections 2105, 2106, and 2107 are normally made monthly. Consequently the monthly amounts will be
about one fifth of the amount shown. Allocations made pursuant to Streets and Highways Code Section
2107.5 are usually made once per year in July or August. The new law delaying the Highway User Tax
payments stipulates that the entire amount deferred will be repaid in September 2008.
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Subject to Fluctuation

The City has no control over the amount of Gas Tax Revenues to be received since it is based upon
consumption of gasoline statewide and it has no ability to increase the tax rate. Also, the City has no control
over any revision in the tax rate or collection procedures set by the State. The collection of taxes imposed
on the purchase of motor vehicle fuels is necessarily subject to fluctuations in spending which is affected
by, among other things, general economic cycles. Gas Tax Revenues may increase along with the increasing
fuel prices brought about by inflation, but collections also are vulnerable to adverse economic conditions
and reduced spending and may decrease as a result. Consequently, the rate of collection of taxes imposed on
the purchase of motor vehicle fuels and, particularly Gas Tax Revenues, may be expected to correspond
generally to economic cycles, patterns of usage of automobiles and truck transport, alternative
transportation and energy sources as may be developed, and changes in population and density, among other
factors. The City has no control over general economic cycles, alternative energy sources or changes in
usage over time, and is unable to predict what economic factors, demands, changes in use or cycles of
collection will occur while the Certificates remain outstanding.

GEOLOGIC, TOPOGRAPHIC AND CLIMATE CONDITIONS

The value of the Leased Property, along with all other capital improvements of the City, can be
adversely affected by a variety of natural events and conditions. These include, without limitations:

¢ geologic conditions such as seismic activity and earthquakes;
¢ topographic conditions such as earth movements, subsidence, avalanches and floods; and
¢ climatic conditions such as droughts.

The City, like much of California, is subject to storms, floods, earth movements and seismic
activity that could negatively affect the value of the Leased Property, as well as other assets of the City. The
possibility of the occurrence of some of these conditions and events has not been taken into account in the
design of the Leased Property and has not been taken into account in the designs of other public
improvements which may be acquired or constructed by the City or other public agencies. The City expects
that one or more of these conditions will occur from time to time, and, even if design criteria have been
implemented to mitigate certain geologic events, such conditions may nevertheless result in damage to the
Leased Property.

HAZARDOUS SUBSTANCES

In general, the City as the owners and operators of the Leased Property may be required by law to
remedy conditions of the Leased Property relating to released or threatened releases of hazardous
substances. The federal Comprehensive Environmental Response, Compensation and Liability Act of 1980,
sometimes referred to as “CERCLA” is the most well known and widely applicable of these laws, but
California laws with regard to hazardous substances are also stringent and similar.

Under many of these laws, the owner or operator of a property is obligated to remedy a hazardous
substance condition whether or not the owner or operator has anything to do with creating or handling the
hazardous substance. The effect therefore, should any of the Leased Property be affected by a hazardous
substance, is to reduce the marketability and value of the parcel by the costs of remedying the condition,
and therefore could impair the City’s ability to make Lease Payments.
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The City is not aware that the Leased Property has such a current liability. However, it is possible
that such liabilities do currently exist and that the City is not aware of them. Further, it is possible that
liabilities may arise in the future with respect to the Leased Property resulting from the current existence on
the parcel of a substance presently classified as hazardous but which has not been released or the release of
which is not presently threatened, or may arise in the future resulting from the existence on the parcel of a
substance not presently classified as hazardous but which may in the future be so classified. Further, such
liabilities may arise not simply from the existence of a hazardous substance but from the method of
handling it. All of these possibilities could significantly affect the value of the Leased Property.

ENVIRONMENTAL REGULATION

The City is subject to the environmental regulations of the State and the United States in the
operation of its water, wastewater solid and air emission waste activities. These laws and regulations are
subject to change, and the City may be required to expend substantial funds to meet the requirements of
such regulatory authorities. Failure to comply with these laws and regulations may result in the imposition
of administrative, civil and criminal penalties, which, if material, could impair the City’s ability to make
Lease Payments.

SUBSTITUTION OR RELEASE OF PROPERTY

The Lease Agreement provides that upon the satisfaction of the other conditions specified therein,
the City may substitute other public facilities or real property for all or any portion of the Leased Property.
No substitution for all or any portion of the Leased Property will be permitted under the Lease Agreement
unless a certified real estate appraiser selected by the City certifies that the substituted real property (i) has a
fair market rental value greater than or equal to the fair market rental value of the property to be released so
that the Lease Payments secured by the Leased Property to be released being payable by the City pursuant
to the Lease Agreement will not be reduced and (ii) has an equivalent or greater useful life as the Leased
Property to be released and that the useful life of the substituted Leased Property exceeds the remaining
term of the Lease Payments.

In addition, the Lease Agreement provides that upon the satisfaction of certain conditions specified
therein, the City may release a portion of the Leased Property from the Site Lease and the Lease Agreement.
Such replacement or release could have an adverse impact on the security for the Certificates, particularly if
an event requiring abatement of Lease Payments were to occur subsequent to such substitution.

CALIFORNIA ECONOMY

Like all California cities, the City receives a significant portion of its funding from appropriations
by the State of California. As a result of the ongoing State budget crisis, the decreases in the revenues
presently being experienced by the State could affect appropriations made by the State to the City and other
municipalities within California. The continued deterioration of California’s economy could result in
declining appropriations to the City to such an extent that the City may not have sufficient funds available
to make its regularly scheduled payments of principle and interest on the Certificates.
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Loss OF TAX EXEMPTION

As discussed under the heading “TAX MATTERS,” the interest represented by the Certificates
could become includable in gross income for purposes of federal income taxation retroactive to the date of
delivery of the Certificates, as a result of acts or omissions of the City in violation of its representations or
covenants in the Trust Agreement, the Lease Agreement or other Principal Legal Documents. Should such
an event of taxability occur, the Certificates would not be subject to a special prepayment and would remain
Outstanding until maturity or until prepaid under the prepayment provisions contained in the Trust
Agreement. See “PREPAYMENT PROVISIONS” herein.

PROPOSED TAX LEGISLATION

Wide variations of bills are being proposed in Congress and at the State level to change the Internal
Revenue Code’s treatment of taxing personal, corporate and other income which may reduce tax exempt
benefits available to such taxpayers from their purchase of municipal debt obligations. The City cannot and
does not know the effect of the many possible financial effects on such parties that could result from
enactment of any such bills or other regulatory actions proposing to change the Internal Revenue Code.
Potential Owners should consult with their investment advisors in evaluating the impact of such potential
changes.

INSURANCE

The City is obligated to obtain and keep in force various forms of insurance or, subject to the Lease
Agreement, self insurance, subject to deductibles, for repair or replacement of the Leased Property in the
event of damage or destruction of the Leased Property. The City makes no representation to the ability of
any insurer to fulfill its obligations under any insurance policy and no assurance can be given as to the
adequacy of such insurance to fund necessary repair or replacement of the Leased Property.

DTC-BENEFICIAL OWNERS

Beneficial Owners of the Certificates may experience some delay in the receipt of distributions of
principal and interest represented by the Certificates since such distributions will be forwarded by the
Trustee to DTC and DTC will credit such distributions to the accounts of the Participants which will there
after credit them to the accounts of the Beneficial Owner either directly or indirectly through indirect
Participants. Neither the City nor the Trustee will have any responsibility or obligation to assure that any
such notice or payment is forwarded by DTC to any Participants or by any Participant to any Beneficial
Owner. In addition, since transactions regarding the Certificates can be effected only through DTC
Participants, indirect participants and certain banks, the ability of a Beneficial Owner to pledge the
Certificates to persons or entities that do not participate in the DTC system, or otherwise to take actions
with respect to such Certificates, may be limited due to lack of a physical certificate. Beneficial owners will
be permitted to exercise the rights of registered Owners only indirectly through DTC and the Participants.
See “THE CERTIFICATES - Book-Entry Only System,” herein.

LIMITATIONS OF REMEDIES
In addition to the limitations on remedies contained on the Lease Agreement, the enforceability of

the rights and remedies of the owners of the Certificates and the obligations of the City may become
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subject to the following: the federal bankruptcy code and applicable bankruptcy, insolvency,
reorganization, moratorium, or similar laws relating to or affecting the enforcement of creditors’ rights
generally, now or hereafter in effect; usual equitable principles which may limit the specific enforcement
under state law of certain remedies: the exercise by the United States of America of the powers delegated
to it by the federal Constitution; and the reasonable and necessary exercise, in certain exceptional
situations of the police power inherent in the sovereignty of the State of California and its governmental
bodies in the interest of servicing a significant and legitimate public purpose. Bankruptcy proceedings, or
the exercise of powers by the federal or state government, if initiated, could subject the owners of the
Certificates to judicial discretion and interpretation of their rights in bankruptcy or otherwise and
consequently may entail risks of delay, limitation, or modification of their rights. In the event of a
bankruptcy of the City, any provision of the Lease Agreement which makes the bankruptcy of the City an
event of default may be invalidated and the enforceability of the pledge pursuant to the Lease Agreement is
limited in accordance with the provisions of Chapter 9 of the United States Bankruptcy Code.

PREPAYMENT PROVISION

The Certificates are subject to extraordinary prepayment (see “PREPAYMENT PROVISIONS”
herein) under certain circumstances.

UNCONVENTIONAL MORTGAGE STRUCTURES

From 2002 through the first half of 2006, the California housing market experienced significant
price appreciation with accelerating demand. One factor contributing to the recent housing boom in
California was the use of unconventional mortgage structures, such as a cross between a fixed and
adjustable rate mortgage, having a low initial (or “teaser”) fixed interest rate for several years that converts
to an adjustable interest rate determined by an index plus a fixed margin, and interest-only mortgages,
where the borrower pays only interest for a set period of time and then pays down the principal plus interest.
Homeowners who financed the purchase of their homes with such mortgages can expect their monthly
mortgage payments to increase after the initial period.

As the initial low-interest or interest-only periods related to such unconventional mortgage have
expired, some homeowners have not been able to maintain payments on their existing loans or to obtain
refinancing loans for their homes. Foreclosure proceedings in California have also increased dramatically in
2007 and 2008. Recently there has been a general softening of the California housing market, as evidenced
by a decrease in home sale prices, increasing inventory of new homes, slowing demand, and the tightening
of credit by lenders. The City has not undertaken to assess the financial condition of the current owners of
the residential properties within the City and expresses no view concerning these matters. The City cannot
predict and expresses no view whether or how such factors may affect the City’s finances and the potential
impact on the City’s budget.

RISk OF TAX AuDIT

In December 1999, as a part of a larger reorganization of the Internal Revenue Service (the “IRS”),
the IRS commenced operation of its Tax Exempt and Government Entities Division (the “TE/GE
Division”), as the successor to its Employee Plans and Exempt Organizations division. The TE/GE Division
has a subdivision that is specifically devoted to tax-exempt bond compliance. Public statements by IRS
officials indicate that the number of tax-exempt bond examinations (which would include securities such as
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the Certificates) is expected to increase significantly under the TE/GE Division. There is no assurance that
if an IRS examination of the Certificates was undertaken that it would not adversely affect the market value
of the Certificates. Neither the Authority nor the City is currently the subject of any ongoing audit nor has
either been notified by the IRS regarding the possibility of any such audit.

RELIANCE ON STATE BUDGET

The City’s General Fund revenues consist of payments collected by the State and passed-through to
local governments or collected by the County and allocated to local governments by State law. There can be
no assurance that current or future State budget difficulties will not adversely affect the City’s revenues or
its ability to make payments on the Certificates.

CHANGES IN LAW

There can be no assurance that the electorate of the State will not at some future time adopt
additional initiatives or that the Legislature will not enact legislation that will amend the laws or the
Constitution of the State resulting in a reduction of the general fund revenues of the City and consequently,
having an adverse effect on the security for the Certificates.

LiQuIDITY RIsSK

No assurance can be given that an active trading market for the Certificates will develop or, if one
develops, that it will be maintained, in addition, further adverse developments affecting the Certificate
Insurer or other bond insurers, or credit markets generally, could cause trading prices to decline in any
market that develops for the Certificates, even if those developments do not affect the City’s financial
condition or its ability to pay debt service on the Certificates. Consequently, should such further adverse
developments arise in the future, Owners of Certificate who wish to sell their Certificates in the secondary
market may not be able to do so on the terms or at the times they wish and consequently may lose a portion
of their investment.

OTHER RISKS

The remedies available to the Owners of the Certificates upon an event of default under the Trust
Agreement, or other documents described herein are in many respects dependent upon judicial actions
which are often subject to discretion and delay. Under existing constitutional and statutory law and judicial
decisions, the remedies set forth in the Trust Agreement and the various documents relating to the Leased
Property may not be readily available or may be limited. The various legal opinions to be delivered
concurrently with the delivery of the Certificates will be qualified as to the enforceability of the various
legal instruments by limitations imposed by bankruptcy, reorganization, insolvency or other similar laws
affecting the rights of creditors generally and by the application of equitable principles.

THE AUTHORITY
The City of Pacifica Financing Authority (the “Authority”) was created on October 14, 1996, by the

City and the Redevelopment Agency of the City of Pacifica under a Joint Exercise of Powers Agreement, to
assist the City and the Redevelopment Agency in financing capital improvement projects. The members of
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the City Council serve as the governing board of the Authority. The Joint Exercise of Powers Agreement
was entered into under the provisions of the Joint Powers Act. The Authority is a separate entity
constituting a public instrumentality of the State of California, and is empowered to purchase personal and
real property and to sell or lease such property, to contract for construction and improvement and to execute
operating agreements regarding such property. No assets of the Authority have been pledged, or are
available to pay the Certificates. The lien represented by the Lease Agreement on the Leased Property, as
defined herein, does not create a legal or equitable pledge, charge, lien or encumbrance upon any of the
Authority’s property or upon its income, receipts or revenue, except the Lease Payment, as defined herein.

THE CITY
GENERAL INFORMATION

The City is located in San Mateo County (the “County”) on the California coast approximately 10
miles south of the City of San Francisco. The estimated population of the City as of 2007 is approximately
39,251. See “THE CITY” herein. The City is framed by the ridges of the Coast Range on the east and the
Pacific Ocean on the west. The terrain is comprised of a combination of secluded valleys and open hillsides
set against a coastline of long beaches and rugged headlands.

The geographically distinct portions of Pacifica are linked by Highway 1 and Sharp Park
Boulevard. Highway 1 is also the corridor between San Francisco and Half Moon Bay. Sharp Park
Boulevard connects to Interstate 280 and also links the City with other portions of the San Francisco
peninsula to the east. Due to the City’s close proximity to the Pacific Ocean, it enjoys a moderate climate
with temperatures ranging from 50 to 70 degrees. See “APPENDIX C - GENERAL INFORMATION
REGARDING THE CITY OF PACIFICA AND SURROUNDING AREA” herein.

MuNICIPAL GOVERNMENT

The City was incorporated on November 22, 1957 under the general laws of the State of California.
The City has a council-manager form of government. The legislative body selects a City Manager to
administer the affairs of the City. Under this type of government, the City Council is the policymaking body
and the City Manager is responsible for carrying out Council policy. The City provides the following
services: public safety (police, fire and civil defense), highways and street, sanitation, health and social
services, culture/recreation, public improvements, planning and zoning and general administrative services.

THE CiTY COUNSEL

The City is governed by a five-member City Council (the “Council”), with each Council member of
which serving overlapping terms of four years (each a “Council Member”). Each Council Member is
elected from the City at large. Municipal (local) elections are held in November of even numbered years.
The Council selects a Mayor annually, who serves as presiding officer during all City Council meetings and
study sessions. Council duties include, among other things, appointing a City Manager, City Attorney and
members of City Committees and Commissions, adopting a yearly budget, and establishing basic policy for
the City. Current Council Members, together with their office and the date their term expires, are listed
below:
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Council Member Office Term Expires

James M. Vreeland Mayor 2010
Julie Lancelle Mayor Pro Tem 2010
Peter DeJarnatt Member 2008
Sue Digre Member 2010
Calvin Hinton Member 2008

EMPLOYEE RETIREMENT PLANS

The City of Pacifica has three defined benefit pension plans (Miscellaneous Plan, Safety Fire Plan
and the Safety Police Plan, (the "Plans"). The Plans provide retirement and disability benefits, annual cost-
of-living adjustments, and death benefits to plan members and beneficiaries.

The Plans are part of the Public Agency portion of the California Public Employees Retirement
System (CalPERS), an agent multiple-employer plan administered by CalPERS, which acts as a common
investment and administrative agent for participating public employers within the State of California.

A menu of benefit provisions as well as other requirements are established by State statutes within
the Public Employees' Retirement Law. The City selects optional benefit provisions from the benefit menu
by contract with CalPERS and adopts those benefits through local ordinance. CalPERS issues a separate
comprehensive annual financial report. Copies of the CalPERS annual financial report may be obtained
from the CalPERS Executive Office - 400 P Street - Sacramento, CA 95814.

Active plan members in the Miscellaneous Plan, the Safety Fire Plan and the Safety Police Plan are
required to contribute 7%, 9% and 9%, respectively, of their annual covered salary. The City "picks up" the
tax deferred contributions required of City employees on their behalf and for their account. The City is
required to contribute the actuarially determined amounts necessary to fund the benefits for its members.
The actuarial methods and assumptions used are those adopted by the CalPERS Board of Administration.

The required employer contribution rates for fiscal 2005/06 are as follows: 14.944% for
miscellaneous employees; 32.358% for fire employees and 37.843% for police employees. The contribution
requirements of the plan members are established by State statute and the employer contribution rate is
established and may be amended by CalPERS.

For fiscal year 2006/07, the City's combined annual pension cost was $4,799,722, the City actually
contributed $3,553,422 and members contributed $1,246,300. The required contribution for fiscal year
2006/07 was determined as part of the June 30, 2004 actuarial valuation using the entry age normal actuarial
cost method with the contributions determined as a percent of pay. The actuarial assumptions included (a)
7.75% investment rate of return (net of administrative expenses); (b) projected salary increases of 3.25% to
14.45% depending on age, service, and type of employment for the miscellaneous members (for Safety Fire
Plan and Safety Police Plan, salary increases range from 3.25% to 13.15%).

Both (a) and (b) include an inflation component of 3.0% and a payroll growth factor of 3.25% for
all three groups, but do not include any post retirement benefit increases. The actuarial value of the Plan's
assets was determined using a technique that smoothes the effect of short-term volatility in the market value
of investments over three year period. The Plan's unfunded actuarial excess assets are being amortized as a
level percentage of projected payrolls on a closed basis. The amortization period varies between the three
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different plans of the City. For the fiscal year 2006/07, the average remaining amortization periods were 23
years for Miscellaneous Plan, 15 years for Safety Fire Plan, and 17 years for Safety Police Plan.

CITY FINANCES

The following selected financial information provides a brief overview of the City’s finances. This
financial information has been extracted from the City’s audited financial statements and, in some cases,
from unaudited information provided by the City’s Finance Department. The most recent audited financial
statements of the City with an unqualified auditor’s opinion of Moss, Levy & Hartzheim LLP, Beverly
Hills, California (the “Auditor”) is attached hereto as Appendix A.

Such audited financial statements have been included in this Reoffering Memorandum in reliance
upon the report of the Auditor. The Auditor has not undertaken to update the audited financial statements of
the City or its report or to take any action intended or likely to elicit information concerning the accuracy,
completeness or fairness of the statements made in this Reoffering Memorandum.

ACCOUNTING POLICIES AND FINANCIAL REPORTING

The accounts of the City are organized on the basis of funds and account groups, each of which is
considered a separate entity. The operations of each fund are accounted for with a separate set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures or expenses,
as appropriate. Government resources are allocated to and accounted for in individual funds based upon the
purposes for which they are to be spent and the means by which the spending activities are controlled. The
basis of accounting for all funds is more fully explained in the “Notes to Financial Statements” contained in
Appendix A.

The City Council employs, at the beginning of each fiscal year, an independent certified public
accountant who, at such time or times as specified by the City Council, at least annually, and at such other
times as he or she determines, examines the combined financial statements of the City in accordance with
generally accepted auditing standards, including such tests of the accounting records and such other auditing
procedures as such accountant considers necessary. As soon as practicable after the end of the fiscal year, a
final audit and report is submitted by such accountant to the City Council and a copy of the financial
statements as of the close of the fiscal year is published. The City’s Independent Auditor’s Report for fiscal
year 2006-07 was prepared by Moss, Levy & Hartzheim LLP, Beverly Hills, California.

GENERAL FUND FINANCIAL SUMMARY

The Lease Agreement provides that the City will make Lease Payments in full from any source of
legally available funds of the City. The following provides financial information taken primarily from the
City’s audited financial statements for fiscal years 2004-05 through 2006-07. See “APPENDIX A - Audited
Financial Statements for Fiscal Year 2006-2007” for the City’s audited financial statements for fiscal year
2006-07.

Set forth below are excerpts from the City’s general fund financial statements for fiscal years 2004-
05 through 2006-07, the three most recent fiscal years for which audited financial statements are available.
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Table 2
CITY OF PACIFICA
(2008 CONVERSION OF 2006 AUCTION RATE CERTIFICATES)

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BLANCES

REVENUES
Taxes
Licenses and Permits
Fines and Forfeitures
Use of Money and Property
Intergovernmental Revenues
Charges for Services
Recreation
Other Revenues

Total Revenues

EXPENDITURES:
General Government
Finance and Central Services
Public Safety
Community Development
Public Works
Parks, Beaches and Recreation
Capital Outlay
Debt Service
Special Projects

Total Expenditures
REVENUE OVER (UNDER)
EXPENDITURES

OTHER FINANCING SOURCES (USES)
Transfers In

Transfers Out
Total Other Financing Sources (Uses)

NET CHANGE IN FUND BALANCES

FUND BALANCE-BEGINNING (JULY 1)
PRIOR PERIOD ADJUSTMENT

FUND BALANCE-RESTATED (JULY 1)
FUND BALANCE-ENDING (JULY 1)

Audited Audited Audited
2004-05 2005-06 2006-07
$12,354,599  $13,789,083  $14,626,847
368,211 310,587 417,566
144,315 138,662 217,699
162,540 170,743 219,362
3,601,291 5,029,559 4,557,066
3,056,540 1,420,372 1,654,244
565,454 559,350

1,294,855 2,111,391 1,555,866
$20,982,351  $23,535,851  $23,808,000
3,778,230 5,318,938 4,451,785
800,168 - -
12,004,766 13,028,511 14,395,175
1,086,803 941,097 974,113
716,586 1,331,978 1,539,624
1,270,705 3,008,962 3,317,703

- 652,740 182,277

(798,440) - -
1,644,889 - -
$20,503,707  $24,282,226 $2,860,677
$478,644 ($746,375)  ($1,052,677)
895,000 1,827,500 2,434,443
(779,000)  (1,680,765) (1,60,000)
116,000 146,735 744,443
594,644 (599,640) (308,234)
5,689,242 6,554,787 5,998,951
270,901 43,804 (24,675)
5,960,143 6,598,591 5,974,276
$6,554,787 $5,998,951 $5,666,042

Source: City of Pacifica Audited Financial Statements
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BUDGETARY PROCESS

Budgets are legally adopted and formal budgetary integration is employed as a management control
device during the fiscal year for all governmental fund types. Reported budgeted amounts shown in the
table below represent the original legally adopted budget as amended. The City Council may amend the
budget only by a duly adopted minute resolution during a regular meeting, providing that sufficient moneys
are available and that expenditures of proceeds of taxes will not be increased beyond the constitutional
appropriation limit as imposed by Article X111B of the State Constitution.

TAX RECEIPTS

Taxes received by the City include property taxes, sales and use taxes, franchise taxes, utility users
taxes and others. Of such taxes, property taxes (approximately 61% of the City’s 2006-07 tax revenues)
sales and use taxes (approximately 8% of 2006-07 tax revenues), and franchise taxes (approximately 11%
of 2006-07 tax revenues) constitute major sources of General Fund revenues. The City believes that none of
the general taxes currently imposed by or for the benefit of the City are affected by Proposition 62 or
Proposition 218. See “CONSTITUTIONAL AND STATUTORY LIMITATIONS ON TAXES AND
APPROPRIATIONS - Proposition 62” and “~ Proposition 218 herein.

The following table sets forth tax revenues received by the City for fiscal years 2002-03 through
2006-07 by source:

Table 3
CITY OF PACIFICA
(2008 CONVERSION OF 2006 AUCTION RATE CERTIFICATES)

MAJOR SOURCES OF GENERAL FUND REVENUES

Source: 2002-03 2003-04 2004-05 2005-06 2006-07

Property Taxes $6,072,495 $5,987,200 $6,936,026 $8,126,936 $9,016,273
Sales & Use Taxes 1,464,690 1,475,500 1,539,825 1,116,191 1,096,165
Franchise Tax 1,253,779 1,340,000 1,421,984 1,458,418 1,539,123
Other Taxes 2,153,848 2,450,560 2,404,124 2,954,388 3,204,164
Total $10,944,812 $11,253260  $12,301,959 $13,655,933 $14,855,725

Source: The City’s Comprehensive Annual Reports
PROPERTY TAXES

Property taxes represent the largest source of General Fund revenue. It has also been the primary
revenue source affected by voter initiatives and legislative actions. With approval of Proposition 13,
property tax revenues were first curtailed over 20 years ago when they were reduced by two-thirds and
thereafter limited to 2% annual increases or the CPI, whichever was less. More recently, certain property
taxes have been shifted to schools by the State Legislature, a shift that resulted in a loss of revenue to the
City of $10,044,955 between fiscal years 1999-00 through 2005-06.
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SPECIMAN CERTIFICATE INSURANCE POLICY
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Mbac Ambac Assurance Corporation

One Srate Street Plaza, 15th Floor
New York, New York 10004

Financial Guaranty Insurance Policy Telephone: (212) 668-0340
Obligor: Policy Number:
Obligations: Premium:

Ambac Assurance Corporation (Ambac), a Wisconsin stock insurance corporation, in consideration of the payment of the
premium and subject to the terms of this Policy, hereby agrees to pay to The Bank of New York, as trustee, or itgSugessor (the

“Insurance Trustee”), for the benefit of the Holders, that portion of the principal of and interest on the abo\re-descnb d oRligations
(the “Obligations”) which shall become Due for Payment but shall be unpaid by reason of Nonpayment by

Ambac will make such payments to the Insurance Trustee within one (1) business day following wri otificarioto mhkac of
Nonpayment. Upon a Holder's presentation and surrender to the Insurance Trustee of such unp gati ; telated™Soupyns,
uncanceled and in bearer form and free of any adverse claim, the Insurance Trustee will di qoungdof
pmnc:pal and i 1nl:eres1: which is then Due for Payment but is unpald Upon such disburseRen Amb er of

In cases where the Obhganons are issued in registered form, the Insurance Trustde Spall\di se Krinci 6 A Hdlder only upon
presenrdtion and surrencier to the Insurance Trustee of the unpaid Obliga X rse claim, together
by the Holder or such

kestwhl the Obligation and delivery to the
e Insurance Trustee, duly executed by the
all rights under such Obligation to receive the
be subrogated to all of the Holders' rights to

as notice that any payment of principal of or interest on an
to a Holder by or on behalf of the Obligor has been deemed a

] spursuant to the United Stares Bankruptcy Code in accordance with
myrisdiction, such Holder will be entitled to payment from Ambac to the exrent
available.

of the Obligations who, at the time of Nonpayment, is the owner of an Obligation or of
As used herein, “Due for Payment”, when referring to the principal of Obligations, is when
or mandatory redemption date for the application of a required sinking fund installment has been

igatfons which are Due for Payment.

This Policy is noncancelable. The premium on this Policy is not refundable for any reason, including payment of the Obligations
prior to maturity. This Policy does not insure against loss of any prepayment or cther acceleration payment which ac any time
may become due in respect of any Obligation, other than at the sole option of Ambuac, nor against any risk other than Nonpayment.

In witness whereof, Ambac has caused this Policy to be affixed with a facsimile of its corporate seal and to be signed by its duly
authorized officers in facsimile to become effective as its original seal and signatures and binding upon Ambac by virtue of the
countersignatyrepf its duly authorized representative.
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Effective Date: \;‘..' Authorized Representative
Y
THE BANK OF NEW YORK acknowledges that it has agreed \‘7? g{g‘ D
to perform che duties of Insurance Trustee under this Policy. \@?m /N
Form No.: 2B-0012 (1/01) Authorized Officer of Insurance Trustee
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Ambac Assurance Corporation
ac One State Street Plaza, 15th Floor

New York, New York 10004

Telephone: (212) 668-0340

Endorsement

Policy for: Attached to and forming part of Policy No.:

Effective Date of Endorseme;

Shall be held to vary, alter, waive or extend any of the terms, conditions, provisions, agreements
e mentioned Policy other than as above stated.
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Authorized Representative

Form No.: 2B-0004 (7/97)











